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1. INTRODUCTION/ SUMMARY

The definition of victory for this paper is to review and improve upon existing estimates
of the size, growth and distribution of untaxed private wealth protected and serviced by
the global offshore industry.

This is necessarily an exercise in night vision. The subterranean system that we are
trying to measure is the economic equivalent of an astrophysical black hole.

Like those black holes, this one is virtually invisible and can be somewhat perilous to
observers who venture too close. So, like astronomers, researchers on this topic have
necessarily used indirect methods to do their estimates, conducting their measurements
from a respectful distance. This indirect approach is painstaking, and has many inherent
limitations, as we’ll see.

Unlike in the field of astrophysics, however, the invisibility here is fundamentally man-
made. Private sector secrecy and the official government policies that protect it have
placed most of the data that we need directly off limits — even though it is, in principle,
readily available.

In many ways, the crucial policy question is — what are the costs and benefits of all this
secrecy?

Another key theme that emerges from this paper is that there is an urgent need for tax
justice advocates and their allies in governments and in the public, especially in “source”
countries where the wealth is coming from, to press the relevant authorities for this
information.

The very existence of the global offshore industry, and the tax-free status of the
enormous sums invested by their wealthy clients, is predicated on secrecy: that is what
this industry really “supplies” as it competes for, conceals, and manages private capital
from all over the planet, from any and all sources, no questions asked.

We are up against one of society’s most well-entrenched interest groups. After all,
there’s no interest group more rich and powerful than the rich and powerful, who are
the ultimate subjects of our research.

The first step, however, are the estimates. The way is hard, the work is tedious, the data
mining is as mind-numbing as any day below surface at the coal face, and the estimates

are subject to maddening, irreducible uncertainties.

Nevertheless, as usual, some things may be said.
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New Estimates. As discussed below, previous estimates of the size and growth of the
offshore industry to date have relied on rough judgments and rules of thumb or, at best,
on one or two very simple estimation methods.

We triangulated on our estimates from the vantage point of several different methods.
The aim is not pseudo-precision, much less “really big numbers,” but to identify a
plausible “base case” for this otherwise-well hidden sector of the global economy.

A More Open Process. Another objective is to keep a sharp eye out for the puzzles
surfaced by this data analysis, of which there are many. A key problem with previous
estimates is sensationalism. That is to be expected, given the subject matter, and the
fact that estimation is still dominated by relatively closed communities of consulting
firms, government agencies, or NGOs.

An important aim of this project is to establish a more open, transparent, collaborative
model for doing such research so that the data sources, estimation methods, and core
assumptions are all exposed to the sunlight of peer review, and ultimately to public
scrutiny.

Estimation Methods. As discussed below in more detail, this paper employs four key
estimation approaches: (1) a “sources-and-uses” model for country-by-country
unrecorded capital flows; (2) an “accumulated offshore wealth” model; (3) an “offshore
investor portfolio” model; and (4) direct estimates of offshore assets at the world’s top
50 global private banks.

To compile its estimates, the paper uses latest available data from the World Bank and
IMF, the UN, central banks, and national accounts to explicitly model capital flows for
each member of a subgroup of 139 key “source” countries that publish such data.

The paper goes further, supplementing these models with other evidence, including (1)
data on so-called “transfer mispricing,” (2) data on the cross-border demand for liquid
“mattress money” like reserve currency and gold, part of which may move through
offshore markets; and (3) a review of market research by leading consulting firms on the
size of the “offshore” private banking market. (See Section 5, below, for more details.)

We believe that the resulting estimates of unrecorded capital flows and accumulated
offshore wealth are the most rigorous and comprehensive ever produced.’ In the spirit
of open research, we hereby issue an open challenge to the IMF and the World Bank —
to all comers, in fact — to see if they can come up with better estimates.

1 . . .
We will house this and accompanying reports permanently here.
http://www.taxjustice.net/cms/front _content.php?idcat=148
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KEY FINDINGS
Overall Size

A significant fraction of global private financial wealth -- by our estimates, at least $21 to
$32 trillion as of 2010 -- has been invested virtually tax-free through the world’s still-
expanding black hole of more than 80 “offshore” secrecy jurisdictions. We believe this
range to be conservative, for reasons discussed below.

Remember: this is just financial wealth. A big share of the real estate, yachts,
racehorses, gold bricks -- and many other things that count as non-financial wealth --
are also owned via offshore structures where it is impossible to identify the owners.
These are outside the scope of this report.

On this scale, this “offshore economy” is large enough to have a major impact on
estimates of inequality of wealth and income; on estimates of national income and debt
ratios; and — most importantly — to have very significant negative impacts on the
domestic tax bases of key “source” countries (that is, countries that have seen net
unrecorded private capital outflows over time?.)

2. Our 139-country focus group: who are the real debtors?

We have focused on a subgroup of 139 mainly low-middle income “source” countries®
for which the World Bank and IMF have sufficient external debt data.

Our estimates for this group underscore how misleading it is to regard countries as
“debtors” only by looking at one side of their balance sheets.

Since the 1970s, with eager (and often aggressive and illegal) assistance from the
international private banking industry, it appears that private elites in this sub-group of
139 countries had accumulated $7.3 to $9.3 trillion of unrecorded offshore wealth in
2010, conservatively estimated, even while many of their public sectors were borrowing

? More precisely, “source countries” are those whose total real accumulated net unrecorded private
capital outflows are positive for the period 1970-2010 (or whatever period is available for the particular
country.) Equivalently, it is those countries whose private citizens have accumulated positive net
unreported / untaxed financial wealth abroad.

® This is a rather homogenous group, the large majority of which are low-middle income countries, but
include some “rich non-OECD” countries like Saudi Arabia and Kuwait, as well as a few ‘developed’
countries like Hungary and Korea. Our criterion was that a) external debt data was available, and b) they
are ‘source’ countries: that is, those countries whose private citizens have accumulated positive net
unreported/ untaxed financial wealth abroad.
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themselves into bankruptcy, enduring agonizing “structural adjustment” and low
growth, and holding fire sales of public assets.

These same source countries had aggregate gross external debt of $4.08 trillion in 2010.
However, once we subtract these countries’ foreign reserves, most of which are
invested in First World securities, their aggregate net external debts were minus $2.8
trillion in 2010. (This dramatic picture has been increasing steadily since 1998, the year
when the external debts minus foreign reserves was at its peak for these 139 countries,
at +$1.43 trillion.*)

So in total, by way of the offshore system, these supposedly indebted “source
countries” —including all key developing countries — are not debtors at all: they are net
lenders, to the tune of $10.1 to $13.1 trillion at end-2010.

The problem here is that the assets of these countries are held by a small number of
wealthy individuals while the debts are shouldered by the ordinary people of these
countries through their governments.

As a U.S. Federal Reserve official observed back in the 1980s: “The real problem is not
that these countries don't have any assets. The problem is, they're all in Miami (and, he
might have added, New York, London, Geneva, Zurich, Luxembourg, Singapore, and
Hong Kong)”

These private unrecorded offshore assets and the public debts are intimately linked,
historically speaking: the dramatic increase in unrecorded capital outflows (and the
private demand for First World currency and other assets) in the 1970s and 1980s was
positively correlated with a surge in First World loans to developing countries: much of
this borrowing left these countries under the table within months, and even weeks, of
being disbursed.”

Today, local elites continue to “vote with their financial feet” while their public sectors
borrow heavily abroad — but it is First World countries that are doing most of the
borrowing. It is these frequently heavily indebted source countries and their elites that
have become their financiers.

In terms of tackling poverty, it is hard to imagine a more pressing global issue to
address.

* World Bank/IMF data (2012), my analysis.
> See James Henry, The Blood Bankers, tales from the global underground economy, October 2003, for an
investigative inside look at the intestines of the global private banking model in developing countries.
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3. How this wealth is concentrated. Much of this wealth appears to be concentrated in
the hands of private elites that reside in a handful of source countries — many of which
are still regarded officially as “debtors.”

By our estimates, of the $7.3 - $9.3 trillion of offshore wealth belonging to residents of
these 139 countries, the top 10 countries account for 61 percent and the top 20 for 81
percent. (See Appendix 3, p55 for more details.)

4. Untaxed Offshore Earnings start to swamp outflows. Our estimates also correct the
sanguine view that since new outflows of capital appear to have recently declined from
countries like Mexico and Brazil, capital flight is no longer a problem for these countries.

Once we take into account the growth of large untaxed earnings on accumulated
offshore wealth, it turns out that from 1970 to 2010 the real value (in $2000) of these
earnings alone may be has much as $3.7 trillion — equivalent to about 60 percent of the
global total unrecorded capital outflows during this period.® For Latin America, Sub-
Saharan Africa and the Middle East that have long histories of accumulating offshore
wealth and unreported earnings abroad, the ratio is close to 100 percent or more.

By shifting attention from flows to accumulated stocks of foreign wealth, this paper
calls attention to the fact that retention of investment earnings abroad can easily
become so significant that initial outflows are eventually replaced by “hidden flight,”
with the hidden stock of unrecorded private wealth generating enough unreported
income to keep it growing long after the initial outflows have dried up.

5. Offshore earnings swamp foreign investment. Another key finding is that once we
fully account for capital outflows and the lost stream of future earnings on the
associated offshore investments, foreign direct and equity investment flows are almost
entirely offset — even for some of the world’s largest recipients of foreign investment.

6. Wide open and “efficient” capital markets: how traditional theories failed. Standard
development economics assumes that financial capital will flow predominantly from
“capital-rich” high-saving rich countries to “capital-scarce” countries where returns on
investment are higher.

But for many countries the global financial system seems to have enabled private
investor motives — understandable ones like asset diversification along with less
admirable ones like tax evasion -- to swamp the conventional theory. Reducing frictions
in global finance, which was supposed to help capital flow in to capital-starved
developing countries more easily and efficiently, seems to have encouraged capital to
flow out. This raises new questions about how ‘efficient’ frictionless global capital
markets are.

® see Appendix IlI, p54
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7. The active role of private banks. Our analysis refocuses attention on the critical,
often unsavory role that global private banks play. A detailed analysis of the top 50
international private banks reveals that at the end of 2010 these 50 collectively
managed more than $12.1 trillion in cross-border invested assets from private clients,
including via trusts and foundations. Consider the role of smaller banks, investment
houses, insurance companies, and non-bank intermediaries like hedge funds and
independent money managers in the offshore cross-border market, plus self-managed
funds, and this figure seems consistent with our overall offshore asset estimates of
US$21-$32 trillion.

A disproportionate share of these assets were managed by major global banks that are
well known for their role in the 2008 financial crisis, their generous government bailouts
and bountiful executive compensation packages. We can now add this to their list of
distinctions: they are key players in many havens around the globe, and key enablers of
the global tax injustice system.

It is interesting to note that despite choppy markets the rank order at the top of the
private banking world has been remarkably stable — key recent trends have been for an
increased role for independent boutique money managers and hedge funds, and a shift
toward banks with a strong Asian presence.

8. Offshore Investor Portfolios. Based on a simple model of offshore investor portfolio
behavior, data from the Bank for International Settlements (BIS), and interviews with
private bankers and wealth industry analysts, this yields a “scale-up” factor that is also
consistent with the aggregate range for 2010 noted earlier.

A simple model, based on a combination of BIS data on cross-border deposits and other
asset holdings by “non-bank” investors, an analysis of portfolio mix assumptions made
by wealth industry analysts, and interviews with actual private banks, suggests an
overall multiplier of 3.0 to scale up our cross-border deposits figure to total financial
assets. This is very conservative.

9. New Revenue Sources for Global Needs. Finally, if we could figure out how to tax all
this offshore wealth without killing the proverbial Golden Goose, or at least entice its
owners to reinvest it back home, this sector of the global underground is also easily
large enough to make a significant contribution to tax justice, investment, and paying
the costs of global problems like climate change.

10. Other estimates. In compiling the evidence for this paper, we’ve had a chance to
examine other recent work by analysts. We find a number of shortcomings, particularly
in methods that rely heavily on studies of intra-company transfer pricing. Section 4,
below, explores this in more detail.
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2. WHERE IS “OFFSHORE,” ANYWAY?

Since the late 1970s, investigative journalists, tax authorities, drug enforcement officials,
terrorist trackers, and national security experts -- and a few economists -- have
gradually become aware that there is indeed a “vast deal of money” -- a large and
growing chunk of the world’s private wealth and income -- hidden out there, not so
much “in the land,” but “offshore,” protected by a highly-paid, industrious bevy of
professional enablers in the private banking, legal, accounting, and investment
industries, taking advantage of the increasingly borderless, frictionless global economy.

Grade-school geography conditions us to think of “offshore” as a physical location.
Indeed, some “residential havens” like Singapore and Switzerland do specialize in
providing secure low-tax physical residences to the world’s wealthiest people, along
with expensive private schools, hospitals, and resorts to enhance the family dynasties’
human capital; and highly secure storage facilities for private collections of art, gold,
jewels, classic cars, yachts, planes, weapons and other trinkets.

However, private banking has long since become virtual. So the term “offshore” refers
not so much to the actual physical location of private assets or liabilities, but to nominal,
hyper-portable, multi-jurisdictional, often quite temporary locations of networks of legal
and quasi-legal entities and arrangements that manage and control private wealth --
always in the interests of those who manage it, supposedly in the interests of its
beneficial owners, and often in indifference or outright defiance of the interests and
laws of multiple nation states. A painting or a bank account may be located inside
Switzerland’s borders, but the all-important legal structure that owns it — typically that
asset would be owned by an anonymous offshore company in one jurisdiction, which is
in turn owned by a trust in another jurisdiction, whose trustees are in yet another
jurisdiction (and that is one of the simplest offshore structures) — is likely to be
fragmented in many pieces around the globe.

Ultimately, then, the term “offshore” refers to a set of capabilities. The key clients for
the offshore system include the world’s wealthiest individuals and companies, as well
as its worst villains. Numbering just a few million of the world’s 6.5 billion people, they
are an incredibly diverse group, from 30-year old Chinese real estate speculators and
Silicon-Valley software tycoons to Dubai oil sheiks, Russian Presidents, mineral-rich
African dictators and Mexican drug lords.
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Number of high net worth individuals, 2011

Source: James Davies, Rodrige Liuberas and Anthony Shorrocks, Credit Suisse Global Wealth Databook 2011
- J

Wealth range > USD 100 milion A 28,000 Number of adults
USD 10 to 100 million 887,300
USD 5 to 10 million 1,859,600
USD 1 to 5 million 26,724,200

From a slight distance, all these players share the same basic needs: (1) anonymity for
them, their families, and their business and political dealings; (2) the ability to minimize
the net present value of future taxes, net of tax avoidance costs; (3) investment
management, for those who still believe in it; (4) ability to easily access and manage
their wealth from anywhere on the planet; (5) secure places to hang out, hide out and
enjoy life; and (6) iron-clad financial security for their huge stocks of anonymously-
owned, largely-untaxed private assets, against the continuing threats posed not only by
tax men and prosecutors, but also by kidnappers, extortionists, spies, hit men, con men,
hackers, paparazzi, political opponents, disgruntled family members, ex-wives, ex-
lovers, and each other.

It is these core capabilities — secrecy, tax minimization, access, asset management, and
security — that our modern “offshore” system offers. In the last 30 years a sophisticated
transnational private infrastructure of service providers has grown up to deliver these
services on an unprecedented scale. This “pirate banking” system now launders,
shelters, manages and if necessary re-domiciles the riches of many of the world’s worst
villains, as well as the tangible and intangible assets and liabilities of many of our
wealthiest individuals, alongside our most successful mainstream banks, corporations,
shipping companies, insurance companies, accounting firms and law firms.
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All these players have become, as it were, citizens of a brave new virtual country -- one
that lack physical boundaries but can still offer escape routes from many of the taxes,
financial regulations, human rights standards, and moral restraints that the rest of us
take for granted: the responsibilities of society. One set of rules for a tiny minority of
rich and powerful people; another set for everyone else.

The disturbing reality is that little of this analysis is new: critics like me have been
discussing this structural defect in the world economy and development finance since at
least the 1980s.” The Tax Justice Network has been talking about it for a decade. Since
the recent financial crisis began in late 2007 world leaders have paid more attention --
at least rhetorically. At a summit in London the G20 declared on April 2, 2009 that “the
era of bank secrecy is over,” endorsed a new toolbox of measures to be used against
jurisdictions that fail to comply with international standards, and promised to “develop
proposals to help developing countries secure the benefits of a new cooperative tax
environment by the end of 2009.”

It should have been a warning to us all that the blacklist of tax havens produced by the
OECD, which was supposed to be in the frontline of the global fight against tax haven
secrecy, was empty on April 7, 2009 — just five days after that dramatic G20 statement.
It remains empty. The tax havens are now supposedly ‘clean.” Meanwhile, the private
banking operations of global banks remain among their most profitable divisions.

Subsequent G20s seem to have obsessed with debt burdens created by the crisis and
seem to have lost interest in cracking down on havens: and leaders in the UK, Canada,
and the US have used the crisis to make the case for cutting taxes still farther. When it
briefly appeared in 2010 that the crisis was ebbing, conservative leaders also argued
that the time for anti-haven “hysteria” was over.

Overall, therefore, the lesson for haven reform is that we should not lean too heavily on
cyclical moods. The haven system played a significant role in aggravating our latest,
mainly First World crisis, by facilitating badly under-regulated cross-border lending,
hedge funds, and insurance. But the serious harms that the offshore system creates
been around for decades, chronically affecting many of the world’s poorest countries,
and over time undermining tax justice in rich and poor countries alike.

’ See, for example, by this author: “Noncompliance with US Tax Law,” 15-111, in Income Tax Compliance.
A Report of the ABA Section of Taxation.(Reston, Virginia: ABA, 1983); “The Debt Hoax,” The New
Republic, April 1986; “ America the Tax Haven,” The Washington Post, January 29, 1989; Banqueros y
Lavadolares. (425 pp, Bogota: Tercer Mundo Editores, 1996); James S. Henry, The Blood Bankers. (2005:
Basic Books, 2005); “The Myth of Debt Relief,” in Steve Hiatt, ed., A Game as Old as Empire. (SF: Barrett
Koehler, 2007); Pirate Bankers (2012, forthcoming). See also John Christensen, “Dirty Money: Inside the
Secret World of Offshore Bank,” 41-67, in Steve Hiatt, ed., A Game as Old as Empire. (SF: Barrett Koehler,
2007); Nicholas Shaxson, Treasure Islands. (UK: Palgrave MacMilllan, 2011), and James Boyce and Leonce
Ndikumana (2012).
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3. THE GLOBAL HAVEN INDUSTRY

Given this “virtual geography” perspective, it is important to emphasize several
structural facts about the “offshore” industry, as we work on our estimates.

First, it is important to distinguish between the “intermediary havens” which act as
conduits for wealth and “destination havens” where private wealth ultimately ends up.

We typically associate offshore legal entities like shell companies, asset protection
trusts, captive insurance companies, and haven banks with the conventional list of
“offshore havens” (or “Treasure Islands”) found on, say, early 2000s OECD blacklists:
sultry, dodgy tropical islands like Bermuda, the Cayman Islands, Nauru, St. Kitts, Antigua,
and Tortola; or the European bolt holes such as Switzerland, the Channel Islands,
Monaco, Cyprus, Gibraltar, and Liechtenstein. These 80-odd front-line havens, most of
which are “offshore” by anyone’s definition, collectively provide a home to over 60
million people, and over 3.5 million paper companies, thousands of shell banks and
insurance companies, more than half of the world’s registered commercial ships above
100 tons, and tens of thousands of shell subsidiaries for the world’s largest banks,
accounting firms, and energy, software, drug, and defense companies.

In the 1970s-90s, as multinational corporations (MNCs), banks, investors, and a variety
of First and Third World scalawags demanded haven services, the elites in these tiny
ersatz states discovered they could make a darn good living simply by turning a blind
eye. Their numbers roughly tripled during these years.

However, as the Tax Justice Network has recently emphasized in its work on its Financial
Secrecy Index since 2009, this conventional list of havens is misleading, if we’re
interested in “finding the money.” For while there are millions of companies and
thousands of thinly capitalized banks in these fiscal paradises, few wealthy people want
to depend on them to manage and secure their wealth. These stealthy investors
ultimately need access to all the primary benefits of “high-cost” First World capital
markets -- relatively efficient, regulated securities markets, banks backstopped by large
populations of taxpayers, and insurance companies; well-developed legal codes,
competent attorneys, independent judiciaries, and the rule of law. generally, these can
only be found in a handful of so-called First World countries like the US, the UK,
Switzerland, the Netherlands, Belgium/Luxembourg, and Germany. So we have to look
to these “destination havens” in order to get a handle on the size and growth of
unrecorded cross-border private wealth.

Second, the private “enablers” play a critical role in this market, one that cuts across
individual havens. Investing and securing large amounts of private wealth across borders
is complex, requiring specialized skills in tax, financial planning, banking, entity
structuring, and estate planning. This is not something that most wealthy people
undertake on their own. As noted, therefore, a global services industry of law firms,
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accountants, insurance companies, and especially private banks has grown up to cater
to this cross-border market.

While it has thousands of players, the room at the top is surprisingly limited — global
accounting is still dominated by the “Big Four,” while a small number of “capital city”
and haven-based law firms dominant the lawyering, and global private banking is
dominated by less than 50 multinational banks. For our estimates this is quite helpful,
because it yields another metric that can be used to triangulate on the size of the
offshore market.

Third, another key development since the late 1990s is the growth of the “onshore-
offshore” market for secrecy and tax avoidance, especially in the United States. From
Delaware to Alaska, Nevada, and South Dakota, a growing number of states are offering
inexpensive legal entities like “limited liability corporations” and “asset protection
trusts” whose levels of secrecy, protection against creditors, and tax advantages rival
those of the world’s traditional secretive offshore havens. The widespread use of the
likes of the Nevada LLC or the Delaware asset protection trust, in the supposedly
‘onshore’ United States, further undermines the traditional association of “offshore”
with particular physical locations, and underscores the fact that the cross-border flows
examined in this paper may be just the tip of the iceberg.
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4. OLD ESTIMATES
The History and Politics of Estimation

As Lord Kelvin, the discoverer of absolute zero on the temperature scale, once noted,
“If you cannot express it in numbers, your knowledge is of a meager and unsatisfactory
kind.”

Since the late 1970s, a growing number of economists have acknowledged the existence
of the subterranean economy and have begun to use a variety of methods to estimate
its size, growth rate, and composition more precisely.

The first phase of this estimation work, in which the author was deeply involved, is
provided in Appendix 1: “The Pre-History of Offshore Estimates.” This attempted to
identify the size and growth of the domestic underground economies in leading First
World countries by analyzing anomalies in the demand for currency and other monetary
aggregates — for example, currency stocks outstanding that were wildly
disproportionate to transaction demand, or weird inter-regional currency flows in the
US Federal Reserve System.?

This initial phase of economic research on the “underground economy” was very
successful in identifying the fact that this sector was generally large, vibrant and
growing, relative to above-ground economic activity in many countries. It led to a brief
period in which official institutions like the US Congress, the Treasury, and the Federal
Reserve collaborated actively with the author and other researchers, providing access to
internal data, venues for testimony, and even support for new regulations — like the U.S.
Treasury’s new reporting requirements for US currency turned into banks, adopted
quickly in 1977-79 after the author and other analysts discovered that banks in Florida
and Texas near the U.S.” southern border with Mexico were receiving an inordinate
amount of $100 bills.

This early research led us to notice that — contrary to the basic assumptions of
development economics — there were very large gross and net flows from the
developing world to OECD countries: not only in the form of demand for reserve assets
like currency and gold, but also for ordinary financial assets.

Unfortunately, however, once we opened the doors on these previously-hidden hidden
cross-border flows of bank deposits and other assets in the early 1980s the US Treasury,
the Federal Reserve, the US Congress, other Western governments and the OECD, as

® see Appendix | to this paper: “The Pre-History of Offshore Estimates.”
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well as the global big bank lobby, suddenly became much less cooperative. That remains
the situation today.’

What we had uncovered was the existence of a highly lucrative banking business that
had previously not been disclosed in any bank’s annual reports, let alone in Treasury or
Federal Reserve data bases or Congressional inquiries — even though this had actually
become the big banks” most lucrative (highest risk-adjusted ROE) business by far.

This was the offshore business of “international private banking,” whose core mission
basically consisted of having reliable, secure, top-tier, “too big to fail” First World banks
entice the elites of rich and poor countries alike to shelter their wealth tax-free
offshore, usually in contravention of these home countries’ laws, in many cases while
lending heavily to the governments and banks of those very same “source” countries.

It soon became clear to this author that — in striking contrast to the situation with
respect to currency demand or even the question of “where loans to developing
countries went” -- securing any direct evidence on which countries generated the
largest capital outflows, where private flight capital ended up, and how much it was
worth, would be almost impossible without a combination of detailed case-by-case
investigations and laborious indirect data triangulation.

That was 26 years ago. Since then the global offshore industry has more than
guadrupled in size.

The Missing Data.

Like the labyrinth of the minotaur, the secrets of the offshore industry have many levels
of protection. First, of course, private bankers, haven lawyers and accountants get paid
handsomely to hide their clients’ assets, identities, and even behavioral patterns.
Collectively, they also maintain influential lobbies.

Second, bank regulators and central banks of most individual countries typically view
private banks as key clients. So they have long permitted the world’s top havens and
banks to conceal the ultimate origins and ownership of assets under their supervision,
especially those held in “off-balance sheet” trusts and fiduciary accounts.

Third, even though multilateral institutions like the Bank for International Settlements
(BIS), the IMF, the World Bank, and the OECD that are supposed to be somewhat
insulated from the political fray, they have been highly sensitive to the collective
interests of “Wall Street & Co.” They have never been willing to require financial

° To attract foreign capital, most First World countries maintain elaborate income and estate tax
preferences for so-called “non-resident aliens,” and also for “non-domiciled” foreigners in the case of the
UK and Switzerland, who are allowed to reside while paying very low income and wealth taxes.
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institutions to fully report their cross-border customer liabilities, deposits, customer
assets under management or under custody, by sector and country of origin, even at an
aggregate country level.'

Interestingly, however, the BIS does gather such pair-wise detail for quarterly cross-
border bank assets and loans, because it considers this useful for monitoring the
stability of global banking system. It would technically be quite easy to collect the same
data on the liability side, and to extend it to off-balance sheet customer assets and
liabilities under management, administration, and custody.

But apparently the BIS considers the stability of developing-country finances a lower
priority.

A detailed summary of the holes in existing official data with respect to sizing the
offshore industry is provided in Appendix 11"

Old Estimates — “Capital Flight”

Since at least 1984, macroeconomists have toiled to refine the methods used to
estimate capital flight and to extend it to a growing number of developing countries.™
Oddly, two of the earliest studies of capital flight were by two IMF economists*® and by
economists at Morgan Guaranty Trust, the precursor to today’s JPMorganChase — a
long-time key player in global private banking.* Unfortunately, however, none of these
studies focused on sizing or locating the stock of “offshore” wealth resulting from all this
capital flight, or on estimating the size of the offshore industry. Still, the consensus of
more than a dozen such studies is that hundreds of billions of dollars fled the developing

'° The Bank for International Settlement’s quarterly and annual reports do contain detail on bank loans
and other bank assets by country of destination, but not bank liabilities or client assets under
management. See BIS, “International Banking  Statistics,” Quarterly  reports, at
http://www.bis.org/statistics/rppb0910.htm.

" For example, see Appendix Il, p9, for the holes in the BIS data.

12 See, for example, Gerald Epstein (2005) Editor, Capital Flight and Capital Controls in Developing
Countries. (Amherst: Edward Elgar, 2005), the most comprehensive estimates until this book. See also
James Boyce and Leonce Ndikumana (2001) “Is Africa a Net Debtor. New Estimates of Capital Flight From
Several Severely-Indebted Sub-Saharan African Countries, 1970-98,” Journal of Development Studies, Vol.
38, No. 2, pp. 27-56; Florian Kaufmann (2004) “A Critical Discussion of How to Measure Capital Flight: The
Case of Argentina,” New School/UMass Graduate Workshop, November 2004; Kevin Chang, Stijn
Claessens, and Robert Cumby (1997) “Conceptual and Methodological Issues in the Measurement of
Capital Flight,” International Journal of Financial Economics, Vol. 2(1997), 101-11; Benu Schneider
(2003a), “Measuring Capital Flight: Estimates and Interpretations,” ODI Working Paper 194, Overseas
Development Institute; Edsel Beja Jr. (2004), “Capital Flight from the ASEAN Four: A Case Study on
Indonesia, Malaysia, the Philippines, and Thailand,” U Mass Amherst.

* see Mohsin S. Khan and Nadeem Ul Haque, “Foreign Borrowing and Capital Flight: A Formal Analysis,”
IME Staff Papers