
U.S. Banks Expand 
Offshore Banking in 
Caribbean Basin 
by Stuart G. Hoffman 

During the past decade, more and more 
U.S. banks have found it useful to establish 
banking offices in the Caribbean Basin. 
What this growth means depends on one's 
perspective: 

• To the banks, these Caribbean Basin 
branches provide an environment almost 
entirely free of local taxes, central bank 
reserve requirements, currency conversion 
limitations, and with relatively simple 
requirements for licensing and regulation. 

• To host countries in the Caribbean 
Basin, these "offshore" banking facilities 
offer jobs, limited income from fees, the 
prestige of being an international banking 
center, and the hope of related investments 
in their countries. 

• To U.S. nonbank customers (pension 
funds, large corporations, etc.), offshore 
banking affords greater cash management 
flexibility and higher interest rates than 
domestic arrangements. 

• To the Federal Reserve, quite aside 
from regulatory concerns, Caribbean Basin 
branches are of increasing interest because 
deposits held with them by U.S. residents 
belong, conceptually at least, in the U.S. 
money supply and it is desirable to try to 
measure them as such. 

Rapid Asset Growth 
First, a few statistics on the rapid growth 

of the Caribbean Basin activity of U.S. 
banks — from 1973 to 1979, total assets of 
U.S. bank branches increased ninefold in 
the Cayman Islands, eightfold in Panama, 

and fourfold in the Bahamas. Still, two-
thirds of the dollar volume resides in 
Bahamian branches. 

Between 1973 and 1976, U.S. bank assets 
in the Bahamas, the Cayman Islands, and 
Panama increased from 21 percent to 32 
percent of such assets worldwide. Since 
1976, the figure has remained at about one-
third. Another third, roughly, resides in 
U.S. branches in Great Britain; the 
remaining third is dispersed worldwide 
(Table 1). 

The growth in the number of offshore 
branches of U.S. parent banks in each of 
the three major Basin centers has been 
uneven (Table 2). In Panama, the number 
of U.S. branches remained unchanged 
during the 1973-79 period. The number of 
U.S. branches in the Bahamas actually 
declined during that period as some parent 
banks moved their offices to the Cayman 
Islands. Bahamian offices tend to be the 
largest: Assets per office in 1979 averaged 
$1,082 million in the Bahamas, $363 million 
in Panama, and $391 million in the Cayman 
Islands. How does this growth look from the 
different perspectives of the major 
participants? 

Advantages to U.S. Banks 
Caribbean Basin branches of U.S. banks 

deal almost entirely with deposit and loan 
customers outside the host country. To 
some extent, the transactions on the books 
of these branches could be accomplished 
at any number of locations. 

22 JULY/AUGUST 1980, E C O N O M I C REVIEW 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

July 1980



Offshore banking by U.S. banks in the Caribbean Basin grew almost five-fold from 1973 to 

1979. This expansion has proved advantageous to U.S. banks, their nonbank customers, and 

the host countries. Since this activity affects the U.S. money supply, it is also of increasing 

interest to the Federal Reserve. 

T A B L E 1 

MAJOR C E N T E R S ' S H A R E O F U.S. F O R E I G N B R A N C H A S S E T S 
(U.S. S Millions) 

Percent 
Total U.S. of Assets 

Foreign In Major Percent 

Bahamas 
Cayman 
Islands Panama 

Total 
(B, CI , P) 

Branch 
Assets 

Caribbean 
Centers U.K. 

of Assets 
in U.K. 

1973 20,684 3,088 1,525 25,297 121,866 .21 61,732 .50 
1974 27,313 4,420 2,691 34,424 151,905 .23 69,804 .46 
1975 38,302 6,900 3,713 48,915 176,493 .28 74,883 .42 
1976 54,784 11,990 3,829 70,603 219,420 .32 81,466 .37 
1977 62,789 16,623 4,901 83,953 258,897 .32 90,933 .35 
1978 73,414 18,321 7,667 99,402 306,795 .32 106,593 .35 
1979 82,292 26,619 11,979 120,890 364,165 .33 130,873 .35 

Source: Board of Governors, Federal Reserve System. 

Since 1973, U.S. bank assets have Increased In the Caribbean and declined In the United Kingdom. 

T A B L E 2 

NUMBER OF B R A N C H E S OF U.S. BANKS1 IN MAJOR 
BASIN O F F S H O R E BANKING C E N T E R S 

1973 
1975 
1977 
1979* 

Bahamas 

91 
80 
74 
76 

(December) 

Cayman Islands 

32 
49 
58 
68 

Panama 

33 
33 
33 
33 

"June. 
'Member banks of the Federal Reserve System. 

The three primary offshore centers in the 
Basin (the Bahamas, the Cayman Islands, 
and Panama) all have courted foreign 

banking activity to some degree, employing 
the following six ingredients relative to 
other countries: (1) the absence of host-
country income or asset taxation and 
reserve requirements on deposits; (2) 
liberal rules for conversion and transfer of 
foreign currencies; (3) flexible and simple 
banking regulations; (4) modern 
communications facilities linked to other 
financial centers around the world; (5) 
similar time zones, and, hence, business 
hours, as major U.S. banks; and (6) the 
prospect of stable political environments. In 
the Bahamas and the Cayman Islands, many 
of the branches are pure "booking 
centers," having no substantial physical 
presence where loans and deposit 
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transactions are accomplished. These 
branches are passive shell offices, whose 
books reflect, almost entirely, decisions 
made at parent banks in the U.S. or at 
branches elsewhere around the world. 

Advantages to the Host Countries 
Host governments are very much aware 

of the limited and passive nature of most of 
the banking activity going through their 
offices, but they nevertheless encourage 
offshore banking activity because they 
expect its benefits to outweigh its costs. 
Direct benefits include additional 
governmental revenue from limited taxes 
and license fees, and additional residents' 
income from rental of branch facilities and 
employment of personnel. Indirect benefits — 
which are very difficult to quantify — 
include prestige and the prospect of 
additional investments in the host country's 
economy as its advantages become more 

The Three Major Caribbean Basin 
Offshore Centers 

THE CARIBBEAN BASIN is here defined to include the 
following economies: Mexico, Colombia, and Venezuela; 
Central America, including Belize and Panama; the 
Caribbean Islands; Guyana, Surinam, and French 
Guiana. 

familiar to international investors and 
financiers. 

There are direct costs to the host 
country, including expenditures for 
enhanced telecommunications and airport 
facilities, education and training of 
residents, and limited licensing and 
regulatory activity. Of course, these are 
difficult to attribute solely to banking, and 
exact calculation of costs versus benefits is 
difficult. Nevertheless, the three Basin 
offshore banking centers have obviously 
concluded that, for them, the benefits 
exceed the costs. Barbados recently arrived 
at a similar conclusion and has initiated an 
offshore banking center this year. 

In particular, Panama is trying to develop 
a regional financial center with full banking 
facilities, where employees conduct 
business "face to face" with customers. Still, 
Panama is also a booking center. 

Advantages to Domestic Customers 
A recent development of particular 

interest is the growing popularity of 
"overnight Eurodollar" liabilities with 
domestic customers of Caribbean branches 
of U.S. banks. Through a series of 
accounting entries, the U.S. customer winds 
up with an interest-bearing, one-day claim, 
which is often more attractive than a 
domestic repurchase agreement (RP) 
because the overnight Eurodollar interest 
rate is generally slightly above the domestic 
RP, and because the "overnight Eurodollar" 
claim transaction can be arranged later in 
the business day than an RP. This enables 
U.S. banks to give the customers an extra 
dimension of cash management flexibility. 

Implications for Fed 
Many experts believe that "overnight 

Eurodollar" claims function as money and 
should be measured and included in U.S. 
money supply calculations. According to 
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data collected by the Federal Reserve, an 
estimated $3 billion of "overnight 
Eurodollars" were owed by Caribbean Basin 
branches to U.S. nonbank customers in 
early June 1980. At the end of last year, 
such overnight Eurodollar claims 
represented one-quarter of the total 
liabilities owed to U.S. nonbank residents 
by U.S. branches in the Bahamas, the 
Cayman Islands, and Panama at that time. 

Accordingly, within the Federal Reserve 
System's new scheme of monetary 
aggregate measures, "overnight 

Eurodollars" are included in the broader 
M-2 definition of money (as are the 
domestic overnight repurchase agreements 
they replace). They are not included in the 
Fed's narrower money definitions (M-1A 
and M-1B); however, to permit their 
inclusion in M-2, the Federal Reserve 
System has recently initiated a new bank 
report for daily data on the overnight 
Eurodollar deposits of U.S. nonbank 
customers at the Caribbean Basin branches 
of 27 member banks active in such 
transactions. HSl 

2 Southeast First National Bank 
of Miami 

(4/1/71) 

3 Whitney National Bank of New 
Orleans 

(12/15/72) 

"transferred operations from Nassau 
Branch 

5 Third National Bank 
(2/23/73) 

6 The Hibernia National Bank in 
New Orleans 

(10/18/73) 

7 First National Bank of 
Birmingham 

(10/23/73) 

8 Trust Company Bank* 
(1/2/74) 

9 First National Bank of 
Commerce* 

(12/28/73) 

10 The First National Bank of 
Atlanta* 

(2/1/74) 

11 Commerce Union Bank* 
(5/15/74) 

12 Fulton National Bank of 
Atlanta 

(7/23/79) 

13 Deposit Guaranty National 
Bank 

(3/3/80) 

14 Birmingham Trust National 
Bank 

(4/29/80) 

15 First National Bank of Greater 
Miami 

(1/15/80) 

16 APPL ICATION PENDING 

Sun First National Bank of 
Orlando 

N A S S A U B R A N C H E S 

1 The Cit izens 
National Bank 

(5/1/69) 

and Southern 

CAYMAN I S L A N D S 
B R A N C H E S 

First American National Bank 
(2/1/73) 

Sixth 
District 
Banks 
with 
Foreign 
Branches 
(with date business commenced) 
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