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 BUT, limited understanding of actual impact of policy
changes on illicit financial activities and flows
— Shortage of quantitative empirical evidence
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Two basic challenges in quantitively assessing IFF regulatory
impacts:

1) Constructing the dependent variable—i.e. measuring /
estimating / proxying IFFs

2) Constructing the independent variable—i.e. historical
change in the global IFF requlatory landscape, at the
jurisdiction level

— Some enormous IFF regulatory datasets (e.g. FATF, TJN FSl), but none
is designed to support time series statistical analysis of the impact of
long-term IFF regulatory change across multiple domains

— Need a combination of large-scale geographic and long-term
temporal coverage, high temporal resolution, and methodological
continuity, for a large number of different regulatory indicators

Regulation of lllicit Financial Flows (RIFF) dataset is designed to fill this gap
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61 jurisdictions — prioritized based on combination of OFC / tax haven lists, TJN evaluations,
importance in international financial markets, and importance in IClJ data

23 policy indicators — defined based on combination of importance and data availability

30 years (1990-2020) — annual time resolution of data



RIFF Indicators
| Category | Indicator | Availability |

AML/CFT compliance Money laundering criminalisation (drugs) 1990-2020

and enforcement Money laundering criminalisation (predicate offences other than 1990-2020
drugs)
Terrorist financing criminalisation 1990-2020
Financial Intelligence Unit (FIU) 1990-2020
Obligation to report suspicious transactions 1990-2020
Legal protection for whistleblowers 2000-2020
No client tipping-off 2000-2020
Domestic cooperation 1990-2020
Non-tax-related Information Exchange (on demand) 1990-2020
Client Due Diligence (CDD) 1990-2020

Enhanced Due Diligence (ECDD) on Politically Exposed Persons ~ 1990-2020
(PEPs)

HNENEEIR (T 11 [+ A Banking Secrecy 1990-2020
Shell Banks 1990-2020
Beneficial Ownership (BO): Central Register 1990-2020
Beneficial Ownership (BO): Update of information 1990-2020
Beneficial Ownership (BO): Public Access to Central Register 1990-2020
Trust Register 1990-2020
Bearer Shares 1990-2020
Tax Information Exchange (on demand) 2000-2020
Automatic Exchange of  EU Savings Directive 1990-2020

Information (AEOI)
FATCA (US) 1990-2020

OECD Common Reporting Standard 1990-2020
(CRS)
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23 policy indicators — defined based on combination of importance and data availability

30 years (1990-2020) — annual time resolution of data
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23 policy indicators — defined based on combination of importance and data availability
30 years (1990-2020) — annual time resolution of data
Focus on time series continuity and consistency
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of lllicit Financial Flows (RIFF) dataset

61 jurisdictions — prioritized based on combination of OFC / tax haven lists, TJN evaluations,
importance in international financial markets, and importance in IClJ data
23 policy indicators — defined based on combination of importance and data availability
30 years (1990-2020) — annual time resolution of data
Focus on time series continuity and consistency

Developed with support from Tax Justice Network



What does the RIFF tell us about the

changing world map of IFF regulation,
1990-2020°7
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RIFF Composﬂe Regulatory Score

Scored based on factor analysis of 11 (of 23) indicators selected to minimize missing data;
first factor explains 51% of total variance

Includes beneficial ownership registration, bearer shares ban/immobilization, suspicious
transaction whistleblower protections, suspicious transaction reporting obligations, client tip-off
restrictions, automatic exchange of information, client due diligence (general), PEPs enhanced
due diligence, ML criminalization drugs, ML criminalization other, financial intelligence unit)
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RIFF Cémposite Regulatory Score

Scored based on factor analysis of 11 (of 23) indicators selected to minimize missing data;
first factor explains 51% of total variance

Includes beneficial ownership registration, bearer shares ban/immobilization, suspicious
transaction whistleblower protections, suspicious transaction reporting obligations, client tip-off
restrictions, automatic exchange of information, client due diligence (general), PEPs enhanced
due diligence, ML criminalization drugs, ML criminalization other, financial intelligence unit)
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RIFF Comp03|te Regulatory Score

Scored based on factor analysis of 11 (of 23) indicators selected to minimize missing data;
first factor explains 51% of total variance

Includes beneficial ownership registration, bearer shares ban/immobilization, suspicious
transaction whistleblower protections, suspicious transaction reporting obligations, client tip-off
restrictions, automatic exchange of information, client due diligence (general), PEPs enhanced
due diligence, ML criminalization drugs, ML criminalization other, financial intelligence unit)
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Offshore-onshore regulatory convergence?

Offshore-OECD composite
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Selected early-reform indicators
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Offshore-onshore regulatory convergence?

Selected late-reform indicators
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Offshore-onshore regulatory convergence?
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Offshore jurisdictions look even better with respect to AML
regulatory implementation at the service provider level



Relationship between 2010 RIFF composite regulatory scores,
and Global Shell Games service provider compliance scores*
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Offshore jurisdictions look even better with respect to AML
regulatory implementation at the service provider level

However, key areas of offshore financial transparency still
lag...
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Gap between trust versus company beneficial ownership

registration creates potential for secrecy-seeking arbitrage

However, why does the statutory banking secrecy and

beneficial ownership register transparency gap matter?

- Service providers and governments are collecting more
and more client data, and sharing it with one another
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The significance of financial transparency

Question: Why does the statutory banking secrecy and

beneficial ownership register transparency gap matter?

- Service providers and governments are collecting more and
more client data, and sharing it with one another

Answer: The main initiative in many IFF
investigations—particularly in relation to
corruption—frequently doesn’t come from governments. It
comes from journalists and civil society organizations.

- Banking secrecy laws can be used to criminalize journalism
and whistleblowing, even if governments adopt
information exchange mechanisms that override secrecy

- Beneficial ownership registers need to be freely accessible
to non-governmental actors

- Non-governmental anti-corruption investigators shouldn’t
have to rely on sporadic leaks of data
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Conclusions and Implications

* The global IFF regulatory landscape, and OECD-offshore divide,
has become much more complex in the past 30-years

* |n the 1990s-early 2000s:

— Standards were poor everywhere by present-day standards

— International regulatory variation was one-dimensional—non-OECD

offshore jurisdictions generally scored worse in everything than OECD
states.

e Late 2010s-2020:

— Broad international regulatory progress and convergence

— International regulatory variation, and the OECD-offshore divide, is now
multi-dimensional

* Non-OECD offshore jurisdictions seem to equal or even outperform
OECD, on average, in key areas of AML/CFT (particularly CDD)

* However, offshore jurisdictions still tend to lag in financial
transparency, and in particular public financial transparency
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Conclusions and Implications

* There’s a mismatch between the focus of the international
IFF-regulatory framework (as led by FATF, OECD, etc.), and the
requirements of anti-corruption accountability, in particular

— The primary emphasis of the IFF regulatory framework is on ensuring

that governments have access to client data, and can share this
internationally

— BUT, the primary initiative behind anti-corruption (and many other
IFF-related) investigations usually comes from non-governmental
actors—journalists, civil society organizations, etc.

* The scope of the international IFF regulatory framework needs to be
redefined to acknowledge and enable the broad public foundations
of government accountability

— Public accessibility of data is key (e.g. beneficial ownership
registers)—investigators shouldn’t have to rely on leaks

— Need to vigilant about non-governmental financial secrecy
* Can also impede work of governments
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* A small number of jurisdictions occupy a dominant role in relation to
the incorporation and administration of offshore companies, as well
as the hosting of the markets that they are investing in

— These jurisdictions mostly fall under the umbrella of an even smaller
number of national and supranational governments (US states, UK &
its overseas territories & dependencies, EU)

* There is no viable substitute for this centralized core of jurisdictions
and governments at the heart of the global financial system—they
can collectively lead reform without worrying about losing business

* Also imposes a clear responsibility for reform leadership on the
states at the heart of the global financial system
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Conclusions and Implications

* A small number of jurisdictions occupy a dominant role in relation to
the incorporation and administration of offshore companies, as well
as the hosting of the markets that they are investing in

— These jurisdictions mostly fall under the umbrella of an even smaller

number of national and supranational governments (US states, UK &
its overseas territories & dependencies, EU)

— The formation of shell companies by developing country actors very
closely follows the ebb and flow of US & UK asset markets

* There is no viable substitute for this centralized core of jurisdictions
and governments at the heart of the global financial system—they
can collectively lead reform without worrying about losing business

* Also imposes a clear responsibility for reform leadership on the
states at the heart of the global financial system

e Leadership needs to come from the top
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