
Offshore Pariahs? Small Island Economies,

Tax Havens, and the Re-configuration

of Global Finance

MARK P. HAMPTON
University of Surrey, Guildford, UK

and

JOHN CHRISTENSEN *
Menas Associates Ltd., Berkhamsted, Herfordshire, UK

Summary. — The stock of wealth held offshore is estimated at US$6 trillion. Many small island
economies (SIEs) host offshore finance centers, and some SIEs are highly dependent upon offshore
finance. Extreme examples have over 90% of government revenues derived from finance sector
activities. Since 1998 a series of international initiatives have been launched to combat harmful tax
practices, money laundering, and inadequate financial regulation. These initiatives will transform
the economies of many SIEs. This paper explores the dependence of many SIEs upon offshore
finance and the barriers to diversification arising from their smallness and unique political
economies.
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1. INTRODUCTION

Over the last 40 years many small island
economies (SIEs)––here defined as places hav-
ing under 1.5 million populations (Common-
wealth Secretariat, 1997)––have become hosts
of offshore finance centers (OFCs). Clusters of
well-known OFCs are located around the Eu-
ropean periphery (for example, the Channel
Islands, Isle of Man, Malta, Cyprus); in and
around the Caribbean (Cayman Islands, British
Virgin Islands (BVI), The Bahamas, Bermuda);
the Pacific (Vanuatu, Cook Islands) and Indian
Oceans (Mauritius, Seychelles). Many SIEs
have become highly dependent upon hosting
OFC and tax haven activities with extreme ex-
amples such as the British Channel Island of
Jersey having over 90% of its government rev-
enues originating from such activities, and the
OFC directly employs up to 20% of the local
labor force. 1

The value of the stock of wealth held offshore
has been estimated at over US$6 trillion (The
Edwards Report, 1998), and is apparently still

growing. The development of the present inte-
grated global financial system was facilitated by
advances in telecommunications and infor-
mation technology that allow the rapid trans-
fers of funds around the globe, and by the
liberalization and deregulation of international
finance since the 1980s.
The two main user categories of offshore are

trans-national corporations (TNCs) and the
world’s wealthiest individuals. Since the 1960s a
range of services have been created including
‘‘one-stop’’ global asset management for weal-
thy individuals using a variety of asset-holding
trusts and offshore companies; specialist off-
shore corporate vehicles such as International
Business Corporations (IBCs); captive in-
surance and offshore funds. Some OFCs have
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developed specializations in areas such as cap-
tive insurance (Bermuda), protected cell compa-
nies (Guernsey), offshore company registration
(the BVI) and trust management and securiti-
zation (Jersey).
Since the late 1990s, however, an unprece-

dented sequence of international initiatives
have been taken which individually and col-
lectively have the potential to significantly
reconfigure the global finance industry and
offshore finance in particular. This process may
have been further accelerated by the terrorist
attacks on the United States on September 11
2001.
We begin this paper by examining the key

initiatives concerning harmful tax competition
and tax harmonization; money laundering; and
offshore financial regulation. In view of the
political power of the onshore interests ranged
against offshore finance we argue that island
hosts of OFCs face a volatile and increasingly
unpredictable international context over which
they have neither influence nor control. Their
destinies therefore depend to a considerable
extent upon decisions that will be taken by in-
ternational fora at which they are not directly
represented. The welfare of SIEs dependent
upon their tax havens and OFC activities will
only be one among a number of arguably more
important strategic concerns about global fi-
nancial stability, money laundering, fiscal de-
gradation, and moves to define an international
tax policy in the context of the globalization
process.
In the light of rising uncertainty about the

structure (maybe the future) of offshore finance,
we examine the economic dependence of many
SIEs upon offshore finance and tax haven ac-
tivities, and we argue that this dependence
upon OFC activities has been exacerbated by
the structural problems of smallness and the
unique political economies of small islands. We
also consider how offshore finance crowds-out
SIEs by acting as a ‘‘cuckoo in the nest,’’ and
identify the barriers that restrict the scope for
diversification in the post-OFC period.

2. KEY INITIATIVES AGAINST
OFFSHORE FINANCE

Until very recently the activities of tax havens
have attracted only intermittent attention from
academics and from governments. This is sur-
prising in view of the rapid growth of the
volume of transactions routed through the off-

shore circuits, the stock of wealth held offshore,
and the rising number of jurisdictions that
engage in tax haven and offshore finance ac-
tivities.
Data on offshore finance are sparse and col-

lating statistics on offshore financial flows
presents methodological problems arising from
the secrecy that surrounds the offshore finance
world and the potential for double-counting
(even when jurisdictions publish total offshore
bank deposits). Nonetheless some of the avail-
able data illustrate the rapid growth of offshore
finance. In 1968 an estimated US$11 billion was
held in OFC bank deposits. By 1978 this had
increased to US$385 billion (OECD, 1987). At
the end of the 1980s deposits held in the Ca-
ribbean region alone amounted to over US$400
billion (Peagam, 1989), and in the early 1990s
Kochen (1991) put the total value of offshore
deposits at approximately US$1 trillion. This
figure rose sharply during the 1990s. The most
recent estimate values the stock of wealth held
offshore at around US$6 trillion (The Edwards
Report, 1998). The scale of the flow of funds
offshore is large and significant, and appears to
be increasing. Table 1 illustrates key data for
selected island OFCs.
In the academic sphere the subject of offshore

finance was relatively unexplored until Johns
(1983) applied a neoclassical analysis to the
economics of offshore finance, and Gorosti-
aga (1984) examined the economics of finance
centers located in less-developed countries
(LDCs). 2

During the 1990s the subject attracted fur-
ther studies, including further neoclassical an-
alyses of the role of offshore finance in the
global economy (Johns & Le Marchant, 1993;
Hines & Rice, 1994); analyses of how offshore
finance functions (Roberts, 1994; Hampton,
1994, 1996b); analyses of the regulation of OFC
activity (Sikka, 1996; Le Marchant, 1999); the
political and economic geography of ‘‘offshore’’
(Cobb, 1998; Hudson, 1998); the role of OFCs
within the discourse of the state, sovereignty
and jurisdiction (Roberts, 1995; Palan, 1999;
Picciotto, 1999); the interconnection between
OFCs and onshore economies as mediated
through political elites (Roberts, 1999); the role
of OFCs in developing countries (Possekel,
1996; Marshall, 1996) and the social anthro-
pology of host OFCs (Maurer, 1995).
Recently the discussion in the growing off-

shore literature has considered the regulation of
OFCs and the current reconfiguration of the
‘‘regulatory landscape’’ (Picciotto & Haines,
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1999; Christensen & Hampton, 2000); the role
of OFCs in development policy (Abbott, 2000);
the potential for applying the concept of off-
shore to illustrate the paradox between so-
called ‘‘globalization’’ and the local (Clark,
2000); and discussion over the fluidity of the
nation-state, its boundaries, legitimacy and new
forms of global capital and sovereignty (Smith,
2000).

(a) OFCs and the policy-makers

Until the late 1990s, governmental interest in
offshore was largely restricted to the concerns
of revenue departments of larger nations. The
US Internal Revenue Service has periodically
engaged in activity against certain Caribbean
tax havens (Los Angeles Times, 1977; The
Gordon Report, 1981), and the revenue de-
partments of many European states have also
pursued tax evasion schemes such as the
Rossminster case in the late 1970s (Clarke,
1986). Past media coverage of tax havens has
also tended to focus on blatant or dramatic tax
evasion, money laundering or bank failures
such as the BCCI case, and has seldom shifted
attention from the particular scandal to the
broader political economic picture.
In the United Kingdom, successive govern-

ments encouraged the overseas territories and

dependencies 3 to establish themselves as tax
havens in order to reduce their dependence
upon UK grant in aid. An example of this
official support for tax havens was The Galla-
gher Report (1990) commissioned by the Brit-

ish Foreign and Commonwealth Office. The
wider issue of the role played by tax havens and
OFCs in re-configuring the global political
economy was not, until recently, on the main-
stream political agenda, 4 largely because states
such as France and Germany recognized that
effective action against tax havens would be
ineffective other than on a multilateral basis.
Since the late 1990s, however, major inter-

national initiatives have been launched against
tax havens and OFCs by the Organization for
Economic Co-operation and Development
(OECD), the Group of Seven (G7), the United
Nations Office for Drug Control and Crime
Prevention, and the European Union. This is a
new phenomenon and tax havens and OFCs
have been caught off-guard and somewhat de-
fenseless against international institutions with
which they have no direct dealings. This lack of
direct representation arises from the fact that a
significant proportion of tax havens and OFCs
are located in UK Overseas Territories and
Crown Dependencies and are therefore repre-
sented on international fora––such as the
OECD and the EU––by the UK government.
The UK government finds itself under pressure,
particularly from the US and from the EU, to
improve financial regulation in its overseas
territories and to strengthen crossborder
information exchange agreements 5 and Chan-
cellor Gordon Brown recently reinforced his
commitment to financial transparency (Peel,
2002b).
At their summit in Feira, Portugal in

2000, EU member states agreed to introduce

Table 1. Indicative data for selected island OFCs, 2000

OFC Offshore
banks

Number
employed
in OFC

Assets (A) or
Liabilities (L)
US$ (billions)

Offshore
companies

Captive
insurance
companies

Bahraina 37 n.a. 85.7 A n.a. n.a.
British Virgin
Islandsa

9 n.a. n.a. 400,000 190

Cayman Islands 464 2,100 (1996) 648 A (1998) 59,922 522 (2001)
Cyprus 30 2,140 (1996) 8.5 L (1999) 24,000 (1996) 9 (1993)
Guernsey 77 5,000 95.7 L 15,453 (1999) 369 (2001)
Jersey 70 8,000 164.1 L 33,000 167 (2001)
Labuan 60 n.a. 19.5 A 2,721 68
Netherlands
Antilles

45 n.a. 36.4 A 30,000 (1988) 21

Sources: Bahrain Monetary Authority; BVI Financial Services Department; Cayman Islands Monetary Authority;

Central Bank of Cyprus; Guernsey Financial Services Commission; States of Guernsey Economics and Statistics

Unit; Jersey Financial Services Commission; Labuan Offshore Financial Services Authority; Central Bank of the

Netherlands Antilles.
aBahrain data for June 2001, BVI data for 1999.
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unrestricted information exchanges between
national tax authorities as an alternative to
implementing a trans-EU withholding tax on
nonresident’s savings. The UK government had
a major part in negotiating this agreement and
is therefore under pressure to extend informa-
tion exchanges to its overseas territories and
dependencies. For its part, the French govern-
ment is applying pressure on the government of
Monaco to cooperate more fully with infor-
mation exchanges, and on the government of
Luxembourg (an EU member state) which
agreed in November 2000 to cooperate with
information exchanges with the US Internal
Revenue Service.
The confluence of these powerful initiatives

against offshore has created a situation in which
the future of tax havens is in doubt. A variety
of factors have motivated the initiatives of the
different agencies involved. For example the
OECD has focused on harmful tax competi-
tion, whereas the G7’s Financial Action Task
Force (FATF) is concerned with money laun-
dering. There is, however, a significant degree
of overlap of interest between these groupings
embodied in the general recognition of the role
that secrecy plays in sustaining money laun-
dering and in enabling individuals and TNCs to
engage in harmful tax practices.

(b) The OECD, tax escape and tax havens

The Fiscal Affairs Committee of the OECD
released its initial report on harmful tax com-
petition in 1998 (OECD, 1998) and subse-
quently published a second report in June 2000
which identified 35 ‘‘tax havens’’ as being in-
volved in harmful tax practices (OECD, 2000).
The OECD list included a number of high
profile offshore jurisdictions such as the Isle of
Man and both main Channel Islands of Jersey
and Guernsey (Table 2).
Despite extensive lobbying, only six offshore

jurisdictions were able to persuade the Fiscal
Affairs Committee to remove their names from
the list in the period immediately prior to its
publication. These centers (Bermuda, the Cay-
man Islands, Cyprus, Malta, Mauritius, San
Marino) applied to be considered as Advanced
Commitment Jurisdictions and gave high-level
political undertakings to follow OECD guide-
lines toward making significant improvements
by mid 2001.
The 35 OFCs identified by the OECD were

given one year to commit themselves to fun-

damental reform of their fiscal policies and to
agree to broaden the exchange of information
with national tax authorities. Those that choose
to not comply face economic sanctions that are
likely to include the abrogation of existing tax
treaties relating to double taxation between the
OFCs and OECD member states. The OECD
threat is potent. John Cashen, Chief Finance
Officer of the Isle of Man, acknowledged the
island’s vulnerability by asking ‘‘What would
we do instead? If the OECD closed us down, we
would become depopulated and derelict’’
(quoted in The Financial Times, 2000). Inter-
estingly, the Isle of Man broke ranks with the
other Crown Dependencies and began reform-
ing its fiscal system, including information ex-
changes through double taxation agreements
with other tax authorities, and ending the tax
advantages offered to nonresidents that are
ring-fenced to prevent Isle of Man’s own resi-
dents from also enjoying similar nominal tax
rates. 6 The Isle of Man’s commitment to end-
ing harmful tax practices resulted in its transfer
to the OECD list of ‘‘committed jurisdictions.’’
Between mid 2000 and early 2002 a further
seven OFCs followed suit: Antigua, Aruba,
Bahrain, Barbados, Netherlands Antilles, Sey-
chelles, Tonga (OECD, 2001; Peel, 2002a).
The other two Crown Dependency OFCs––

Jersey and Guernsey––had taken the most
belligerent public stance toward the OECD
initiative. They increased their expenditure
upon political lobbyists and public relations,
and publicly appeared to want to tough it out.
Their hostility toward the OECD initiative

Table 2. OECD Tax Havens list

Andorra Maldives
Anguilla Marshall Islands
Antigua and Barbuda Monaco
Aruba Montserrat
The Bahamas Nauru
Bahrain Netherlands Antilles
Barbados Niue
Belize Panama
British Virgin Islands Samoa
Cook Islands Seychelles
Dominica St Kitts and Nevis
Gibraltar St Lucia
Grenada St Vincent and the Grenadines
Guernsey Tonga
Isle of Man Turks and Caicos Islands
Jersey US Virgin Islands
Liberia Vanuatu
Liechtenstein

Source: OECD (1998).
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appeared to have little support from the UK
government especially given that the Chancel-
lor of the Exchequer, Gordon Brown, is known
to be concerned about tax escape and supports
measures to curtail tax haven activities: The
chancellor’s view has always been that all citi-
zens should pay their fair share of tax... The
government’s plan is to convince its own ‘‘tax
havens’’ in the Channel Islands to provide it
with details of interest on bank accounts held
by UK firms and citizens and shepherd other
financial centers into similar agreements. (An
unnamed Treasury official quoted in Ungoed-
Thomas & Jay, 2000).
Despite their belligerent public stance, how-

ever, the Channel Islands finally agreed to
comply with the OECD on the day before the
final deadline in late February 2002. It appears
that they came under significant pressure from
the UK government to comply with threats of
possible UK sanctions (Bennett & Peel, 2002).
Even then, the Channel Islands still argued that
it was ‘‘unfair and immoral’’ for the OECD to
list them without also including Switzerland
and Luxembourg, saying publicly that they
reserved the right to withdraw from any
agreement with the OECD unless countries
with similar tax arrangements were also forced
to revise their fiscal arrangements (Bennett &
Peel, 2002). After the passing of the OECD’s
February 2002 deadline, around 20 tax havens
remain on the OECD blacklist including An-
guilla, The Bahamas, the BVI, Gibraltar, the
Turks and Caicos Islands, Panama and Vanu-
atu and they are expected to face economic
sanctions.

(c) EU offshore initiatives

The two main areas of concern for the EU
are tax harmonization and information ex-
change. The proposal made in the late 1990s for
an EU-wide level of withholding tax charged on
dividends was strenuously resisted by the UK
government on the grounds that it would seri-
ously damage the lucrative London-based
Eurobond market. After a prolonged series of
proposals and counter proposals––and, we can
assume, intense behind-the-scenes lobbying of
the UK government by the largest financial
institutions––it was eventually agreed in 2000
that the withholding tax would not be applied
to the UK Eurobond market. As noted earlier,
however, withholding taxes are to be gradually
phased out across the EU and direct infor-

mation exchange will be facilitated between
national tax authorities. 7 Not suprisingly, re-
actions to this policy change have varied be-
tween member states. For some EU members
with significant ‘‘offshore’’ financial activities
such as Austria and Luxembourg, these recent
moves have provoked heated reactions: ‘‘It’s
absolutely unacceptable for us to apply (the
UK-proposed system). For us the exchange
of information is incompatible with banking
confidentiality.’’ (Luc Freiden, Treasury Min-
ister of Luxembourg, quoted in Ungoed-
Thomas & Jay, 2000).
For nonEU members, particularly Switzer-

land, Liechtenstein and the Channel Islands,
the EU’s proposed directive poses a serious
challenge to bank secrecy law and the effective
secrecy space created by current banking
practices. The EU’s moves toward increased
information exchange are highly significant
since banking secrecy is one of the fundamental
requirements of offshore finance. 8 Despite
protestations to the contrary, banking secrecy
remains in high demand by offshore customers
engaged in hiding transactions from their gov-
ernments, tax authorities, family members or
law courts.

(d) Money-laundering initiatives

The FATF was established by G7 in 1989 as
a result of heightened concern over money
laundering, especially regarding the proceeds of
the illegal drugs trade and fiscal crime. In April
2000 the FATF published a Report on Non-
Co-operative Countries and Territories (FATF,
2000a) which listed the criteria to identify det-
rimental practices that restrict cooperative
measures to combat money laundering. The
report also stated that countermeasures would
be developed against noncooperating jurisdic-
tions. A second report published in June 2000
listed 15 jurisdictions as being ‘‘noncoopera-
tive’’ (FATF, 2000b). 9

Interestingly, by October 2000––only four
months after publication of the second FATF
report––seven of the ‘‘named and shamed’’ ju-
risdictions had rushed legislation through in an
attempt to be removed from the list (FATF,
2000c). Since then several jurisdictions includ-
ing St Kitts and Nevis have passed anti-money
laundering legislation. It remains unclear,
however, whether the new legislation will be
effective in removing the obstacles to interna-
tional cooperation against money laundering.
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In addition, in the aftermath of the 11 Sep-
tember 2001 terrorist attacks on the US, the
FATF was given a new remit to counter the
money laundering of terrorist funds placing
further pressure on OFCs (The Economist,
2001).
The rush to legislation might be a window

dressing exercise, rather than a genuine attempt
to cooperate with the international community,
particularly in respect of fiscal crime. Switzer-
land, for example, still does not recognize tax
evasion as a crime and refuses to remove stat-
utory obstacles posed by banking secrecy pro-
visions in cases of legitimate inquiries by tax
authorities. Despite claiming to have state-
of-the-art anti-money laundering legislation
(Fleck, 2000, p. 2) Swiss money-laundering in-
vestigations remain concentrated at cantonal
level, and suffer from a lack of cooperation
between cantons. Successful prosecutions are
few and far between, and Geneva prosecutors
have yet to achieve a successful prosecution in
a variety of cases involving Russian-related
money laundering.
Another initiative against money laundering

originates from the United Nations Global
Program against Money Laundering. Since
issuing its report on the subject in 1998 (Blum,
Levi, Naylor, & Williams, 1998), the UN Office
for Drug Control and Crime Prevention held a
plenary meeting in the Cayman Islands in 2000,
which resulted in a communique signed by 31
OFCs agreeing to a high level political com-
mitment to support the UN program against
money laundering. The signatories agreed to
encourage the formation and support of local
financial intelligence units (FIUs) to help
combat money laundering in the OFCs (UN
Information Service, 2000). As with other
grand-sounding declarations, however, it re-
mains to be seen whether this amounts to
anything more than the offshore jurisdictions
paying lip service to increasing international
pressures to reform. Much depends on whether
the new FIUs in the offshore centers will be
effective, adequately resourced and staffed, and
sufficiently distanced from interference by local
political elites to function unimpeded by vested
interests that would rather not see their OFC
business drain away. We return to vested in-
terests later in the paper.

(e) Offshore financial regulation

In the wake of the 1997 East Asian financial
crisis the G7 Financial Stability Forum (FSF)

formed a Working Group to examine the role
of OFCs within the global financial system. The
Working Group’s report was published in April
2000 (FSF, 2000a). The report noted the role of
OFCs during periods of financial crisis and
commented that poorly regulated OFCs:

allow financial market participants to engage in regu-
latory arbitrage and constitute weak links in the su-
pervision of an increasingly integrated financial
system. The ‘‘loopholes’’ presented by some OFCs hin-
der efforts to improve the global supervisory financial
system. . . frustrating collective efforts to reduce over-
all exposures to global financial instability, and creat-
ing a potential systemic threat to the financial system.
(FSF, 2000a, p. 1, emphasis added.)

The FSF recommended that the IMF be
made responsible for coordinating the assess-
ment of OFCs. In May 2000, the FSF released
an international listing of OFCs grouped into
three categories ranging from the well regulated
(Group I) through to the least regulated
(Group III) (FSF, 2000b). Interestingly, FSF
Group I jurisdictions only included three
microstate OFCs, i.e., three British Isle centers
(Jersey, Guernsey and the Isle of Man). The
other Group I jurisdictions were Hong Kong,
Singapore, Luxembourg, Switzerland and the
Dublin city IFSC. 10 No Caribbean OFC
achieved Group I, and only Barbados was
categorized in Group II. 11 OFCs with larger
supervisory authorities such as the Cayman
Islands and the BVI were placed in the same
category as the (widely perceived) poorly reg-
ulated OFCs such as Antigua.

(f) OFCs and civil society

Alongside the multilateral governmental ini-
tiatives, concern about tax havens has been
mounting within wider civil society including
nongovernmental organizations (NGOs) and
the media. In June 2000, the UK development
NGO Oxfam published a briefing paper on
tax havens and their effect on global poverty
(Oxfam, 2000). The Oxfam paper included an
estimate of TNC tax avoidance in developing
countries of US$50 billion annually, equivalent
to the entire flow of global aid programs. Other
NGOs with an interest include Christian Aid
which is also researching the role played by tax
havens and OFCs in constraining development
potential; Transparency International which
has been involved in drawing up voluntary
guidelines for private banks to combat money
laundering; and the Association for Accoun-
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tancy and Business Affairs which has estab-
lished a web site to monitor tax havens and
OFCs. 12

In recent years there has also been an in-
creasing volume of media analysis of offshore
finance both from the UK and the international
media including The Wall Street Journal (Sesit,
1996a,b), The Economist (2000, 2001), BBC
News 24 (BBC, 1999), France 3 (2001), The
Financial Times (2000), Groom, 2000, Bennett
and Peel, 2002, Peel, 2002a, The Guardian
(Denny, 2000a,b, Webster, 2000), and The
Observer (Sweeney, 2000, Walsh, 2002). It is
significant that much of the media coverage is
now attempting to report offshore tax scandals
within their economic context. Recent articles
linked offshore activities to wider changes in the
global political economy, the continuing con-
centration of capital into larger firms and the
role of offshore in the interplay between the
nation state and big business (for example, see
The Economist, 2000).
The collapse of US energy company Enron

has been linked to the extensive use of offshore
companies registered in the Cayman Islands,
Barbados, Bermuda, the Turks and Caicos and
Aruba. These companies were used for various
purposes including tax avoidance and the hid-
ing of off-balance sheet liabilities (James, 2002;
Mitchell, Sikka, Christensen, Morris, & Filling,
2002).

3. MICROSTATES AND ECONOMIC
DEPENDENCE ON OFFSHORE FINANCE

Confronted with the combined political
power of the international initiatives currently
ranged against offshore finance, the SIEs that
host OFCs have ample grounds for fear. Like
the majority of remote and peripheral areas,
most SIEs are characterized by profound eco-
nomic disadvantages. These commonly include
restricted comparative advantages, disecono-
mies of scale, dysfunctional market structures,
high transport costs, high level of openness to
international trade, tendencies to be price-tak-
ers not price-makers, limited natural resources,
small labor markets, and deficiencies in pro-
fessional and institutional knowledge and ex-
perience (Armstrong, de Kervenoael, Read, &
Li, 1998; Briguglio, 1995; Royle, 2001). On the
other hand, the global growth of offshore fi-
nance activity played to their geopolitical
advantages, such as fiscal autonomy, inde-
pendence from mainstream regulatory author-

ities, judicial independence and secrecy in the
banking and political spheres. Perhaps not
surprisingly, many SIE governments have gone
to great lengths to encourage the growth of
offshore finance activity, often without consid-
ering the adverse impacts that such booming
growth might impose upon the pre-existing in-
dustries. It is reasonable to ask, however, why
so many SIE governments allowed themselves
to become overly dependent upon an activity
that common sense suggests would sooner or
later become the focus of international inter-
vention. Was it merely a failure of prudential
risk management on their parts, or were other
forces at play that prevented them from man-
aging their dependency upon external factors?
In other words how did tax havens and OFC
host governments lose control of their desti-
nies?
In a provocative paper on the development

of small islands and microstates, Baldacchino
(1993) considered the relatively few economi-
cally successful microstates and argued that
unlike their low-income counterparts, the win-
ners were those that had been able to overcome
disadvantages of small size and small scale,
and had actively managed their dependency
on large countries. Neatly reversing Gunder
Frank’s classic dependency theory (Gunder
Frank, 1967), Baldacchino argued that suc-
cessful microstate economies were those who
were able to manipulate the larger countries (or
regional blocs) to create a local advantage for
themselves. Pursuing this theme, Baldacchino
argued that this exemplified an ‘‘opportunist
pragmatism’’ with microstate governments
seizing passing opportunities in a similar man-
ner to which islanders have historically been
pirates and privateers in many parts of the
world.
We would argue, however, that this notion of

‘‘managed dependency,’’ while elegantly de-
scribing past events, has been overtaken by the
recent initiatives launched against microstate
hosts of OFCs. The uncomfortable situation in
which many microstate governments now find
themselves is more accurately described as
‘‘mismanaged dependency,’’ because of the ex-
tent to which their destinies are inextricably
linked to the future of offshore finance and tax
haven activity. As a result of this mismanaged
dependency, the interests of these small state
have been subsumed to the needs of global
capital, in a way analogous to the experience of
many LDCs being penetrated by transnational
capital with resultant issues of loss of control,
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and overdependence upon one firm or sector.
We develop this notion below.
At the outset of the period of booming

growth of OFC activity during the 1960s, the
emergence of offshore finance was regarded by
the governments of many SIEs as a welcome
opportunity for diversification into an industry
that would complement and strengthen existing
activities such as tourism and light manufac-
turing activity. Small island and microstate
cultures appear well suited to the successful
development of tax havens and OFCs because
media independence is frequently partial or
absent; there is a general absence of higher
education institutions or an intellectual com-
munity to critique policy; and the insularity
and inward-looking focus common to small
island communities suppresses whistle-blowing
(Mitchell & Sikka, 1999; Mitchell et al., 2002).
Small polities have few democratic checks and
balances upon the executive power wielded by
key individuals and the parliament may not
have an effective formal opposition as in the
case of the British Channel Islands which have
never held a general election. 13

It could be argued that due to their size and
insularity small island societies will exhibit rel-
atively strong social cohesion and that their
particular forms of social capital––that is
community attitudes and values, social norms,
networks, culture, language and the role of
trust––might be a pre-condition for successfully
hosting offshore finance. The concept of social
capital and its effects upon economic growth is
particularly associated with Coleman (1990)
and Putnam (1993). It ‘‘measures the degree
to which a community can cooperate to-
wards achieving desired results’’ (Nel, Binns, &
Motteux, 2001, p. 4). Further, networks of
linkages have been suggested, combining both
horizontal relationships within communities,
with vertical relationships between communi-
ties and institutions such as government bod-
ies. 14

Anderson, Locker, and Nugent (2002),
commenting on social capital and microcredit,
observe that although social capital (especially
local horizontal linkages) may be broadly pos-
itive, some forms of social capital might im-
prove the positions of some individuals while
leading to worsening positions for others within
that society. It is possible that existing forms of
social capital might result in an overall ‘‘buy-
ing-in’’ to the idea of the tax haven within a
community, that is, a general acceptance of the
legitimacy of the OFC’s activities. Over time,

however, this could be seen to act in combi-
nation with the control of dissent noted above,
so that individuals who go against the norm,
that is, who critique the legitimacy of the OFC
are in a sense, going beyond the community’s
shared values. It could thus be argued that at
this high level of abstraction the island’s form
of social capital helps create the benign milieu
that is attractive to international financial in-
stitutions. Nevertheless, the complex relation-
ships between the state, the offshore financial
institutions, the local community(ies) and the
role of social capital in islands requires further
research building on Maurer’s (1995) initial
work on the social anthropology of offshore
finance in the British Virgin Islands.
The political economy and culture of small-

ness feeds the element of secrecy that is a pre-
requisite for offshore financial activity, and
any move to prise open that ‘‘secrecy space’’
(Hampton, 1996a), for example, through the
introduction of information exchange agree-
ments, is likely to reduce if not entirely negate
the benefits of holding assets offshore.
Governmental advisers to many SIEs––both

those of local origin, and those from external
institutions including the IMF (McCarthy,
1979)––have continued to take the view that a
symbiotic relationship exists between the finan-
cial services sector and pre-existing sectors,
particularly tourism. Tourism and offshore fi-
nance both required rapid air transport links
(Powell, 1971). Both also needed hotels, restau-
rants, shops and attractive climates. 15 The
links appeared straightforward and self-evi-
dent. Likewise the benefits. The assertion ran
that wealthy tourists would visit the islands,
enjoy the lifestyle, and subsequently establish
residence and invest. At the same time bankers
and tax accountants would be attracted by
the climate and lifestyle and would bring with
them their knowledge and experience, adding
to the virtuous circle. How could such a fa-
vorable situation for a small economy go
wrong?
Park (1982) argued that hosting an OFC

would promote the internationalization of the
local economy by attracting foreign direct in-
vestment and generating specialist knowledge
and experience thereby ‘‘helping local indus-
try become internationally competitive’’ (Park,
1982, p. 34). What he and others ignored was
the ‘‘crowding out’’ effect of a booming sector
in a resource constrained economy, which
would inevitably lead to a situation of overde-
pendence.
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The Channel Islands––like many OFCs––are
in monetary union with a large currency, in this
case, sterling. Arguably a linkage to a major
global currency is crucial to the interests of
both the OFC and the host economy. Mone-
tary union with a major trading currency serves
the interests of financial capital by creating a
relatively risk-free financial space, particularly
since an independent local currency would have
little or no trading attraction. In the medium
term it also serves the interests of the host SIE
by slowing the process of crowding-out of other
industries, thus enabling the OFC to gradually
expand into the local economy without pre-
cipitating uncontainable social and political
resistance.
In the absence of monetary links with a ma-

jor currency, an independent currency operated
by an SIE would inevitably appreciate in both
nominal and real terms in relation to the cur-
rencies of its trading partners as a result of the
rapid growth of OFC activity. The impact of
such currency appreciation on those industries
not engaged in, or reliant upon, the financial
services sector, would be ‘‘significant and
severe’’ (Powell, 1997, p. 14). In effect this
would be similar to the ‘‘Dutch disease’’
(Struthers, 1990) or the ‘‘booming sector
model,’’ in which traditional trading sectors
rapidly lose competitiveness in the world mar-
kets as a result of currency appreciation. This
phenomenon was noted in the Netherlands
during the 1960s when the exploitation of hy-
drocarbon reserves adversely affected manu-
factured export competitiveness, but other
relatively small economies have experienced
similar impacts. Heeks’ (1997) work on Brunei
confirmed such observations noting the
‘‘spending effect’’ where additional income
from the booming minerals/hydrocarbons sec-
tor is spent within the small economy on im-
ported goods and nontraded services such as
education, health or construction. Although
OFCs tend to be located in service-based rather
than mineral-based economies these economic
insights are nonetheless applicable.
While it should be noted that the huge vol-

ume of funds either on deposit with, or man-
aged by, most OFCs are not directly linked to
the local economy, we would argue that the
hosting of OFCs has tended to crowd-out other
industrial sectors, particularly agriculture/hor-
ticulture, tourism and light manufacturing ac-
tivity. Crowding out occurs as a result of price
inflation caused by the demand pressures ex-
erted by a booming leading sector. If this in-

flation differs significantly from the rates of its
leading trading partner it will undermine the
competitiveness of existing local industries,
which will lower local and export market
share. Key skills and knowledge transfer to
nontraded sectors such as construction, distri-
bution and other downstream service provid-
ers. The public sector also competes for scarce
skills and is forced to recruit from external
sources on expensive short-term contracts. The
Channel Islands of Jersey and Guernsey 16 il-
lustrate the rapidity and extent of this crowding
out effect.
In the 1960s the principal sources of em-

ployment, government revenue and export
earnings in Jersey and Guernsey were tourism,
agriculture, and light manufacturing activity
(Powell, 1971). As their finance sectors grew
during the 1970s and 1980s, both islands ex-
perienced shortages of virtually every type of
labor from professional through to unskilled.
Inflationary pressures emerged, particularly in
the labor and housing markets, and the politi-
cally dominant business and rentier classes
applied pressure to resist the application of the
islands’ immigration controls. Both islands ex-
perienced rapid influxes of labor. During 1961–
91 Jersey’s population increased by over 40%,
almost entirely as a result of inwards migra-
tion of economically active nonislanders (1991
Census). This rate of population growth further
stimulated the inflationary pressures, and the
islands found themselves under rising pressure
to increase office and house construction ac-
tivity, to enlarge their infrastructural bases, and
at the same time accommodate rising consumer
aspirations. The traditional industries and the
public sector experienced rising costs and the
loss of skilled labor to the financial services
sector. The resultant social, cultural and envi-
ronmental degradation was considerable (Bur-
gess & Collins, 1998). The process of industrial
restructuring was swift. By end of the 1990s the
financial services sector in Jersey directly em-
ployed 12% of the island’s workforce, but was
responsible for virtually all of the island’s ex-
port earnings and tax revenues (source: au-
thors’ research). The majority of the remaining
service sectors, such as retail distribution, con-
struction, health and education services, and
other public sector service providers were
largely dependent upon the continuance of
these export earnings and tax revenues from the
OFC.
Employment in Jersey’s hospitality sector

represented less than 4% of the 1996 total,
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(1996 Census) and the profitability of those
hotels and restaurants engaged in leisure tour-
ism activity, that is not principally providing
for the needs of the local residents and business
travelers, was negligible. The number of hotel
bed spaces available to tourists declined from
25,000 in the 1970s to approximately 17,000 in
2000 and the vast majority of the remaining
supply consisted of investment made prior to
the 1980s (Jersey Tourism, 2000). Over 90% of
the island’s tax revenues were directly or indi-
rectly derived from the island’s OFC and re-
lated downstream activities (source: authors’
research).
Exports of manufactured goods from Jersey

had virtually ceased by the end of the 1990s.
The small number of light manufacturing
plants engaged in export activity reduced in-
exorably throughout the 1980s and 1990s, and
the last manufacturing plant in Jersey engaged
in export activity, Channel Islands Knitwear,
transferred its production activities to England,
in 1997, with a loss of 80 skilled and semi-
skilled manual jobs. High labor costs were cited
as the cause of this closure. Needless to say the
demand for labor is such (registered unem-
ployment has seldom exceeded half of one per
cent in recent decades) that any redundant
labor is rapidly re-absorbed into the labor
force. In addition, the buoyancy of labor de-
mand and the large budgetary surpluses en-
joyed by the Jersey government are beyond the
wildest aspirations of most local authorities
elsewhere. Moreover, the budgetary surpluses
burn holes in the politician’s pockets to such an
extent that public expenditure overruns upon
prestige projects have become common.
The export contribution of agriculture rep-

resented less than 5% of the island’s GDP, but
once subsidies, repatriated earnings and ne-
gative environmental ‘‘externalities’’––particu-
larly those involving pollution of ground water
resources by high dosages of horticultural
chemical inputs––are taken into account, the
true contribution of agriculture to the island’s
economy is probably nil or even negative (au-
thors’ estimates). The strength of Jersey’s brand
image in its core market appears to have been
eroded by poor marketing and high price.
The Channel Islands, like many SIEs, have

notionally adhered for many years to economic
strategies of maintaining a balanced and di-
versified industrial structure. But in practice the
dynamic growth of offshore finance sector ac-
tivities exerted irresistible inflationary pressures
that rapidly crowded out pre-existing indus-

tries. Furthermore, the high-cost bases––skilled
labor and housing costs are comparable to the
more expensive parts of south-east England
(Kemeny & Llewellyn-Wilson, 1998)––have
restricted the scope for the development of
other sectors apart from those servicing the
downstream needs of either the OFC or the
public sector, such as information services.
In view of the restricted areas of comparative

advantage enjoyed by an SIE located on the
periphery of the EU, a diversification strategy
should have focused on protecting the tradi-
tional sector from excessive current account
expenditure (with its concomitant inflationary
pressures) while also assisting those indus-
tries to improve their productivity and output
quality. In practise, however, the subsidies paid
to tourism and agriculture in Jersey have
largely been absorbed into higher cost struc-
tures (agricultural land prices and construction
costs are among the highest in Europe), and
investment in training and service quality re-
mains low. Whilst tourism has been strength-
ened elsewhere in the region––for example,
in both Normandy and Brittany, France––
Jersey’s tourism figures show a consistent de-
cline trend with low levels of investment and
falling visitor numbers.
In some SIEs the extent of crowding out has

been so great that the finance sector has
emerged as the dominant player in the local
political economy. The case of Jersey illustrates
how overdependence upon a single sector runs
the risk of that sector becoming a ‘‘cuckoo in
the nest,’’ not only crowding out the pre-exist-
ing sectors but also dominating the state ap-
paratus. Having established themselves in this
position the major finance institutions have
been able to use their influence over the local
polity to secure favorable tax and regulatory
advantages. Such was the case with the Jersey
Limited Liability Partnership Law 17 the in-
troduction of which led to the States of Jersey
being branded ‘‘a legislature for hire’’ (Sikka,
1996).
So this is the position in which the Channel

Islands and other island OFCs now find
themselves. Their economies are dominated by
tax haven and OFC activities that are coming
under increasing scrutiny by, and pressure
from, the international community. Their cost
bases are such that pre-existing industries have
by and large been displaced, and new start-up
businesses in nonfinancial services related ac-
tivities are also crowded-out by high costs and
by the lack of skilled labor and knowledge. In
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addition, the earnings aspirations of the local
labor force are geared to the high salary and
bonus payments of the OFC sector, and even
the public service providers, including educa-
tion, health, police and fire services, are obliged
to compete with the financial services sector for
the limited supply of local labor. Commercial
and residential real estate prices are amongst
the highest in Europe (author’s research with
Savills in 1997). In other words, the economies
of both islands are dependent upon the sus-
tained presence of their OFCs. This scenario of
crowding-out and overdependence on the off-
shore sector can also be seen in other small
island hosts of OFCs such as the Cayman
Islands or Bermuda.
It is reasonable to suggest that if the current

moves to curtail tax haven and OFC activity
are successful there will need to be a dramatic
change not only in local property prices but
also in terms of earnings aspirations and in the
working culture in general. The medium term
prospects for regenerating the Channel Island
tourism sector are not encouraging. Both
islands have become overcrowded with people,
houses and cars, and ‘‘the quality of much post-
war development has been mediocre or bland’’
with the result that Jersey in particular has lost
much of its distinctive character (Jersey Tour-
ism, 2000, p. 17). High construction and gen-
eral labor costs undermine the potential for
profitable investment in new hotels, and high
transport costs make the islands relatively un-
attractive compared with other European lo-
cations, including other destinations within the
Normandy/Brittany regions of France. Both
Channel Island governments appear to espouse
the development of information technology
(IT) based sectors, but their ideas are nebulous,
and in practice the existing skills base and IT
businesses serve the finance and public sectors.
What other prospects remain? What is to be
done with all those tax lawyers and accountants
and their tanned and besuited ranks of trust
and company administrators?

4. DISCUSSION AND CONCLUSIONS

Since the publication of the OECD’s report
on harmful tax practices in 1998, other inter-
national initiatives have been launched against
tax havens, reflecting rising disquiet over off-
shore regulation in relation to the global finan-
cial system (G7’s Financial Stability Forum);
money laundering and noncooperative juris-

dictions (G7’s FATF, and the UN Global
Program on Money Laundering); and infor-
mation exchange (the EU). 2000 saw the pub-
lication of reports from the OECD listing ‘‘tax
havens;’’ the FSF grouping the main OFCs into
three categories; and the FATF ‘‘naming and
shaming’’ noncooperative jurisdictions. 2000
was a busy year for the tax haven authorities.
2002 will also see an important landmark with
the OECD moving toward the introduction of
sanctions against noncooperative tax havens
(Bennett & Peel, 2002).
The fundamental attractions of OFCs––low

or no taxation, banking secrecy, minimal fi-
nancial regulation, and political stability––face
significant threat of erosion. Until recently
political stability has been taken for granted,
particularly in places like the Channel Islands
and Monaco, but the pressures being exerted by
the multilateral agencies and by national gov-
ernments have triggered local reactions. Prince
Ranier of Monaco, for example, has spoken
about reviewing the nature of the relationship
between France and Monaco (Webster, 2000).
A Jersey politician has also proposed to nego-
tiate independence from the United Kingdom
in response to the latter’s involvement in the
OECD initiative (Kelso, 2000). Despite such
rhetoric, however, SIEs cannot risk being
identified as pariah states and will therefore
come under increased pressure, not least from
within the financial services community itself,
to engage with the international community
and to comply with at least some of the pro-
posed measures.
The cumulative pressures for reform will

significantly re-configure the offshore finance
industry. Offshore finance may return onshore
to the large, functional financial centers such as
London or New York. As we noted earlier,
OFCs exist because funds tend to move off-
shore to exploit fiscal advantages, for secrecy
reasons, or to avoid regulation. The value-
added component of a transaction being routed
through, for example, the Cayman Islands,
does not lie with any intellectual or other ac-
tivity performed in Georgetown, Grand Cay-
man. It lies instead in the tax benefits, or in the
secrecy space afforded by routing the transac-
tion through the offshore circuits (Roberts,
1995). Without such offshore ‘‘spaces’’ there is
no economic reason to divert a transaction
through a tax haven en route to a large capital
market.
The likely outcome of the current re-config-

uration of the global financial architecture will
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be an erosion of the distinction between off-
shore and onshore finance, with the former
losing many of the advantages that originally
attracted finance capital to the ‘‘islands in the
sun.’’ Some OFCs will experience large-scale
reductions of their principal economic activity,
with direct job losses, falling government reve-
nues, and lower spending effects from the once-
booming OFC sector. It is unlikely that the
effects will be uniform across all OFCs, and it is
useful to speculate about what might happen to
different types of OFCs.
In most instances OFCs can be split into

three main types––functional, notional and
compound OFCs (Hampton, 1996b). Func-
tional OFCs are those where actual financial
activities take place, the location of full bran-
ches of banks, plus other financial services
such as offshore fund managers, trust compa-
nies and so on. It is useful to consider centers
as functional OFCs if they employ more
than 12% of the local labor force, and if the
OFC activities contribute over 25% of GDP.
Bermuda and the three British Isle OFCs (Jer-
sey, Guernsey and the Isle of Man) are exam-
ples.
Compound OFCs host a mixture of func-

tional and notional activities. This category
includes centers such The Bahamas and the
Cayman Islands with a growing number of shell
offices that might eventually become opera-
tional branches with a real presence. Such
OFCs employ a smaller proportion of the local
labor force than functional OFCs, ranging be-
tween 3% and 10% of the economically active,
and contributing 10–24% of GDP.
Notional OFCs are those where shell, ‘‘brass

plate’’ or ‘‘cubicle’’ offices of banks make book
entries of financial transactions. In such cases
the overall employment and GDP contributions
are nominal, typically <3% and 10% respec-
tively. Examples include Anguilla, Vanuatu, the
Cook Islands, the Seychelles and Labuan.
For a functional OFC such as Jersey, which

derives over 90% of its government revenues
from offshore activities, it is likely that any re-
duction of its OFC would have a serious impact
on the island’s economy. If the number of OFC
firms decreased sharply, we would expect to see
labor shedding, increased indirect taxation on
local residents to enhance competition with
other OFCS by lowering direct taxes on bank-
ing profit, rising local expenditure on social
security, sharply falling real estate prices and
downstream effects with reduced spending ef-
fects within the economy.

For other OFCs hosts, especially those less
economically dependent upon offshore finance
such as the Cayman Islands, the possible eco-
nomic outcomes may be somewhat less bleak.
For compound and notional OFCs with a
lower level of direct employment and smal-
ler contributions to government revenues and
overall GDP, a reduction in OFC activity
might allow the reinvigoration of other sectors
of the economy. In the Cayman Islands, for
example, there is a significant tourism sector,
with both staying tourists and cruise ship day
visitors, although some tourism in Grand
Cayman arises from visitors combining a va-
cation with a visit to their offshore bank man-
ager or to buy some real estate. 18

This paper has discussed some of the struc-
tural impediments to diversification of the
economies of many tax havens and OFCs. We
have argued that many of these impediments
are not merely a function of their smallness,
openness, nor due to diseconomies of scale, but
stem from the crowding-out effects of interna-
tional financial capital. Financial capital has
been able successfully to penetrate these small,
vulnerable political economies, often capturing
their states in order to promote favorable leg-
islation. Furthermore, we propose that there is
an element of path dependence at work here,
arising from the fact that SIEs like Jersey,
Guernsey and a variety of other functional
OFCs have become locked into their relation-
ships with the offshore finance industry by their
dependence upon the earnings potential of
predominantly imported skills and expertise,
and their lack of skills and knowledge in al-
ternative sectors. This means that any attempts
at diversification into other sectors would be
constrained by the need for wholesale re-skil-
ling and the acquisition of new knowledge
bases.
In a recent paper Lall (1999) when consid-

ering exports, attacked the assumptions in
the ‘‘canon’’ of the Hecksher–Ohlin model of
competition and argued that economic struc-
tures ‘‘are the outcome of accumulated (tech-
nological, managerial, and other) capabilities in
each country. Capabilities develop in a slow,
incremental learning process. They reflect the
country’s resource endowments, skill base, ac-
cess to new technologies, domestic technologi-
cal effort and support, conditioned by their
trade and industrial regime. . . Consequently,
export structures are path dependent anddifficult
to change’’ (Lall, 1999, p. 1772, emphasis in
original).
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We propose that the conventional economic
disadvantages of SIEs act in combination with
the dominance of financial capital to create a
path dependence that militates against suc-
cessful diversification away from tax haven
activities.
Nevertheless, part of the challenge facing

policy-makers, both in the small states them-
selves, and within larger onshore economies, is
how to promote the process of diversification
within an economy dominated by offshore fi-
nance. One UN report suggested that if the
international community wishes to roll back
tax haven activity, then in an analogous man-
ner to coca farming in Latin America, the tax
havens should be offered financial and technical
assistance to diversify away from such activities
and to encourage alternative forms of local
business (Blum et al., 1998). Moves in the di-
rection of offering such assistance will also
strengthen the moral justification for taking
defensive measures against tax havens. In the
propaganda battle that emerged during nego-
tiations between the OECD and OFCs in early

2001, press releases issued by some of the
smaller Caribbean tax havens portrayed the
OECD initiative as neocolonialist in its intent,
and accused the OECD of threatening local
livelihoods:

Attracting sanctions from the world’s wealthiest coun-
tries is a daunting prospect for small states whose
economies will doubtless suffer. So too will civil order
and the maintenance of democracy, which cannot be
sustained in conditions of economic decline. At the
same time jurisdictions cannot simply surrender to
OECD demands that will strengthen the financial ser-
vices sectors of OECD member countries at the ex-
pense of their own. To do so would be to cause
their death anyway; this time by a thousand cuts. 19

The majority of the wealthier tax havens,
including those on the periphery of Europe,
need to recognize their vulnerability to the
current plethora of international initiatives and
take serious measures to address the structural
impediments to their economic diversification.
If they fail to take such measures their futures
would appear unsustainable.

NOTES

1. Source: local economic data for Jersey analyzed in

1995 by John Christensen, economic adviser to the

Jersey government. As is common in many microstates,

there are considerable problems with the reliability of

official GDP figures (Hampton & Christensen, 1999).

2. An associated phenomenon, the vast Eurocurrency

markets located ‘‘offshore’’ initially in London from the

1950s have an extensive literature including the work of

Einzig (1967), Strange (1971) and Little (1975).

3. The UK Overseas Territories are 13 tiny remnants

of the British Empire including many OFCs (the

Cayman Islands, the BVI, the Turks and Caicos Islands

etc.). But, the three British Crown Dependencies (the Isle

of Man, Guernsey and Jersey) are ancient jurisdictions

that remain subject to the Crown, have their own

parliaments, and are not within the UK.

4. Elements in the US federal government have

historically been active against tax havens especially in

the Caribbean since the 1960s with dramatic IRS raids in

The Bahamas in the 1970s, court action against Cayman

Island banks in the 1980s, and in the 1990s becoming

one of the driving forces against international drug

money laundering. The events of September 11 2001 and

the Enron collapse appear to have renewed US interest

in OFCs.

5. The KPMG Report (November 2000) commis-

sioned by the Foreign Office on financial regulation in

British Caribbean territories and Bermuda is a recent

example.

6. The ring-fencing of fiscal schemes for nonresidents

(e.g. offshore companies such as IBCs that offer effective

direct tax rates of as low as 0.5%) from the host’s

domestic economy is a key tax haven characteristics

identified by the OECD (1998). IBCs illustrate the

disingenuous argument of many OFCs that they are low

tax jurisdictions and as such should not be penalized.

Ring-fenced offshore schemes prevent residents from

using IBCs which are only available to nonresidents.

7. The authors heard concerns voiced in many OFCs

that the UK government might sacrifice the British

OFCs to the EU in order to retain the London

Eurobond market. They feared that the UK government

would rather see its OFCs reduced than lose the status

and market share of London’s global financial center.
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8. A distinction can be made between banking secrecy

and confidentiality. The latter is the reasonable right to

privacy in one’s affairs, whereas the former goes far

beyond this. For example, in the case of an offshore

bank account, if one has nothing to hide, then legitimate

inquiry by the state does not breach the confidentiality

expected in banker–client relationships. Bank secrecy in

many OFCs prevents such legitimate inquiries. Bank

secrecy appears however, to be under growing threat of

extinction as exemplified by Switzerland’s increasing

willingness to freeze assets pending court actions.

9. Certain OFCs appear on all three listings (the OECD

list of ‘‘tax havens;’’ FSF least well-regulated OFCs; and

the FATF list of ‘‘noncooperative’’ jurisdictions). OFCs

appearing on all three lists are: The Bahamas, Cook

Islands, Marshall Islands, Nauru, Niue, Panama, St

Kitts and Nevis, St Vincent. The Cayman Islands would

have appeared on all three lists, but just days before the

OECD report was published agreed to roll back tax

haven activities and were removed from the OECD list.

10. It can be argued that––excepting the Channel

Islands and Isle of Man––the majority of Group I

jurisdictions are atypical OFCs and have more features

common to regional financial centers than pure ‘‘off-

shore’’ centers such as many Caribbean OFCs. For

instance whilst Singapore has an offshore function

(as do London, New York and Tokyo) it is more ac-

curately described as a regional onshore financial center

(Hampton, 1996b).

11. The inclusion or not of OFCs on the different

OECD, FSF and FATF lists is fascinating, as is the way

in which different strategies were employed by OFC

authorities in deciding whether to cooperate or not with

the assessing institutions. This, however, will have to

wait for another paper.

12. The Offshore Watch web site is: http:/visar.csu-

stan.edu/aaba/aaba.htm.

13. For example, the Jersey parliament (the States of

Jersey) consists of 53 elected members: 12 Senators, 29

Deputies and 12 Constables, but their elections are held

at different periods, and the period in office also varies.

Thus the electorate does not vote in (or out) a particular

administration with any form of general election (see

Mitchell et al., 2002).

14. For a detailed discussion of other forms of social

capital such as bonding, bridging, structural and cogni-

tive social capital in developing countries see Grant

(2001) on Guatemala, and Nel et al. (2001) on South

Africa.

15. Most OFC islands have warm climates whether

Mediterranean, subtropical or tropical. Of the temper-

ate island OFCs, the Channel Islands’ southerly location

gives milder winters and warmer, sunnier summers than

mainland Britain averages. The Isle of Man is the most

northerly island OFC and (perhaps coincidentally) has a

smaller OFC sector relative to other sectors of its

economy, is further from London, and has fewer

wealthy immigrants than the Channel Islands.

16. The Channel Islands are located about 120 km

south of mainland Britain. The two largest islands,

Jersey and Guernsey, although only about 15 km apart,

are separate jurisdictions with their own parliaments.

The bailiwick of Guernsey includes the islands of

Alderney, Herm and Sark.

17. The Jersey Limited Liability Partnership (LLP)

Law was devised by two of the largest international

accountancy firms Price Waterhouse (now PriceWater-

houseCoopers) and Ernst and Young to protect

partners’ personal assets. The first draft of the LLP bill

was ‘‘fast-tracked’’ through the Jersey parliament in

1996 and the law drafting process was privately funded

by the two accountancy firms leading to controversy

both within the Jersey OFC and in the international

media (Christensen & Hampton, 1999; Mitchell et al.,

2002).

18. The nature of the relationship between small island

tourism and offshore finance has not been explored in

any detail, but that lies outside this paper.

19. Quoted from a press release issued by the office of

Sir Ronald Sanders, Chief Foreign Affairs Representa-

tive of Antigua and Barbuda on March 5 2001.
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