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The Tax Justice Network has published the Financial Secrecy Index every 

two years since 2009. I n addition to being widely covered in the 

international media, the index is increasingly widely cited  in academic and 

policy research. It is used i n a number of important broader indices, such 

as the Center for Global Developmentôs Commitment to Development 

Index  and the Basel Anti -Money Laundering Index  published by the 

International Centre for Asset Recovery. In addition, the index is used for 

risk analysis by a range  of private  consultancies  and at least one central 

bank .  

TJN welcomes critical engagement on its research and policy positions: 

this  help s sharpen our thinking and move s the conversation forwards. We 

welcome this latest study prepared  for Cayman Finance .  

The author , Aaron Smallwood of U.Texas -Arlington,  identifies four ñmajor 

problemsò with the Financial Secrecy Index ( FSI ) . Of these, three 

allegations are factually inaccurate or misunderstand the FSIôs aim, while 

one is a general criticism that would apply to most indices.  On balance, 

we find little substance in the critique. Nonetheless, we wish to encourage 

further engagement from jurisdictions such as Cayman in regard to their 

own ranking, or that of others, in the Fin ancial Secrecy Index.  

Criticism 1:  that t he FSI does not control for different variables affecting 

the size of the financial industry , and so may be ñbiased against large 

financial centersò (p.4).  

Response: This is to misunderstand the nature and purpose of the index. 

Causal links between financial secrecy and financial sector size certainly 

make  an interesting research topic, and the FSI data enables precisely 

such a question to be addressed through time series analysis.  B ut this is 

not the purpose  of the FSI , which has been  designed to draw attention to 

the potential harm that might arise from the lack of transparency and 

compliance with anti -money laundering  standards of economies that 

provide financial services to non - residents .   

 
1 http://www.caymanfinances.com/wp-content/uploads/2014/08/TJNreportFinal.pdf; 7.10.2014. 
2 This report has been prepared by TJN staff and partners. Please send any feedback or comments to 
markus@taxjustice.net.  
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In this respect  it is undoubtedly correct to argue that huge OFCs in major 

OECD countries like Luxembourg, U.K., U.S.A., which are known to attract 

illicit flows from across the world, are likely to cause more harm to the 

global economy than tin y OFCs like Vanuatu.  The latter may well have a 

higher secrecy score than  the U.K. , for example, but in practice its market 

share is miniscule compared to the U.K.ôs.  Dr Smallwood notes that 

Samoa is the most secretive jurisdiction scored, yet ranks only  76 th  in FSI 

2013.  This is because Samoaôs share of the global provision of financial 

services to non - residents is calculated as 0.001%.  

To the extent that the FSI aims to take into account not only each 

jurisdictionsô financial secrecy, but the potential of that secrecy to affect 

other countries, it is perhaps fair to say that it is ñbiasedò against large 

financial centr es. TJN has been explicit in seeking to develop an index that 

can help move policy towards a level playing field, rather than to continue  

the bias of subjective list approaches which inevitably singled out smaller, 

politically less powerful jurisdictions while ignoring some of the major 

players. We have been explicit about this aim, and do not apologise for 

our success in influencing intern ational policy discussions which have ï for 

now at least ï abandoned  such lists in order to  aim for inclusion of all 

major players in ongoing policy processes such as that on multilateral, 

automatic information exchange.  

Under the related óCriticism 4ô below we discuss the relative emphasis on 

scale and secrecy; but here we might note that despite Dr Smallwoodôs 

claim that scale dominates the FSI, the correlation between scale weight 

and final ranking is only 0.38.  

To take a more specific example, the UK,  the second biggest player with 

nearly 20% of global scale weight, sits outside the top 20 of the FSI 2013.  

And the top twenty secrecy jurisdictions in the 2013 index include a mix 

of players with a tiny global market share (e.g. Dubai, Labuan, Mauritius),  

small scale OFCs (e.g. Austria, Bahrain, British Virgin Islands, Jersey, 

Lebanon, Panama), larger players (e.g. Cayman Islands, Germany, Hong 

Kong, Japan, Switzerland), and two of the three largest (Luxembourg and 

USA).   

Criticism 2 :   that TJN made no attempt to determine which of  the 15 Key 

Financial Secrecy Indicators (KFSIs) are most important .  

Response: TJN has chosen to apply an equal weight to all 15 KFSIs . 

Other options, including a weighting process based on independent expert 

opinion, were con sidered for the 2009 index and for subsequent indices.  

A simple enquiry to TJN would have avoided the mistaken claim that:  ñTJN 

has made no attempt to determine which indicators are most importantò 

(page 10).  




