What drives offshore shell company
formation? A time series panel analysis
of Panama and Paradise Papers data on

developing and transition economy
clients, 1991-2015

Daniel Haberly
Valentina Gullo

University of Sussex
Department of Geography and Centre for the Study of Corruption

‘lls | CSC ACE GOVERNANCE

& INTEGRITY
UNIVERSITY STUDY OF CORRUPTION

OF SUSSEX Anti-Corruption Evidence Research Programme




Worldwide Foreign

FDI Stock Direct Investment (2016)

$50 - $100 billion -
\$100 - $200 billiog,

Origin jg200 - $400 biligg} Host
/" >$400 billion _ p

Thailand . Indonesia
I

Sp‘\",A

N A —
Mexico !ﬁ;&‘ 2 ,
A 7 |
Fr. l ALY o«
/‘ s N ““* A | az.n

g

d
ﬁ L u X . Israel
’ Curacao
Created by Daniel Haberly 2018 Belg.

Source: International Monetary Fund
Coordinated Direct Investment Survey (2016 data) Gibraltar



Worldwide Foreign

FDI Stock Direct Investment (2016)

_$50 - $100 billion
N\$100 - $200 billiog, /

Origin k200 - $400 biliop) Host

Thailand @

‘ Indonesia

>$400 billion China
C Australia :
Korea
{ irisdicti
If
fshi
Mexico
. Kaz.n
/ .Israel . onshore
investment
Created by Daniel Haberly 2018 Belg. Sweden
Source: International Monetary Fund Other

Coordinated Direct Investment Survey (2016 data) Sibralt: jurisidictions



Offshore shell companies make the world
(economy) go round...



Offshore shell companies make the world
(economy) go round...

But what drives the use of offshore shell companies?



Offshore shell companies make the world
(economy) go round...

But what drives the use of offshore shell companies?

Particularly important question in relation to developing
and transition economy actors...



Estimated percentage of total outward FDI that passes through offshore
jurisdictions, 2015
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*excluding round-tripping from Haberly 2024, a New Map of World FDI
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Offshore shell companies make the world
(economy) go round...

But what drives the use of offshore shell companies?

Particularly important question in relation to developing
and transition economy actors...

Normatively opposite interpretations in existing literature:

- Developing and transition economy actors using offshore
companies as conduits to stash and hide ill-gotten gains, and
broadly enable bad behavior...

- ...versus using them as conduits to escape weak financial and
political institutions at home / tap into global financial system

How can we shed some empirical light on this
conceptual deadlock?
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The ICl) leaked datasets of shell company formation (Offshore
Leaks, Panama Papers, Paradise Papers, Pandora Papers)
100Ks of companies formed by clients in hundreds of countries

over several decades
Significant advantages over existing data sources to construct a DV
in time series panel analysis of offshore shell company formation




Geographic Structure of PEP-linked IClJ Shell Companies
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Geographic Structure of Shell Companies Linked to Politically

Exposed Persons in the Panama and Paradise Papers
Source: International Consortium of Investigative Journalists Created by Daned Haberly, 2020

Circle aren & line thickness Jurisdiction

scaled by number of companies



Created by Daniel Haberly 2020

PEP % of shell
company
ownership
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Percent of all shell companies in Panama and Paradise papers
belonging to identified politically exposed persons (PEPs)

Source: International Consortium for Investigative Journalists



(very rough) estimate % of all offshore companies™ by

Niue

Bermuda
Samoa
Seychelles
British Anguilla
BVI

Cook Islands
Cayman Islands
Bahamas
Panama

jurisdiction covered in IClJ) leaked datasets

(ca. 290,000 entities w. useful data)
e 99 %
I 3%,
I 539
I 4.7 %,
 WiVA
I 19Y%

] 8%
e 15%
e 14Y%
—— 13%

0% 20% 40% 60% 80% 100%

*totals from Palan, Murphy, & Chavagneux 2010 & Bermuda Company Laws & Regulations Handbook 2012



Composite Map of Panama and Paradise Papers Offshore Shell Company
Formation Intensity, in relation to GDP, 1990-2015

Created by Daniel Haberly, 2026

Composite Offshore
Company Formation
Intensity* (Z-scores)
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-0.5-0 -
-1.5--0.5

<-1.5
Omitted**

L Vi R
*Standardized officer country fixed effects coefficients estimated in fixed effects-terms only (officer-country, service provider-incorporation jurisdiction,
service-provider time) panel regression model of annual Appleby & Mossack Fonseca offshore company formation events as a % of officer country GDP
**Country omitted due to insufficient observations or offshore intermediary status
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Goals and methods

Question: what are the drivers of offshore shell company use by developing
and transition economy actors?

— How is this shaped by interacting institutional, political and economic factors?

— What “high-risk” signals, potentially linked to IFFs, can we pull out statistically?

Methodology: Worldwide time series panel regression analysis of formation
of shell companies in Panama and Paradise papers, with developing and
transition economy-based officers (“clients”), from 1991-2015

— Exploratory analysis with emphasis on sensitivity analysis and robustness
checks

* 13 institutional, political and economic variables tested for change and level
effects (current and lagged) in PPML gravity models with four dimensions of
fixed effects (year, service provider, company formation jurisdiction, company
officer jurisdiction).

* 252 models run with varying samples across and within different data leaks and
country groups, and alternative institutional variable constructions

— Given nature of the leaked data, only interested in results that are robust across
samples
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Results

1) “High risk” external foreign currency inflows received directly by the
state are recycled back outwards via offshore company formation
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- In low-corruption developing countries with no socialist history: offshore
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Results

1) “High risk” external foreign currency inflows received directly by the
state are recycled back outwards via offshore company formation

- This does not seem to be conditioned by corruption—universal

2) Effects of other institutional and economic variables are strongly
conditioned by corruption, and in some cases socialist history

- In low-corruption developing countries with no socialist history: offshore
company formation is closely linked to the “normal” business cycle

- In post-socialist or highly corrupt developing countries: offshore company
formation is weakly tied to business cycle (apart from forex inflow
recycling)—rather controlled by political and institutional shocks
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1) “High risk” external foreign currency inflows received directly by the
state are recycled back outwards via offshore company formation

- This does not seem to be conditioned by corruption—universal

2) Effects of other institutional and economic variables are strongly
conditioned by corruption, and in some cases socialist history

- In low-corruption developing countries with no socialist history: offshore
company formation is closely linked to the “normal” business cycle

- In post-socialist or highly corrupt developing countries: offshore company
formation is weakly tied to business cycle (apart from forex inflow
recycling)—rather controlled by political and institutional shocks

- Liberalizing economic institutional shocks increase offshore co. formation

- Political regime change shocks decrease offshore company formation

3) Offshore company formation by developing country actors seems to
be more strongly linked to financial cycles in developed countries,
than anything occurring at actor home country-level
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Offshore company formation by developing and transition economy actors is
strongly conditioned by corruption, but in counterintuitive and uneven ways

— In highly corrupt (and post-socialist) countries:

* Regime change events decrease offshore co formation—elites move wealth offshore
over long periods while in power, rather than rushing to do this when threatened

* Economic institutional liberalization events increase offshore company formation—
not surprising in and of itself, but drivers are surprising:

— Not coming from privatization; rather apparently coming from “strengthening”
of basic institutional framework of rule of law and private property rights

— Catch-22 of institutional reform in countries with weak institutions?

— Meanwhile, effects of privatization on offshore company formation (in
countries with no socialist history) are negative, and apparently unrelated to
liberalizing reforms per se—state sector rather seems to expand and
contract with, and act as a conduit for offshore recycling of, mineral rent
inflows (with external borrowing)

* This apparent recycling, along with that of other “high risk” foreign currency inflows
(e.g. aid, IMF assistance) seems to happen regardless of national corruption level

* Need for caution in assuming that offshore recycling of aid, mineral rents, etc.
represents IFFs—recycling will tend to happen by default at macroeconomic level
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e Offshore company formation in developing and transition economies is
largely linked to “normal” business activity and cycles

* However, the effects that matter the most here are apparently operating
largely at the level of global financial system, as opposed to individual
countries

— Asset price cycles in New York and London seem to have a stronger
relationship with offshore company formation in the developing world than
any of the country-level variables tested

— Home country business cycle effects are essentially absent for high-
corruption countries

— Financial systems of developing and transition economies are largely
located outside of their own borders in global financial centers (onshore
and offshore)

* No evidence found to support the idea that strengthening economic institutional
frameworks encourages financial deoffshorization

— Conceptually and empirically important in relation to developing and
transition economy IFFs—to what extent are they actually “flowing” from
South to North vs circulating within global financial centers and networks?
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