
                                                                                                   

 CCaappiittaall   EEccoonnoommiiccss Limited 
150 Buckingham Palace Road, London SW1W 9TR 

www.capitaleconomics.com 
Registered office: as above. Registered in England No. 2484735 VAT No. GB 713 8940 25 

 

 

 

JERSEY’S VALUE 
TO AFRICA 
The role for international financial centres in delivering 
sustainable growth in developing countries 

 
November 2014 

 

 
 

 

 

 

 

A report by Capital Economics for Jersey Finance 

 

Justin Chaloner 
Alexandra Dreisin 
Andrew Evans 
John Phelan 
Mark Pragnell 

  



JERSEY FINANCE JERSEY’S VALUE TO AFRICA | P1 
 

	   	  

© Capital Economics Limited, 2014 
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FOREWORD 
When Jersey Finance commissioned Capital Economics to look at the 
contribution which the Island could make to African development, we asked it 
also to review the role of international financial centres in developing countries. 
This fascinating report vindicates our expectation that asking these two big 
questions would be a worthwhile exercise: it says that Jersey could help provide 
the investment that Africa badly needs; and it demolishes headline-grabbing 
stories about the allegedly damaging role of IFCs in developing economies. 

I suspect that a number of people still see Africa conforming to that well-
rehearsed stereotype of a backward, even hopeless, continent destined always 
to disappoint. Whilst a view widely held, it is not one shared by us. Capital 
Economics shows that while there are still many serious problems facing some 
African countries, it has been one of the world’s fastest growing regions for the 
last decade. Governance has improved and greater political stability has led to 
a series of peaceful transitions following democratic elections — all at a time 
when its lucrative natural resources industries have been buoyant. 

And there is potential for much more. Africa is still a young continent, whose 
peoples will make up almost a quarter of the world’s population by 2040. 
Greater life expectancy is a challenge for African governments, but it is also a 
great opportunity: their fast-rising working-age populations will boost 
urbanisation and sustain economic growth. Capital Economics estimates that 
Africa’s economy could grow by 5 per cent a year to 2040. 

Achieving such growth will require a surge in investment, however — $85 trillion 
by 2040, for infrastructure, machinery, buildings and homes. Some of that 
could come from domestic sources, though entrepreneurs and investors would 
need reassurance that they would be properly rewarded in a region where the 
rule of law is often weak. Government investment could also help, but too many 
countries lack the ability to administer and collect taxes consistently and 
effectively. Foreign aid is too small, and often targeted at day-to-day needs. So 
foreign private investment must help fund the investment gap. 

There are steps that African governments could take to make the continent 
more attractive to global investors — easing currency and capital controls, for 
example, and making it easier to do business. But the report also identifies the 
role that Jersey could play in helping African economies attract investment 
funds. Currently, the Island provides a conduit for between 0.5 and 1.5 per 
cent of all foreign investment into the continent, below the 2.8 per cent of total 
foreign investment we provide globally. I am sure — like the authors of the 
report — that we can do much more to plug Africa’s investment gap. 

For example, our tax neutrality means we can pool investments from all over 
the world to finance projects in Africa efficiently and cost-effectively. Our robust 
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legal framework and sound judiciary offer protection to investors who might be 
uncomfortable investing directly in African countries. Through our strong links 
with London, we have the access to capital markets needed by large 
companies in industries such as mining. 

We can also encourage entrepreneurship, by providing a secure jurisdiction to 
protect the wealth generated by entrepreneurs. And through our dialogue with 
the African Tax Administration Forum, we hope to support capacity building and 
knowledge transfer particularly around governance structures and information 
exchange. 

The report concludes with a robust rejoinder to non-governmental 
organisations which allege that IFCs shelter the proceeds of bribery, corruption 
and other illicit activity, and facilitate evasion of taxes in developing countries. 
Capital Economics convincingly demonstrates that lurid estimates of mega-
billion sums siphoned off through centres such as Jersey do not bear detailed 
scrutiny, failing to understand international trade data and basing their 
estimates on unjustifiable assumptions. 

The report also points out that for all the talk of secretive tax havens, the era of 
banking secrecy is over, as the OECD said in 2009 — and I am proud that 
Jersey has offered strong leadership on the issue. Indeed, most reputable IFCs 
have signed up for international agreements strengthening financial regulation, 
increasing transparency, tackling money laundering and freezing out the 
proceeds of foreign crimes. 

As for accusations that the robust IFCs are complicit in tax evasion, the report 
is equally scathing and says that they often assume that any money held 
offshore must be illegitimate. Almost no multinational companies operating in 
Africa have vehicles registered in Jersey which could be used to siphon off tax 
from African treasuries. The ones that do are mainly in extractive industries 
which pay substantial taxes to host governments, with fewer opportunities to 
misprice exports whose value is clearly visible on the open markets where they 
are traded. 

This report from a reputable, independent research firm makes a strong case 
for the value of Jersey to Africa which is already moving ahead on development 
indices. It establishes that the Island has the skills and abilities to make a 
significant impact in driving growth in the next regional powerhouse. And it 
proves conclusively that by expanding its role in Africa, Jersey will be part of the 
solution for the continent, not complicit in shady activities that undermine 
development. 

GGeeooffff   CCooookk  
CChhiieeff   EExxeeccuutt iivvee  
JJeerrsseeyy  FFiinnaannccee  
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KEY FINDINGS 
CCaappiittaall   EEccoonnoommiiccss  hhaass  bbeeeenn  ccoommmmiissssiioonneedd  bbyy  JJeerrsseeyy  FFiinnaannccee  ttoo  uunnddeerrssttaanndd  tthhee  
ccuurrrreenntt  aanndd  ppootteenntt iiaall   ffuuttuurree  ll iinnkkss  bbeettwweeeenn  tthhee  llaarrggeesstt   ooff   tthhee  CChhaannnneell   IIssllaannddss  aanndd  
AAffrr iiccaa,,   aanndd  ttoo  aasssseessss  tthhee  eexxtteenntt  ttoo  wwhhiicchh  iinntteerrnnaatt iioonnaall   ff iinnaanncciiaall   cceennttrreess  ll iikkee  ii tt   ccaann  bbee  aa  
ccaattaallyysstt   ffoorr  eeccoonnoommiicc  ggrroowwtthh  iinn  ddeevveellooppiinngg  ccoouunnttrr iieess..   

 AAffrr iiccaa  iiss  tthhee  ppoooorreesstt   ccoonntt iinneenntt  oonn  tthhee  ppllaanneett  bbuutt  ii tt   hhaass  ggrreeaatt  ppootteenntt iiaall ..   

 WWiitthh  ff ii ff tteeeenn  ppeerr  cceenntt  ooff   tthhee  wwoorrlldd’’ss  ppooppuullaatt iioonn,,   AAffrr iiccaa’’ss  vvaarr iieedd  eeccoonnoommiieess  ggeenneerraattee  
oonnllyy  ffoouurr  ppeerr  cceenntt  ooff   gglloobbaall   oouuttppuutt..   JJuusstt   ff iivvee  ccoouunnttrr iieess  ——  NNiiggeerr iiaa,,   SSoouutthh  AAffrr iiccaa,,   
AAllggeerr iiaa,,   EEggyypptt  aanndd  AAnnggoollaa  ——  aaccccoouunntt  ffoorr  nneeaarrllyy  ttwwoo  tthhiirrddss  ooff   tthhee  ccoonntt iinneenntt’’ss  ggrroossss  
ddoommeesstt iicc  pprroodduucctt..   

 DDeemmooggrraapphhiicc  ttrreennddss  sshhoouulldd  bbeenneeff ii tt   AAffrr iiccaa..   WWhhii llee  ootthheerr  ccoonntt iinneennttss  ffaaccee  aaggeeiinngg  
ppooppuullaatt iioonnss,,   oovveerr  tthhee  nneexxtt   3300  yyeeaarrss  AAffrr iiccaa’’ss  wwoorrkkiinngg  aaggee  ppooppuullaatt iioonn  iiss  eexxppeecctteedd  ttoo  
ddoouubbllee  ttoo  11..22  bbii ll ll iioonn,,   wwhhiicchh  wwii ll ll   bboooosstt   pprroodduucctt iivvee  ccaappaacciittyy..   

 AAffrr iiccaa’’ss  eeccoonnoommiieess  hhaavvee  tthhee  ppootteenntt iiaall   ttoo  ggrrooww  aatt   aann  aavveerraaggee  ccoommppoouunnddeedd  rraattee  ooff   
ff iivvee  ppeerr  cceenntt  ppeerr  aannnnuumm  ssoo,,   bbyy  22004400,,   tthheeyy  ccaann  hhaavvee  qquuaaddrruupplleedd  iinn  ssiizzee..   TThhiiss  iiss  aa  
ccaauutt iioouuss  aasssseessssmmeenntt  ooff   tthhee  ooppppoorrttuunniittyy;;   ootthheerrss  pprreeddiicctt   mmoorree..   

 TThhee  ccoonntt iinneenntt  mmuusstt   aaddddrreessss  ii ttss  llaacckk  ooff   iinnffrraassttrruuccttuurree,,   bbuuii llddiinnggss,,   mmaacchhiinneerryy,,   
tteelleeccoommmmuunniiccaatt iioonnss  nneettwwoorrkkss  aanndd  ootthheerr  pphhyyssiiccaall   ccaappiittaall ..   II ttss  ccaappiittaall   ssttoocckk  wwii ll ll   nneeeedd  
ttoo  iinnccrreeaassee  ssiixx  ffoolldd  bbyy  22004400  ii ff   ii tt   iiss  ttoo  rreeaall iissee  ii ttss  ppootteenntt iiaall ..   II tt   wwii ll ll   rreeqquuiirree  aa  
ccuummuullaatt iivvee  iinnvveessttmmeenntt  ooff   UUSS$$8855  ttrr ii ll ll iioonn  ((eeqquuiivvaalleenntt  ttoo  oonnee  yyeeaarr’’ss  ggrroossss  ddoommeesstt iicc  
pprroodduucctt   nnooww  ffoorr  tthhee  eenntt ii rree  wwoorrlldd))   bbyy  tthheenn..   

 AAffrr iiccaa  mmuusstt   iinnvveesstt   3377  ppeerr  cceenntt  ooff   ggrroossss  ddoommeesstt iicc  pprroodduucctt  iinnsstteeaadd  ooff   tthhee  2233..55  ppeerr  
cceenntt  tthhaatt  ii tt   ddooeess  ccuurrrreenntt llyy..   TThhiiss  iiss  aann  iinnvveessttmmeenntt  ggaapp  ooff   UUSS$$1111..44  ttrr ii ll ll iioonn  bbyy  22004400..   

 WWiitthh  uunnddeerrddeevveellooppeedd  ff iinnaanncciiaall   aanndd  eeqquuiittyy  mmaarrkkeettss,,   AAffrr iiccaa’’ss  ddoommeesstt iicc  pprr iivvaattee  sseeccttoorr  
wwii ll ll   nnoott  bbee  aabbllee  ttoo  ffuunndd  tthhiiss  ssccaallee  ooff   iinnvveessttmmeenntt  aanndd  iiss  ll iikkeellyy  ttoo  oonnllyy  bbee  aabbllee  ttoo  
ccoonnttrr iibbuuttee  uupp  ttoo  UUSS$$11..88  ttrr ii ll ll iioonn  ooff   tthhee  UUSS$$1111..44  ttrr ii ll ll iioonn  nneeeeddeedd..   AAffrr iiccaann  
ggoovveerrnnmmeennttss,,   wwiitthh  ssiiggnniiff iiccaanntt  ddaayy--ttoo--ddaayy  ddeemmaannddss  oonn  tthheeiirr   rreessoouurrcceess  aanndd  ll iimmiitteedd  
aanndd  ccoosstt llyy  aacccceessss  ttoo  ddeebbtt,,   wwii ll ll   ssttrruuggggllee  ttoo  ccoonnttrr iibbuuttee  mmoorree  tthhaann  UUSS$$22..88  ttrr ii ll ll iioonn  ttoo  
cclloossiinngg  tthhee  iinnvveessttmmeenntt  ggaapp..   
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 FFoorreeiiggnn  aaiidd  iiss  nnoott  eevveenn  iinn  tthhee  bbaall llppaarrkk..   BBii llaatteerraall   aanndd  mmuulltt ii llaatteerraall   ssuuppppoorrtt   aammoouunntteedd  
ttoo  oonnllyy  UUSS$$5511  bbii ll ll iioonn  iinn  22001122..   II tt   iiss  ddii ff ff iiccuulltt   ttoo  iimmaaggiinnee  aaiidd  ccoonnttrr iibbuutt iinngg  eevveenn  aass  
mmuucchh  aass  UUSS$$11  ttrr ii ll ll iioonn  ttoowwaarrddss  tthhee  UUSS$$1111..44  ttrr ii ll ll iioonn  ggaapp..   

 OOnnllyy  ffoorreeiiggnn  pprr iivvaattee  iinnvveessttmmeenntt  hhaass  tthhee  aabbii ll ii ttyy  ttoo  ffuunndd  tthhee  ccoonntt iinneenntt’’ss  ccaappiittaall   nneeeeddss..   
CCuurrrreenntt llyy  AAffrr iiccaa  rreecceeiivveess  oonnllyy  22..77  ppeerr  cceenntt  ooff   tthhee  wwoorrlldd’’ss  ttoottaall   ssttoocckk  ooff   ffoorreeiiggnn  
iinnvveessttmmeenntt..   II ff   ii tt   ccoouulldd  aattttrraacctt   ssiimmii llaarr  rraatteess  ooff   iinnwwaarrdd  iinnvveessttmmeenntt  aass  tthhee  rreesstt   ooff   tthhee  
wwoorrlldd,,   ii tt   ccoouulldd  ccoonnttrr iibbuuttee  UUSS$$66..11  ttrr ii ll ll iioonn  ttoo  cclloossiinngg  tthhee  iinnvveessttmmeenntt  ggaapp..   BBuutt  
iinnvveessttoorrss  wwii ll ll   nneeeedd  aa  ssuuiittaabbllee  rreettuurrnn,,   aanndd  ttoo  hhaavvee  ccoonnff iiddeennccee  iinn  wwhheerree  tthheeyy  aarree  
iinnvveesstt iinngg..   

 JJeerrsseeyy  ccaann  eeffff iicciieenntt llyy  ffaaccii ll ii ttaattee  iinnvveessttmmeenntt  iinnttoo  AAffrr iiccaa  aanndd  ssuuppppoorrtt   pphhii llaanntthhrrooppiicc  
aacctt iivvii tt iieess  tthheerree..   II tt   iiss  aa  llooccaatt iioonn  wwhheerree  iinnvveessttoorrss  ffrroomm  aaccrroossss  tthhee  gglloobbee  ccaann  ppooooll   tthheeiirr   
ffuunnddss  aanndd  ccoonndduucctt   ccrroossss--bboorrddeerr  ddeeaallss  ssaaffee  iinn  tthhee  kknnoowwlleeddggee  tthhaatt  tthheeyy  aarree  pprrootteecctteedd  
bbyy  aa  lleeggaall   ssyysstteemm  bbaasseedd  oonn  iinntteerrnnaatt iioonnaall llyy  rreessppeecctteedd  EEnnggll iisshh  ccoommmmoonn  llaaww  aanndd  wwiitthh  aa  
ttrruusstteedd  cceennttuurr iieess--oolldd  jjuuddiicciiaarryy..   TThhee  sseellff --ggoovveerrnniinngg  iissllaanndd’’ss  ‘‘ ttaaxx  nneeuuttrraall ii ttyy’’   eennssuurreess  
tthhaatt  aannyy  iinnvveessttmmeenntt  rroouutteedd  tthhrroouugghh  ii tt   wwii ll ll   nnoott  iinnccuurr  aaddddiitt iioonnaall   ttaaxxaatt iioonn,,   wwhhii llee  ii ttss  
pphhyyssiiccaall ,,   ccuullttuurraall   aanndd  bbuussiinneessss  ll iinnkkss  ttoo  tthhee  CCiittyy  ooff   LLoonnddoonn  eennssuurreess  aacccceessss  ttoo  ddeeeepp  
ccaappiittaall   mmaarrkkeettss..     

 TThhee  CChhaannnneell   iissllaanndd  ccaann  eennccoouurraaggee  eennttrreepprreenneeuurrsshhiipp  wwiitthhiinn  AAffrr iiccaa  bbyy  pprroovviiddiinngg  
wweeaalltthh  mmaannaaggeemmeenntt  aanndd  ootthheerr  vveehhiicclleess  ttoo  hheellpp  iinnvveessttoorrss  aanndd  bbuussiinneessss  oowwnneerrss  kkeeeepp  
tthheeiirr   aasssseettss  ssaaffee  aanndd  sseeccuurree,,   aanndd  bbyy  ddeell iivveerr iinngg  rroobbuusstt   bbuussiinneessss  aaddmmiinniissttrraatt iioonn  aanndd  
ssuuppppoorrtt   ffuunncctt iioonnss  tthhaatt  aall ll   ssttaakkeehhoollddeerrss  ccaann  ttrruusstt ..   

 JJeerrsseeyy  ccuurrrreenntt llyy  hhaass  ll ii tt tt llee  iinnvvoollvveemmeenntt  wwiitthh  AAffrr iiccaa..   OOnnllyy  aabboouutt  11..00  ttoo  11..88  ppeerr  cceenntt  ooff   
ffuunnddss  iinnvveesstteedd  tthhrroouugghh  ii tt   ccoommeess  ffrroomm  AAffrr iiccaann  ccll iieennttss,,   wwhhii llee  tthhee  CChhaannnneell   iissllaanndd  
ccuurrrreenntt llyy  aaccccoouunnttss  ffoorr  bbeettwweeeenn  00..55  aanndd  11..55  ppeerr  cceenntt  ooff   tthhee  ttoottaall   ssttoocckk  ooff   ffoorreeiiggnn  
iinnvveessttmmeenntt  iinn  tthhee  ccoonntt iinneenntt..   TThhee  iissllaanndd’’ss  ll iinnkkss  aarree  ddoommiinnaatteedd  bbyy  SSoouutthh  AAffrr iiccaa  aanndd  
KKeennyyaa..   

 EEccoonnoommiicc  ccrr iimmee  iiss  aa  mmaajjoorr  pprroobblleemm  ffoorr  tthhee  ddeevveellooppiinngg  wwoorrlldd..   OOvveerr  UUSS$$11  ttrr ii ll ll iioonn  aa  
yyeeaarr  iiss  bbeell iieevveedd  ttoo  bbee  ppaaiidd  iinn  bbrr iibbeess  aanndd  tthhee  ccoosstt   ooff   ccoorrrruupptt iioonn  eeqquuaallss  mmoorree  tthhaann  
ff iivvee  ppeerr  cceenntt  ooff   wwoorrlldd  ggrroossss  ddoommeesstt iicc  pprroodduucctt   aannnnuuaall llyy..   JJeerrsseeyy’’ss  rreeccoorrdd  aatt   ttaacckkll iinngg  
eeccoonnoommiicc  ccrr iimmee  iiss,,   iinn  mmaannyy  rreessppeeccttss,,   eexxeemmppllaarryy;;   ii tt   iiss  aa  wweell ll   rreegguullaatteedd  aanndd  
ttrraannssppaarreenntt  jjuurr iissddiicctt iioonn,,   wwiitthh  eexxtteennssiivvee  lleeggiissllaatt iioonn  ttoo  ttaacckkllee  eeccoonnoommiicc  ccrr iimmee  wwhhiicchh  ii tt   
eennffoorrcceess  rr iiggoorroouussllyy..   BBuutt  tthheerree  iiss  nnoo  rroooomm  ffoorr  ccoommppllaacceennccyy,,   aanndd  ii ttss  aauutthhoorrii tt iieess  mmuusstt  
wwoorrkk  hhaarrdd  ttoo  mmaaiinnttaaiinn  tthhiiss  ppoossiitt iioonn..   

 PPrreessssuurree  ggrroouuppss  hhaavvee  aaccccuusseedd  ooffffsshhoorree  ff iinnaanncciiaall   cceennttrreess,,   ssuucchh  aass  JJeerrsseeyy,,   ooff   
ffaaccii ll ii ttaatt iinngg  tthhee  mmoovveemmeenntt  ooff   ‘‘ ii ll ll iiccii tt   ccaappiittaall ’’   ffrroomm  tthhee  ddeevveellooppiinngg  wwoorrlldd..   TThheeyy  rreeppoorrtt   
llaarrggee  aanndd  hheeaaddll iinnee  ggrraabbbbiinngg  eesstt iimmaatteess  ooff   tthhee  ssccaallee  ooff   tthheessee  ssuuppppoosseeddllyy  ii ll lleeggiitt iimmaattee  
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ff lloowwss..   BBuutt  tthheessee  eesstt iimmaatteess  ddoo  nnoott  bbeeaarr  ssccrruutt iinnyy  aanndd  ttoooo  oofftteenn  aammoouunntt  ttoo  oonnllyy  
uunniinnffoorrmmeedd  pprreejjuuddiiccee  oorr  ssttaatt iisstt iiccaall   ssoorrcceerryy..   

 SSoommee  ccaammppaaiiggnniinngg  ggrroouuppss  hhaavvee  aaccccuusseedd  ooffffsshhoorree  cceennttrreess  ooff   iinnvvoollvveemmeenntt  iinn  ccoommpplleexx  
ccoorrppoorraattee  ssttrruuccttuurreess  aanndd  aabbuussiivvee  ‘‘ ttrraannssffeerr  pprr iicciinngg’’   aarrrraannggeemmeennttss  ddeessiiggnneedd  ttoo  hheellpp  
llaarrggee  mmuulltt iinnaatt iioonnaall   ccoommppaanniieess  aavvooiidd  ppaayyiinngg  tthheeiirr   aapppprroopprriiaattee  ttaaxxeess  iinn  AAffrr iiccaann  
ccoouunnttrr iieess..   TThheerree  hhaass  bbeeeenn  mmuucchh  iinn  tthhee  pprreessss  rreecceenntt llyy  aabboouutt  tthhee  ttaaxx  ppllaannnniinngg  
pprraacctt iicceess  ooff   tthhee  ll iikkeess  ooff   SSttaarrbbuucckkss,,   AAmmaazzoonn  aanndd  FFiiaatt   ––  bbuutt  tthheessee  aarree  ttyyppiiccaall llyy  
ddeevveellooppeedd  wwoorrlldd  eexxaammpplleess..   EEvveenn  ii ff   ttrraannssffeerr  mmiisspprr iicciinngg  eexxtteennddss  ttoo  AAffrr iiccaa,,   ii tt   iiss  
ddii ff ff iiccuulltt   ttoo  sseeee  hhooww  JJeerrsseeyy  ccaann  bbee  iimmppll iiccaatteedd..   OOuuttssiiddee  ooff   ff iinnaanncciiaall   sseerrvviicceess  aanndd  
eexxttrraacctt iivvee  iinndduussttrr iieess,,   tthhee  CChhaannnneell   iissllaanndd  iiss  hhoommee  ttoo  aallmmoosstt   nnoo  mmaajjoorr  ll iisstteedd  
mmuulltt iinnaatt iioonnaall   ccoommppaanniieess  wwiitthh  AAffrr iiccaann  ooppeerraatt iioonnss  aanndd,,   wwiitthhoouutt  tthhee  rreelleevvaanntt  ttaaxx  
ttrreeaatt iieess,,   ii tt   pprroovviiddeess  mmiinniimmaall   lleeggaall   ccoommffoorrtt   ttoo  aannyy  ccoommppaannyy  aatttteemmppttiinngg  ssuucchh  ttrr iicckkeerryy..   

 TThheerree  iiss  aall iiggnnmmeenntt  aammoonngg  pprraacctt ii tt iioonneerrss,,   rreegguullaattoorrss  aanndd  ppooll ii tt iicciiaannss  iinn  JJeerrsseeyy;;   tthheeyy  
rreeccooggnniissee  tthhaatt  tthhee  CChhaannnneell   iissllaanndd’’ss  rroobbuussttnneessss,,   sseeccuurrii ttyy  aanndd  lloonngg  hhiissttoorryy  ooff   ssoouunndd  
jjuuddiicciiaarryy  aarree  ii ttss  ssttrroonnggeesstt   ccoommmmeerrcciiaall   aattttrr iibbuutteess..   TTaakkiinngg  oonn  ‘‘ddooddggyy  bbuussiinneessss’’   ffrroomm  
AAffrr iiccaa  oorr  aannyywwhheerree  eellssee  tthhrreeaatteennss  tthhaatt,,   wwhhiicchh  iiss  wwhhyy  ii tt   iiss  iinn  tthhee  iissllaanndd’’ss  oowwnn  iinntteerreesstt   
ttoo  pprrootteecctt   aaggaaiinnsstt   ii tt ..   
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1 SUMMARY AND 
INTRODUCTION 
Capital Economics has been commissioned by Jersey Finance to understand the current and potential 
future links between the largest of the Channel Islands and Africa, and to assess the extent to which 
international financial centres like it can be a catalyst for economic growth in developing countries. 

AAffrr iiccaa’’ss  ppootteennttiiaall   ffoorr  pprroossppeerriittyy  

In Part I, we examine the scope for Africa to grow economically and become more prosperous, and 
consider the challenges that need to be faced if the continent is to achieve its potential. 

AAffrr iiccaa’’ss  ooppppoorrttuunniittyy  ffoorr  ggrroowwtthh  

Too many African countries are known for their pervasive poverty and dismal economic performance. 
Despite making up fifteen per cent of the world’s population, the entire continent accounts for just four 
per cent of the global economy. 

There are signs that this could be changing. Over the past decade, Africa’s economy has grown by an 
average of 5.2 per cent a year making it one of the fastest-growing regions in the world. The reasons for 
this are complex and varied, but include improvements in political stability and governance, 
development of key infrastructure, and expansion of the lucrative natural resources industries. But 
progress remains uneven. The continent’s five largest economies — Nigeria, South Africa, Egypt, Algeria 
and Angola — account for nearly two-thirds of its output. 

Looking ahead, Africa has the potential for much more. Whereas much of the developed world is facing 
the economic time bomb of a rapidly ageing population, demographic trends are set to provide an 
unrivalled boost to economies from Cairo to Cape Town. Over the next 30 years, Africa’s working age 
population should double to around 1.2 billion. Such growth is a step-change opportunity that increases 
the productive potential of economies. But it may also be a challenge, especially to public services if 
there isn’t a corresponding increase in jobs. (See Figure 1.) 

There are, though, good reasons to believe that much of the continent can translate its demographic 
dividend into economic gain – as, especially since the millennium, the period that some commentators 
have labelled as ‘Africa rising’, there have been marked improvements in health, investment and 
political stability. Many African nations are increasingly starting to look like the other more successful 
emerging economies of Asia and South America. 
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FFiigguurree  11::   WWoorrkkiinngg  aaggee  ppooppuullaatt iioonn  bbyy  rreeggiioonn  aass  sshhaarree  ooff   wwoorrlldd  ttoottaall   ((ppeerr  cceenntt))   

 
Source: United Nations, World Population Prospects: The 2012 Revision, Highlights and Advance Tables (United Nations Department of 
Economic and Social Affairs, Geneva), 2013 and Capital Economics. Note: working age population defined as population aged 15 to 64 years 
inclusive. 

We conservatively estimate that the continent’s economy as a whole could grow by an average of five 
per cent each year to 2040. Gross domestic product would rise from US$2.3 trillion today to US$8.7 
trillion at today’s prices or US$15.0 trillion at today’s prices in purchasing power parity terms. This is an 
almost fourfold increase and would push Africa to the top of the global growth leader board. Across the 
continent, some nations will perform better than others – but the potential for marked improvement is 
widespread. (See Figure 2.) 

Positive demographics alone will not be enough to deliver the step change. 

Substantial investment will be needed in infrastructure, telecommunications networks, machinery, 
buildings, homes and other physical capital to sustain growing economies (and growing populations). 
Africa has just two per cent of the global capital stock; in per capita terms, the continent’s total is just 
fifteen per cent of the world average. 

But capital is vital to economic growth and prosperity. Our cautious prediction of five per cent average 
annual growth in the continent’s economic activity will require US$85 trillion of gross investment 
between now and 2040 (at today’s prices). Even if Africa’s current levels of investment grow as fast as 
gross domestic product, there will remain a shortfall of US$11.4 trillion by 2040. The challenge will be 
to find funding to plug this investment gap. 

Meanwhile, with large state employers, bureaucracy and a tradition of dependence on foreign aid 
commonplace in many countries, there is much to be done to encourage entrepreneurship, stimulate 
enterprise, generate jobs and deliver widespread prosperity. 
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FFiigguurree  22::   PPeerr  ccaappiittaa  rreeaall   ggrroossss  ddoommeesstt iicc  pprroodduucctt  ccoommppoouunndd  aannnnuuaall   ggrroowwtthh  rraattee  ffoorreeccaassttss,,   22001133  
ttoo  22004400,,   aanndd  ggrroossss  ddoommeesstt iicc  pprroodduucctt  ppeerr  ccaappiittaa  aass  aa  pprrooppoorrtt iioonn  ooff   22001133  UUnniitteedd  SSttaatteess  ggrroossss  
ddoommeesstt iicc  pprroodduucctt  ppeerr  ccaappiittaa  

 

Source: Capital Economics. Editable world map from http://free-editable-worldmap-for-powerpoint.en.softonic.com/download 

FFuunnddiinngg  tthhee  iinnvveessttmmeenntt  

What sources of funding might be capable of filling Africa’s investment gap? Local businesses, 
governments and foreign aid all have a part to play, but the scale of the investment needed means that 
none of these have the resources required to be transformational. 

With a too-often embryonic domestic private sector on the continent, local businesses have only a 
limited ability to fund future investment. Annual corporate profits across Africa of around US$1.3 trillion 
in 2013 are not sufficient to deliver both robust corporate finances and provide an adequate return to 
investors and entrepreneurs, and then fund the additional investment needed to close the gap. 
Meanwhile, access to external finance through debt or equity is constrained by global investors 
concerns about risks – which manifest as both high risk premia and poor liquidity. 

African governments are equally ill-equipped. Many are hard stretched to meet the current expenditure 
demands of health, education and civic administration, let alone fund capital programmes. With small 
tax bases and poorly resourced revenue collection regimes, the continent’s tax receipts total less than 
US$1 trillion annually. The situation is further compounded by terrorism, insurgence and war in some 
countries, and corruption or political incompetence in others. 

Meanwhile, foreign aid is no panacea. According to the Organisation for Economic Co-operation and 
Development, the governments across the world transferred only just over US$50 billion in aid to the 
whole of Africa in 2012.1 With only a fraction of this directed to capital projects, aid fails to scratch the 
surface of the continent’s investment needs. 
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FFiigguurree  33::   PPootteenntt iiaall   ccoonnttrr iibbuutt iioonn  ttoo  cclloossiinngg  tthhee  iinnvveessttmmeenntt  ggaapp  aass  aa  sshhaarree  ooff   ggrroossss  ddoommeesstt iicc  
pprroodduucctt  ((ppeerrcceennttaaggee  ppooiinnttss))   

Source: Capital Economics. Note: Potential contributions do not sum to total investment gap.  

The bulk of Africa’s investment needs will, therefore, have to be met by foreign private sector investors 
(or similarly profit-seeking foreign sovereign wealth funds). (See Figure 3.) 

Historically, Africa has been only a minor recipient of foreign investment. Its stock of inward direct 
investment was US$687 billion in 2013, which is only 2.7 per cent of the global total. But there are 
tentative signs of improvement. Africa received four per cent of global investment inflows in 2013. 
Indeed, since 2006, rates of return on investment have reached levels above those in other developing 
countries – although this has largely been on the back of the commodity cycle and is not necessarily 
representative of the entire continent. 

If Africa is to achieve its potential economic growth, the recent improved rates of inward investment 
must not only be maintained but substantially increased. On a per head basis, inward flows of foreign 
direct investment to Africa are around a quarter of the world average. If Africa was able to attract similar 
per capita rates of inward investment from abroad as the rest of the world, the investment gap of 
US$11.4 trillion could be reduced by US$6.1 trillion. 

This is no easy task. 

But there are reasons for optimism. Since the millennium, there has been unparalleled political stability 
across the continent and foreign investors have broadened their portfolios from natural resources into 
manufacturing and consumer services. Moreover, the scale of change facing Africa is no greater than 
the improvements made in recent decades by once similar economies in Latin America and Asia. 
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JJeerrsseeyy  aanndd  pprroossppeerroouuss  AAffrr iiccaa  

In Part II, we consider the role that Jersey can and does play in the development of Africa’s varied 
economies.  

JJeerrsseeyy’’ss  rroollee  iinn  bbrr iiddggiinngg  tthhee  ggaapp  

The Channel island provides specialised cross-border banking, wealth management, investment and 
legal services against a background of sound, stable and mature government and judiciary. In an 
increasingly globalised world, there is growing demand for secure and efficient multinational 
transactions. This is particularly important for individuals and companies who are conducting business 
in unstable and risky countries with weak legal systems, poorly defined or enforced property rights, 
corruption or political instability. 

With other robust international financial centres, Jersey has a role to play in helping African nations 
access the investment funds they need and establish environments conducive to greater 
entrepreneurship and job creation. Part of the sterling-zone and with centuries of sound government, 
effective independent law-making and globally respected courts, the crown dependency provides a safe 
business environment for those either with existing investments in Africa or looking to make 
investments in the continent. Its tax neutrality makes it an ideal location for the efficient pooling of 
funds from investors across the globe. 

The island can help encourage greater entrepreneurship in Africa by providing additional safeguards 
and security for entrepreneurs who might otherwise be deterred by the riskiness of business on the 
continent, or by offering a safe and well-resourced home base for business administration and support 
functions, such as secure electronic payment systems, that are not deliverable in some developing 
nations. 

Likewise, Jersey can facilitate foreign investment into the continent. Based in the Channel island, 
corporates, funds and other vehicles may gain traction from investors from across the globe who would 
otherwise be reluctant to invest directly into Africa. The island – and its tax neutrality and strong legal 
system – is particularly attractive for cross-border investment pooling. 

The extractive industries are a good case in point. St Helier is host to a number of extractive industry 
companies; some with interests in Africa. At first glance, this may appear odd given the island’s lack of 
mineral resources or technical expertise in the field. But it makes sense in the context of the scale of 
the risks taken and investment needed by such businesses. The business model for mining or drilling is 
typified by large up-front capital expenditure and sizeable operational risks. In Africa, these may be 
compounded by political and systemic dangers. Few investors have an appetite for such ventures – so 
those assembling the finance for a mining or drilling deal must search across the globe for funders. 
Jersey is a logical location for the pooling of these multinational funds — with an internationally 
respected legal system that can be trusted to handle cross-border disputes fairly, and tax neutrality 
which eliminates any investors’ concerns about being double taxed or subject to withholding charges. 
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JJeerrsseeyy’’ss  ccuurrrreenntt  eennggaaggeemmeenntt  wwiitthh  AAffrr iiccaa  

Currently, Jersey has only a small book of African business. Somewhere between £11.4 and £20.5 
billion of investment in the island comes from clients on the continent; equivalent to between just 1.0 
and 1.8 per cent of all money invested in Jersey. The more established markets of South Africa and 
Kenya dominate, and Tanzania, Egypt and Nigeria account for almost all the rest. 

The stock of investment in Jersey from African clients is largely from private individuals mediated 
through trust structures or deposited into Jersey bank accounts. There is a legacy book of South African 
business stemming from the period of apartheid unrest and capital controls, while entrepreneurs from 
elsewhere on the continent use Jersey to secure their wealth and manage international investments.  

Meanwhile, the crown dependency provides a conduit for between £5.7 and £15.5 billion of investment 
into Africa, accounting for between 0.5 and 1.5 per cent of all foreign investment into the continent. 
Once again this is concentrated in a handful of key markets, namely South Africa, Kenya, Uganda and 
Egypt. (See Figure 4.) 

FFiigguurree  44::   SShhaarree  ooff   ttoottaall   AAffrr iiccaann  bbuussiinneessss  bbyy  llooccaatt iioonn  ooff   uulltt iimmaattee  sseetttt lloorr,,   ddeeppoossiittoorr  oorr  iinnvveessttoorr  
((LLHHSS))  aanndd  bbyy  llooccaatt iioonn  ooff   aasssseettss  ((RRHHSS))  

 
Source: Capital Economics’ survey 2013/14. 

What’s more, Jersey is home to a number of corporate entities related to multinational companies in the 
extractive industries. We estimate that the extractive industry firms with some presence in Jersey are 
responsible for around £50 billion of investment into Africa in the form of the construction of mines, 
equipment and related infrastructure in the countries in which they operate.  
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But Jersey can do much more, and will need to if Africa’s investment gap is to be plugged. 

AAddddrreessssiinngg  ccoonncceerrnnss  aanndd  eennssuurriinngg  ffaaiirrnneessss  

In Part III, we address concerns that some may have about the role of international financial centres, 
and we explore how Jersey is helping to stamp out bribery, corruption and illicit activity, and ensure that 
the appropriate taxes are paid to the appropriate authorities in Africa and elsewhere. 

SSttaammppiinngg  oouutt  bbrr iibbeerryy,,   ccoorrrruupptt iioonn  aanndd  ii ll ll iiccii tt   aacctt iivvii ttyy   

Economic crime, including bribery and corruption, is a major problem for the developing world including 
Africa. The World Bank estimates that over US$1 trillion a year is paid globally in bribes. The World 
Economic Forum estimates that the cost of corruption equals more than five per cent of global gross 
domestic product (US$2.6 trillion), adds up to ten per cent to the total cost of doing business globally 
and up to 25 per cent to the cost of procurement contracts in developing countries. (See Figure 5.) 

FFiigguurree  55::   IInnddiiccaattoorr  ooff   ccoonnttrrooll   ooff   ccoorrrruupptt iioonn,,   22001122  ((ccoouunnttrryy  rraannkk  bbyy  qquuiinntt ii llee))  

Source: World Bank, Worldwide Governance Indicators (World Bank, Washington), 2013; Capital Economics; and QGIS 2.4. 

Some respected charities and campaigning groups, among others, have argued that international 
financial centres hide, facilitate or even perpetuate unsavoury, immoral or illegal economic activity in 
developing nations that is counterproductive to those countries’ long-term prosperity. 

They allege that offshore jurisdictions permit the proceeds of such illicit activity to be transmitted or 
stored in their financial institutions often under a veil of banking secrecy. They have reported large 
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sums being illicitly removed from developing countries (such as Christian Aid’s US$1.1 trillion), and 
even more being held offshore in secrecy (such as Tax Justice Network’s US$21 trillion). 

These headline grabbing numbers do not bear scrutiny. Too often, they amount to only uninformed 
prejudice or statistical sorcery. The reports upon which they are based commonly fail to distinguish 
between legitimate trade between countries and illicit capital flows. Some rely on unattributed and 
unverifiable hearsay. Others deploy vast computing power to crunch thousands-upon-thousands of 
statistics, but the assumptions underlying the calculations are neither justifiable nor unbiased. All are 
based on data sources that are unsuitable for the task and incapable of supporting the conclusions that 
the authors draw. 

This characterisation of offshore centres by some of their antagonists is simply inaccurate and 
misleading, particularly with respect to Jersey. 

In reality, few jurisdictions work harder than Jersey to stamp out bribery, corruption and illicit activity 
anywhere in the world – as the International Monetary Fund and Organisation for Economic Co-
operation and Development reviews testify. Jersey has: tough up-to-date legislation; a strong financial 
regulator with a wider remit than in most ‘onshore’ jurisdictions; determined enforcement by the police 
and regulator, which has seen beneficiaries of African corruption sent to gaol; and, most importantly, a 
business community that is signed-up fully to the approach. And there is no banking secrecy in the 
crown dependency; when requested appropriately to do so, it willingly exchanges information with police 
and other competent authorities elsewhere in the world in order to detect those profiting from bribery, 
corruption, money laundering, tax evasion and other criminal activity. 

EEnnssuurriinngg  aapppprroopprriiaattee  ttaaxx  iiss  ppaaiidd  ttoo  tthhee  aapppprroopprriiaattee  aauutthhoorrii tt iieess  

Campaigning groups have accused offshore centres of involvement in complex corporate structures and 
abusive ‘transfer pricing’ arrangements designed to help large multinational companies avoid paying 
their appropriate taxes in African countries. There has been much in the press recently about the tax 
planning practices of the likes of Starbucks, Amazon and Fiat – but these are typically developed world 
examples. Indeed, even if transfer mispricing extends to Africa, it is difficult to see how Jersey can be 
implicated. Outside of financial services and extractive industries, the crown dependency is home to 
almost no major listed multinational companies with African operations. Moreover, there are few 
countries with which Jersey has signed tax treaties (and currently none in Africa); without these, it 
provides minimal legal comfort to any company attempting such accounting trickery. 

Some may be sceptical about Jersey’s determination to stamp out bribery, corruption and illicit activity, 
or to ensure that everyone pays the appropriate taxes to the appropriate authorities. But, it is straight-
forward business logic. There is alignment among practitioners, regulators and politicians in Jersey; they 
recognise that the Channel island’s robustness, security and long history of sound judiciary are its 
strongest commercial attributes. Taking on ‘dodgy business’ from Africa or anywhere else threatens 
that, which is why it is in the island’s own interest to protect against it.  



JERSEY FINANCE JERSEY’S VALUE TO AFRICA | P17 
 

	   	  

© Capital Economics Limited, 2014 
 

PART I: AFRICA’S POTENTIAL 
FOR PROSPERITY 
IInn  PPaarrtt   II ,,   wwee  eexxaammiinnee  tthhee  ssccooppee  ffoorr  AAffrr iiccaa  ttoo  ggrrooww  eeccoonnoommiiccaall llyy  aanndd  bbeeccoommee  mmoorree  
pprroossppeerroouuss,,   aanndd  ccoonnssiiddeerr  tthhee  cchhaall lleennggeess  tthhaatt  nneeeedd  ttoo  bbee  ffaacceedd  ii ff   tthhee  ccoonntt iinneenntt  iiss  ttoo  
aacchhiieevvee  ii ttss  ppootteenntt iiaall ..   

TToooo  mmaannyy  AAffrr iiccaann  ccoouunnttrr iieess  aarree  kknnoowwnn  ffoorr  tthheeiirr   ppeerrvvaassiivvee  ppoovveerrttyy  aanndd  ddiissmmaall   eeccoonnoommiicc  
ppeerrffoorrmmaannccee..   DDeessppiittee  mmaakkiinngg  uupp  ff ii ff tteeeenn  ppeerr  cceenntt  ooff   tthhee  wwoorrlldd’’ss  ppooppuullaatt iioonn,,   tthhee  eenntt ii rree  
ccoonntt iinneenntt  aaccccoouunnttss  ffoorr  jjuusstt   ffoouurr  ppeerr  cceenntt  ooff   tthhee  gglloobbaall   eeccoonnoommyy  ttooddaayy..  

NNooww,,   AAffrr iiccaa  hhaass  tthhee  ooppppoorrttuunniittyy  ffoorr  ssuussttaaiinneedd  ggrroowwtthh..   

OOvveerr  tthhee  llaasstt   ddeeccaaddee,,   tthhee  ccoonntt iinneenntt  aass  aa  wwhhoollee  hhaass  eennjjooyyeedd  aa  hheeaalltthhyy  rraattee  ooff   eeccoonnoommiicc  
ggrroowwtthh..   TThhee  rreeaassoonnss  ffoorr  tthhee  iimmpprroovveemmeenntt  aarree  ccoommpplleexx  aanndd  vvaarr iieedd,,   bbuutt  iinncclluuddee  
iimmpprroovveemmeennttss  iinn  ppooll ii tt iiccaall   ssttaabbii ll ii ttyy  aanndd  ggoovveerrnnaannccee,,   ddeevveellooppmmeenntt  ooff   kkeeyy  iinnffrraassttrruuccttuurree,,   
aanndd  eexxppaannssiioonn  ooff   tthhee  lluuccrraatt iivvee  nnaattuurraall   rreessoouurrcceess  iinndduussttrr iieess..  

LLooookkiinngg  aahheeaadd,,   AAffrr iiccaa  hhaass  tthhee  ppootteenntt iiaall   ffoorr  mmuucchh  mmoorree..   WWhheerreeaass  mmuucchh  ooff   tthhee  
ddeevveellooppeedd  wwoorrlldd  iiss  ffaacciinngg  tthhee  eeccoonnoommiicc  tt iimmee  bboommbb  ooff   aa  rraappiiddllyy  aaggeeiinngg  ppooppuullaatt iioonn,,   
ddeemmooggrraapphhiicc  ttrreennddss  aarree  sseett  ttoo  pprroovviiddee  aann  uunnrriivvaall lleedd  bboooosstt   ttoo  eeccoonnoommiieess  ffrroomm  CCaaiirroo  ttoo  
CCaappee  TToowwnn..   OOvveerr  tthhee  nneexxtt   3300  yyeeaarrss,,   tthhee  ccoonntt iinneenntt’’ss  wwoorrkkiinngg  aaggee  ppooppuullaatt iioonn  sshhoouulldd  
ddoouubbllee  ttoo  aarroouunndd  11..22  bbii ll ll iioonn..   

PPoossiitt iivvee  ddeemmooggrraapphhiiccss  aalloonnee  wwii ll ll   nnoott  bbee  eennoouugghh..   SSuubbssttaanntt iiaall   iinnvveessttmmeenntt  wwii ll ll   bbee  nneeeeddeedd  
iinn  iinnffrraassttrruuccttuurree,,   mmaacchhiinneerryy,,   bbuuii llddiinnggss,,   hhoommeess  aanndd  ootthheerr  pphhyyssiiccaall   ccaappiittaall   ttoo  ssuussttaaiinn  
ggrroowwiinngg  eeccoonnoommiieess  ((aanndd  ggrroowwiinngg  ppooppuullaatt iioonnss)) ..   EEvveenn  aa  ccaauutt iioouuss  aanndd  ccoonnsseerrvvaatt iivvee  
ffoorreeccaasstt   ooff   ff iivvee  ppeerr  cceenntt  aavveerraaggee  aannnnuuaall   ggrroowwtthh  iinn  tthhee  ccoonntt iinneenntt’’ss  eeccoonnoommiicc  aacctt iivvii ttyy  
wwii ll ll   rreeqquuiirree  UUSS$$8855  ttrr ii ll ll iioonn  ooff   ggrroossss  iinnvveessttmmeenntt  bbeettwweeeenn  nnooww  aanndd  22004400..   MMeeaannwwhhii llee,,   
wwiitthh  llaarrggee  ssttaattee  eemmppllooyyeerrss  aanndd  bbuurreeaauuccrraaccyy  ccoommmmoonnppllaaccee,,   aanndd  aa  ttrraaddiitt iioonn  ooff   
ddeeppeennddeennccee  oonn  ffoorreeiiggnn  aaiidd  iinn  mmaannyy  ccoouunnttrr iieess,,   tthheerree  iiss  mmuucchh  ttoo  bbee  ddoonnee  ttoo  eennccoouurraaggee  
aanndd  sstt iimmuullaattee  eenntteerrpprr iissee  aanndd  eennttrreepprreenneeuurrsshhiipp,,   aanndd  ggeenneerraattee  jjoobbss  aanndd  ddeell iivveerr  
wwiiddeesspprreeaadd  pprroossppeerrii ttyy..   

TThhee  cchhaall lleennggee  iiss  ttoo  ffuunndd  tthhiiss  iinnvveessttmmeenntt  ggaapp..   

LLooccaall   bbuussiinneesssseess,,   ggoovveerrnnmmeennttss  aanndd  ffoorreeiiggnn  aaiidd  aall ll   hhaavvee  aa  ppaarrtt   ttoo  ppllaayy,,   bbuutt  tthhee  ssccaallee  ooff   
tthhee  iinnvveessttmmeenntt  nneeeeddeedd  mmeeaannss  tthhaatt  nnoonnee  ooff   tthheessee  hhaavvee  tthhee  rreessoouurrcceess  rreeqquuiirreedd  ttoo  bbee  
ttrraannssffoorrmmaattiioonnaall ..   EEnnccoouurraaggiinngg  ffoorreeiiggnn  iinnvveessttoorrss  ttoo  aall llooccaattee  tthheeiirr   ccaappiittaall   ttoo  AAffrr iiccaa  
rraatthheerr  tthhaann  tthhee  rreesstt   ooff   tthhee  wwoorrlldd  pprroovviiddeess  tthhee  ggrreeaatteesstt   ooppppoorrttuunniittyy  ttoo  ddeevveelloopp  ii ttss  
ccaappiittaall   ssttoocckk  aanndd  ddeell iivveerr  ii ttss  ppootteenntt iiaall   ggrroowwtthh  rraattee..   
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2 AFRICA’S OPPORTUNITY FOR 
GROWTH 
In this chapter we consider the levels of prosperity across Africa today, the potential for economic 
growth in each nation and how much investment will be needed to fund it. 

First, we look at the current state of the African economy. Second, we examine the opportunities for 
Africa’s largest economies. Third, we discuss the potential for growth across Africa in the future. Fourth, 
we establish how much capital and investment will be needed for Africa to reach its growth potential. 

CCuurrrreenntt  lleevveellss  ooff  pprroossppeerriittyy  aaccrroossss  AAffrr iiccaa  

Over the last century Africa has not enjoyed the same economic progress as much of the rest of the 
world. Despite making up fifteen per cent of the world’s population, the entire continent accounts for 
just four per cent of the global economy today. But there are signs that this could be changing. Over the 
past ten years, Africa’s economy has grown by an average of 5.2 per cent a year making it one of the 
fastest-growing regions in the world. This recent success can continue as improving macroeconomic 
policies and governance make use of positive demographic changes and natural resource wealth. (See 
Figure 6.) 

Despite its recent economic success, Africa is the poorest continent in the world today and incomes 
have fallen further behind the rest of the world. (See Figure 7.) In 1988, the median income in Africa 
was equal to two-thirds of the global average. By 2008, this proportion had declined to less than one 
half.2 Furthermore, rates of poverty have remained high in Africa. In 1990, an estimated 56.5 per cent 
of Sub-Saharan Africa lived below US$1.25 a day. Twenty years later, this estimate has dropped by 
fewer than ten percentage points to 48.5 per cent. For comparison, the percentage of the population of 
countries in east Asia and around the Pacific living on less than US$1.25 a day decreased from 56.2 
per cent to 12.5 per cent over the same period.3 

While Africa as a whole is growing, there is much variation within the continent. Each of Africa’s 54 
nations have their own economies, political regimes, cultures and growth trajectories.4 Approximately 
half of all African countries have sizeable natural resource wealth. Meanwhile, countries vary in the 
strength of their institutions. For example, in terms of rule of law on the World Bank’s scale, Zimbabwe 
ranks at a level similar to Afghanistan or Venezuela for the worst rule of law globally in 2012, while 
Mauritius ranks highly, on levels close to that of South Korea.5 The quality of infrastructure also varies, 
with Mozambique, Gambia and Eritrea ranking lower than Iraq, and South Africa ranking above more 
advanced economies such as Israel, Chile and Mexico.6 These differences are further reflected in gross 
domestic product per capita, which ranges from just US$593 in Mozambique to US$15,046 in the 
Seychelles.7 
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FFiigguurree  66::   SShhaarree  ooff   gglloobbaall   ggrroossss  ddoommeesstt iicc  pprroodduucctt  oonn  ppuurrcchhaassiinngg  ppoowweerr  ppaarrii ttyy  bbaassiiss  ((ppeerr  cceenntt))   

Source: International Monetary Fund, World Economic Outlook (International Monetary Fund, Washington), May 2014; Organisation for 
Economic Co-operation and Development; and Capital Economics. 

FFiigguurree  77::   GGrroossss  ddoommeesstt iicc  pprroodduucctt  ppeerr  ccaappiittaa,,   22001133  ((UUSS$$  ppuurrcchhaassiinngg  ppoowweerr  ppaarrii ttyy))   

Source: International Monetary Fund, World Economic Outlook (International Monetary Fund, Washington) May 2014; QGIS 2.4; and Capital 
Economics. 
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TThhee  ooppppoorrttuunniitt iieess  ffoorr  AAffrr iiccaa’’ss  llaarrggeesstt  eeccoonnoommiieess  

In this section we consider the five largest economies in Africa, and how the prospects for growth in 
each of these economies can contribute to the continent as a whole. 

Nigeria, South Africa, Algeria, Egypt, and Angola together account for nearly two-thirds of total African 
gross domestic product. (See Figure 8.) There are many opportunities for Africa’s largest economies 
and, while these five countries are expected to contribute greatly to the continent’s growth, the long 
term potential of each country varies significantly. (See Table 1.) 

FFiigguurree  88::   GGrroossss  ddoommeesstt iicc  pprroodduucctt,,   22001133  ((UUSS$$  bbii ll ll iioonnss))   

Source: International Monetary Fund, World Economic Outlook (International Monetary Fund, Washington), May 2014 and Capital Economics. 

NNiiggeerriiaa  

Recent revisions to historic gross domestic product data confirmed Nigeria as the largest economy in 
Africa, with nominal gross domestic product of over US$500 billion in 2013, surpassing that of South 
Africa.8 However, with a population three times as large, Nigeria is still underperforming on a per-capita 
basis.  

Looking ahead, a positive growth outlook means that Nigeria should extend its lead over the region and, 
as has been the case over the past few years, growth is likely to be driven by consumer-facing sectors 
such as the retail and wholesale trade industry, and telecoms. While oil accounts for 70 per cent of 
government revenue, its share of the economy has decreased in recent years, which may dampen the 
positive outlook slightly. 
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In terms of demographics, according to the United Nations, Nigeria is projected to have the third largest 
population in the world in the next century, after China and India.9 While this rapidly expanding labour 
force has the potential to lead to high rates of growth, it comes with challenges. The rate of 
unemployment in Nigeria rose to 27.4 per cent in 2012 from 12.7 per cent in 2007, which is largely 
attributed to population growth.10 An increasing working age population will put more pressure on the 
government to create jobs. 

The rapidly expanding labour force, coupled with ongoing structural reforms, point to high rates of 
potential growth, and the economy could expand at an average rate of 6.7 per cent each year to 2040. 
Nigeria’s political instability and concerns over security in the country remain the key domestic risk. 

SSoouutthh  AAffrr iiccaa  

In contrast to many of its peers, South Africa’s growth has disappointed over much of the last twenty 
years, despite it having a relatively stable economy, plentiful natural and labour resources, and 
developed financial markets. Between 1996 and 2008, its economy grew at an average 3.2 per cent. 
Since the financial crisis, growth has slowed even further to just 1.9 per cent in 2013.11 This has been 
reflective of a sluggish external environment and domestic labour market troubles. Strikes have 
ravaged the mining sector, holding back output, with knock on effects to manufacturing industries. 
South Africa also suffers from high unemployment, and a combined current account and fiscal deficit of 
roughly ten per cent of gross domestic product. 

Unlike the favourable population trend across the rest of the continent, working age population growth 
is set to be just 0.7 per cent per annum through to 2040.12 Widespread supply-side measures are 
needed to increase medium-term growth, including raising investment levels and reforming the labour 
market. Although unlikely to be a star performer, the economy has the potential to grow above three per 
cent each year, provided reform is not hampered. 

EEggyypptt  

The volatile political situation has caused the Egyptian economy to struggle since 2011. Although we 
expect growth to strengthen over the next couple of years, the recovery is likely to be slow-going unless 
there is a dramatic shift in stability. For the time being, it looks like the economy will continue to be 
driven by domestic demand, supported by two Gulf-funded stimulus packages. Gulf financing has also 
eased strains in the balance of payments. However, little progress has been made on tackling deeper-
seated problems such as the dire fiscal position and poor business environment. Growth in the near-
term is likely to remain below the rate of 4.5 per cent or so that is needed to reduce the unemployment 
rate (which currently stands at 13.4 per cent). A positive demographic outlook means that there is the 
potential for decent rates of growth, if the volatile politics abate and necessary reforms can be made. 

AAllggeerr iiaa  

Algeria’s recent economic performance has been mixed. On the upside, real output expanded three per 
cent in 2013, driven mainly by domestic demand, including public investment. On the downside, the 
country’s economic ills are most evident in the hydrocarbon sector, with levels of oil production at the 
start of 2014 twenty per cent below its peak in 2008. This is largely because foreign energy companies 
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have refrained from investing due to the poor business environment as well as security concerns, as 
highlighted by 2013’s hostage situation in the Tigantourine gas facility. The near future is not without its 
challenges, with little hope of immediate progress in improving the business environment and raising 
investment. Any efforts at reforms are also likely to fall at the first hurdle due to significant vested 
interests in the country. Nevertheless, a modestly growing working population, a sound external 
position, and an expected recovery in oil and gas offer the potential for the economy to expand by 
almost four per cent each year. 

AAnnggoollaa  

After its economy was destroyed by almost three decades of civil war, Angola has grown rapidly recently, 
at a rate of more than ten per cent per year, on the back of close links to China’s demand for oil and 
other natural resources. However, after a crash in oil prices in 2009 and 2010 which has yet to fully 
recover, accompanied by China’s slowing economy, Angola will be unable to maintain this high level of 
growth. A radical change in economic policy in the short term seems unlikely under the current 
government, which will remain in power until at least 2017 following their victory in August 2012. 
Strong demographic prospects should help to alleviate this (about 60 per cent of the country’s 21 
million people are under 25 years of age) and, along with more investment needed in skills and 
infrastructure, Angola could grow just over four per cent each year in the coming years. 

TTaabbllee  11::   SSeelleecctteedd  ff iigguurreess  oonn  mmaajjoorr  AAffrr iiccaann  eeccoonnoommiieess  aanndd  aannnnuuaall   ffoorreeccaassttss  ttoo  22004400  

per cent Nigeria South Africa Egypt Algeria Angola 

Share of African gross domestic product, 2013 21.8 15.0 11.3 9.1 5.4 

Share of African population, 2015 15.7 4.6 7.3 3.5 2.0 

Gross domestic product per capita as a proportion of United States’, 2013 3.2 12.5 6.1 10.2 11.0 

Average forecast gross domestic product growth, 2014 7.0 1.8 2.7 2.5 6.5 

Long term average annual working age population growth 2.9 0.7 1.4 1.2 3.3 

Long term average annual gross domestic product per capita growth 4.0 2.5 2.5 2.5 1.5 

Long term average annual population growth 2.7 0.6 1.2 1.1 2.8 

Long term average annual gross domestic product growth 6.7 3.0 3.7 3.5 4.2 

Source: International Monetary Fund, World Economic Outlook (International Monetary Fund, Washington), May 2014; United Nations, World 
Population Prospects: The 2012 Revision, Highlights and Advance Tables (United Nations Department of Economic and Social Affairs, 
Geneva), 2013; and Capital Economics. 

TThhee  ppootteennttiiaall   ffoorr  ggrroowwtthh  aaccrroossss  AAffrr iiccaa  

In this section, we discuss the mechanisms through which Africa has the potential to grow. 
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There is great potential for growth across Africa through: increases in working age population; 
improvement in infrastructure; natural resource wealth; encouraging entrepreneurship; and improving 
institutions and economic governance — although the scale of opportunity varies from nation to nation. 

WWoorrkkiinngg  aaggee  ppooppuullaatt iioonn  ggrroowwtthh  

One of the most significant contributors to Africa’s future growth will be its expanding population. Since 
1980 the continent’s share of global population has increased by over four percentage points. By 2040 
Africa will make up almost a quarter of the world’s population.13 Increased access to modern medicine 
and health care on the continent means that more infants are surviving, and fewer adults are dying 
from preventable diseases. While increasing life expectancy has the potential to increase pressure on 
governments to provide for their citizens, this population growth is also an opportunity. 

Africa will have the fastest growing working age population through to 2040, and will add the most 
workers to the world’s labour force. One-fifth of the world’s workers will be in Africa by 2040, and 
Africa’s share of working age population will have caught up with the developed world’s by 2040.14 (See 
Figure 1 on page 10, and Figure 9 to Figure 11.) 

FFiigguurree  99::   WWoorrkkiinngg  aaggee  ppooppuullaatt iioonn  ccoommppoouunnddeedd  aannnnuuaall   ggrroowwtthh  rraatteess,,   22001100  ttoo  22004400  ((ppeerr  cceenntt))   

 
Source: United Nations, World Population Prospects: The 2012 Revision, Highlights and Advance Tables (United Nations Department of 
Economic and Social Affairs, Geneva), 2013 and Capital Economics. Note: working age population as population aged 15 to 64 years inclusive. 
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FFiigguurree  1100::   WWoorrkkiinngg  aaggee  ppooppuullaatt iioonn  cchhaannggee,,   22001100  ttoo  22004400  ((mmii ll ll iioonnss))   

 
Source: United Nations, World Population Prospects: The 2012 Revision, Highlights and Advance Tables (United Nations Department of 
Economic and Social Affairs, Geneva), 2013 and Capital Economics. Note: working age population as population aged 15 to 64 years inclusive. 

FFiigguurree  1111::   WWoorrkkiinngg  aaggee  ppooppuullaatt iioonn  aass  sshhaarree  ooff   ttoottaall   ((ppeerr  cceenntt))   

Source: United Nations, World Population Prospects: The 2012 Revision, Highlights and Advance Tables (United Nations Department of 
Economic and Social Affairs, Geneva), 2013 and Capital Economics. Note: working age population as population aged 15 to 64 years inclusive. 
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double by 2040, rising from 1.1 billion in 2014 to 2.0 billion in 2030. The number of African states 
making the top twenty most populous countries will grow from three in 2010 to six by 2040.15 (See 
Table 2.) 

TTaabbllee  22::   PPooppuullaatt iioonn  ooff   tthhee  wwoorrlldd’’ss  mmoosstt  ppooppuulloouuss  ttwweennttyy  ccoouunnttrr iieess  iinn  22001100  aanndd  22004400,,   mmii ll ll iioonnss  

Country 2010 Country 2040 

China 1,360 India 1,566 

India 1,206 China 1,435 

United States 312 United States 383 

Indonesia 241 Nigeria 351 

Brazil 195 Indonesia 311 

Pakistan 173 Pakistan 255 

Nigeria 160 Brazil 229 

Bangladesh 151 Bangladesh 196 

Russia 144 Ethiopia 164 

Japan 127 Mexico 152 

Mexico 118 Philippines 144 

Philippines 93 Democratic Republic of Congo 129 

Vietnam 89 Russia 127 

Ethiopia 87 Japan 115 

Germany 83 Egypt 113 

Egypt 78 Vietnam 104 

Iran 74 Tanzania 103 

Turkey 72 Iran 97 

Thailand 66 Turkey 92 

France 63 Uganda 83 

Source: United Nations, World Population Prospects: The 2012 Revision, Highlights and Advance Tables (United Nations Department of 
Economic and Social Affairs, Geneva), 2013 and Capital Economics. 

This is the period of the so-called ‘demographic dividend’, which is characterized by significant 
reductions in child and infant mortality rates, accompanied by an extension in average life expectancy. 
This then leads to an increase in the working age population. Half of the population of sub-Saharan 
Africa will be made up of fifteen to 29 year olds for the next three to five decades. 

An increasing working age population can pose both challenges and opportunities. In one respect, high 
rates of workforce growth may be associated with high levels of unemployment, civil conflict and 
political instability. On the other hand, population growth leads to urbanisation, which is closely 
correlated with economic growth.16 Rural-urban migration creates larger urban centres which allow for 
innovation and increased economies of scale. If governments manage this demographic transition 
wisely, the demographic dividend can open up a window of opportunity for faster economic growth. 
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IImmpprroovveemmeenntt  iinn  iinnffrraassttrruuccttuurree  

Improvement in infrastructure is another area which will create potential for growth across Africa. Of the 
25 countries in the world with the worst infrastructure, sixteen are in Africa.17 Improvements are vital for 
any sustainable growth to occur in Africa. There is a strong relationship between per capita gross 
domestic product and the perceived quality of ‘trade and transport related infrastructure’, e.g. ports, 
railroads and information technology. Although this relationship is not entirely causal, with wealthier 
countries being able to afford higher quality transport, energy, utility and telecommunications networks, 
it is likely that access to good provision enhances or at least facilitates an environment for growth. 
According to the World Bank, poor infrastructure is found to depress firm productivity by around 40 per 
cent.18 (See Figure 12.) 

Africa’s largest infrastructure problems are in the power sector. According to the United States Agency 
for International Development, 70 per cent of the population of sub-Saharan Africa is without access to 
electricity.19 Access to roads is a further obstacle, with only one-third of Africans living in rural areas 
within two kilometres of a major road. Water resources are underutilised due to a paucity of storage and 
irrigation facilities. Spending on key networks and assets is expected to grow over the next twenty years 
by roughly ten per cent a year if the funding is made available for it. Given the relatively poor quality of 
infrastructure in Africa today, improvements are likely to have a material impact on growth. 

FFiigguurree  1122::   RReellaatt iioonnsshhiipp  bbeettwweeeenn  ggrroossss  ddoommeesstt iicc  pprroodduucctt  ppeerr  ccaappiittaa  ((UUSS$$))  aanndd  qquuaall ii ttyy  ooff   ttrraaddee  
aanndd  ttrraannssppoorrtt   iinnffrraassttrruuccttuurree  

Source: World Bank, World Bank Logistics Performance Index (World Bank, Washington), 2014 and Capital Economics. Note: R2 = 0.63. 
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NNaattuurraall   rreessoouurrccee  wweeaalltthh  

Exploiting Africa’s abundance of natural resources will help drive future growth, just as it has supported 
the recent resurgence of some economies. It is the world’s appetite for raw materials that has helped to 
propel this new wave of growth. Approximately half of all African countries have sizeable natural 
resource wealth, and a significant part of their gross domestic product is derived from resource 
extraction. Africa has twelve per cent of the world’s oil reserves, 42 per cent of its gold, 80 to 90 per 
cent of its chromium and platinum, and 60 per cent of arable land.20 These sectors constitute an 
important share of exports and tax revenues for much of Africa, and also hold great potential to finance 
a variety of infrastructure development and projects. Mining already accounts for over ten per cent of 
national output in sixteen African states, and it has been a major contributor to growth for these 
nations.21 (See Figure 13.) 

Mining revenues also contribute to the necessary improvements to infrastructure. However, a main 
concern is Africa’s lack of economic diversification. As many African countries are dependent on a 
handful of primary commodities (e.g. oil, coffee, cotton or cocoa), they are vulnerable to often volatile 
changes in commodity prices and climate variability. 

FFiigguurree  1133::   MMiinniinngg  aass  aa  sshhaarree  ooff   ggrroossss  vvaalluuee  aaddddeedd,,   ttoopp  2200  AAffrr iiccaann  ccoouunnttrr iieess  ((ppeerr  cceenntt))   

 
Source: African Development Bank Group, AfDB Socio Economic Database (African Development Bank, Abidjan), January 2014. 

EEnnccoouurraaggiinngg  eennttrreepprreenneeuurrsshhiipp  

Creating an environment that fosters entrepreneurial activity and supports small businesses is an 
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working age population, Africa is going to have to rely on small businesses to provide a large percentage 
of employment and job creation going forward. Current indicators of the entrepreneurial landscape are 
generally positive. Among ‘factor-driven’ economies, sub-Saharan Africa is the region with the highest 
rate of people involved in early-stage entrepreneurial activity, with Nigeria and Zambia leading the world 
rankings in 2013.24 Six out of the top ten countries are in Africa. The continent also leads the world in 
the number of women starting businesses. (See Figure 14.) 

FFiigguurree  1144::   TToottaall   eeaarrllyy  ssttaaggee  eennttrreepprreenneeuurrsshhiipp  aacctt iivvii ttyy,,   ttoopp  tteenn  ccoouunnttrr iieess  wwiitthh  tthhee  hhiigghheesstt  
ppeerrcceennttaaggee  ooff   aadduullttss  wwhhoo  aarree  eeiitthheerr  ssttaarrtt iinngg  aa  bbuussiinneessss  oorr  hhaavvee  rruunn  ii tt   ffoorr  lleessss  tthhaann  33..55  yyeeaarrss  
((ppeerr  cceenntt))   

 
Sources: Jose Ernesto Amoros and Niels Bosma, GEM 2013 Global Report (Global Entrepreneurship Monitor, London), 2014 and Capital 
Economics. 

However, a high entrepreneurship rate does not automatically lead to the creation of a large number of 
jobs. Countries with lower gross domestic product tend to have high entrepreneurial rates because 
opportunities of formal employment with larger corporations are limited. Many of these start-ups may 
have a short life span; the rate of business discontinuance tends to decrease as economic development 
increases. 

IImmpprroovviinngg  iinnsstt ii ttuutt iioonnss  aanndd  ggoovveerrnnaannccee  

The quality of institutions is critical for economic growth. Strong institutions and higher levels of income 
per capita in a country go hand-in-hand. For example, 77 per cent of countries in the top quartile of 
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according to the World Bank. Correspondingly, 59 per cent of countries in the bottom quartile of 
incomes are in the bottom quartile of countries ranked by the strength of rule of law.25 Institutions are a 
major source of cross-country differences in economic growth and prosperity.26 Quality institutions 
matters for the effectiveness of aid spending.27 Where institutions are weak or corrupt, aid has little or 
no effect. Institutions in Africa are often of lower quality than the rest of the world and the potential to 
improve these provide a significant economic growth opportunity. 

FFiigguurree  1155::   WWoorrlldd  BBaannkk  iinnddiiccaattoorr  ooff   rruullee  ooff   llaaww  aaggaaiinnsstt   ggrroossss  ddoommeesstt iicc  pprroodduucctt  ppeerr  ccaappiittaa  ((UUSS$$))  

Source: World Bank, World Bank Logistics Performance Index (World Bank, Washington), 2014 and Capital Economics. Note: R2 = 0.64. 

FFoorreeccaassttss  ooff   AAffrr iiccaa’’ss  ggrroowwtthh  ppootteenntt iiaall   

The potential for growth across Africa will vary between countries. In order to see the variation within 
Africa more clearly, we have categorized countries in two ways. The first is by the level of gross domestic 
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TTaabbllee  33::   CCaappiittaall   EEccoonnoommiiccss’’   aasssseessssmmeenntt  ooff   lloonngg  tteerrmm  ggrroowwtthh  ppootteenntt iiaall   ooff   AAffrr iiccaann  ccoouunnttrr iieess    
((GGrreeeenn  iiss  hhiigghh  ggrroowwtthh  ppootteenntt iiaall ;;   rreedd  iiss  llooww  ggrroowwtthh  ppootteenntt iiaall .. ))   

Source: Capital Economics. Note: Somalia is not included through lack of data; its government has only recently received the recognition of the 
International Monetary Fund. 

We have used this analysis to create forecasts of the potential for economic growth to 2040 in each 
country on the continent.29 Our analysis suggests that the continent as a whole could grow by an 
average of five per cent each year to 2040 under the right circumstances, resulting in gross domestic 
product of US$8.7 trillion (2013 prices) or US$15.0 trillion in purchasing power parity terms.30 This is 
almost four times larger than today, and Africa could be set to lead growth rates globally.31 (See Figure 
16.) 

While there are good prospects for growth in Africa, there is still a long way to go to catch up to the rest 
of the world. Currently, over 90 per cent of the continent has up to just fifteen per cent of the United 
States’ gross domestic product per capita. Our conservative forecasts reveal that even decent and 
sustainable growth rates for all countries in Africa will still not be high enough to reach levels similar to 
those of the United States today. (See Figure 2 on page 11.) 

By 2040, we forecast that only four countries in Africa will have over 40 per cent of the United States’ 
per capita gross domestic product today. (See Figure 17.) In terms of growth per capita between 2013 
and 2040, the countries with the largest growth prospects compared to South Africa include Nigeria, 
Malawi, Democratic Republic of the Congo, Uganda and Mozambique. Countries with the poorest 
growth prospects compared to South Africa include Angola, Eritrea, Sudan and Libya. 

Resource	  rich Resource	  poor

Institutional	  and infrastructure	  quality	  and	  proximity	  to	  major	  capital	  cities	  in	  Africa

Good Medium Weak Good Medium Weak

Initial	  
gross	  
domestic
product	  
per	  
capita

Low • Democratic	  
Republic	  of	  the	  
Congo
• Guinea
• Liberia
•Mali
•Mozambique
• South	  Sudan
• Uganda

• Niger
• Togo

•Malawi • Burundi
• Central	  African	  

Republic
• Comoros
• Ethiopia
• Guinea-‐Bissau
•Madagascar
• Zimbabwe

• Eritrea

Medium •Mauritania • Sierra	  Leone
• Zambia

• Chad • Lesotho
• Senegal

• Benin
• Burkina	  Faso
• Cote	  d’Ivoire
• Djibouti
• Gambia
• Kenya
• Rwanda
• Sao	  Tome	  and	  

Principe
• Tanzania

• Cameroon
• Sudan

High • Botswana
• Namibia
• South	  Africa

• Algeria
• Egypt
• Gabon
• Ghana
• Nigeria
• Tunisia

• Angola
• Congo
• Equatorial	  

Guinea
• Libya

• Cabo Verde
•Mauritius
• Seychelles

•Morocco
• Swaziland
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FFiigguurree  1166::   RReeaall   ggrroossss  ddoommeesstt iicc  pprroodduucctt  ccoommppoouunndd  aannnnuuaall   ggrroowwtthh  rraatteess,,   22001133  ttoo  22004400  ((ppeerr  
cceenntt))   

 
Sources: Organisation for Economic Co-operation and Development, May 2014 and Capital Economics. Note: * Capital Economics’ estimate of 
potential economic growth. 

FFiigguurree  1177::   AAffrr iiccaann  22001133  aanndd  22004400  rreeaall   ggrroossss  ddoommeesstt iicc  pprroodduucctt  ppeerr  ccaappiittaa  aass  aa  ppeerrcceennttaaggee  ooff   
UUnniitteedd  SSttaatteess’’   22001133  rreeaall   ggrroossss  ddoommeesstt iicc  pprroodduucctt   ppeerr  ccaappiittaa  

 

Sources: International Monetary Fund, World Economic Outlook (International Monetary Fund, Washington), May 2014 and Capital Economics. 
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These sustained levels of growth for much of the continent to 2040 will still only bring Africa’s gross 
domestic product per capita to the levels of emerging and developing economies today. (See Figure 18.) 

FFiigguurree  1188::   GGrroossss  ddoommeesstt iicc  pprroodduucctt  bbaasseedd  oonn  ppuurrcchhaassiinngg  ppoowweerr  ppaarrii ttyy  ppeerr  ccaappiittaa,,   22001133  ((UUSS$$  
iinntteerrnnaatt iioonnaall ,,   tthhoouussaannddss))   

 
Source: International Monetary Fund, World Economic Outlook (International Monetary Fund, Washington), May 2014 and Capital Economics. 

CCaappiittaall ,,   iinnvveessttmmeenntt  aanndd  ffuuttuurree  ggrroowwtthh  

In this section, we quantify the capital stock and hence how much investment will be needed for Africa 
to be able to reach our growth forecasts. 

By capital stock, we mean all fixed assets used in the economy such as machinery, buildings and 
intangible assets such as software. Africa has the least capital of any continent other than Oceania with 
just two per cent of the global total. In per capita terms, the continent’s total is just fifteen per cent of 
the global average. Even within the continent, capital stock is unevenly distributed with South Africa, 
Nigeria and some countries in the Maghreb accounting for more than half of the total. (See Figure 19 
and Figure 20.) 

Africa’s performance is unsurprising. There is a strong relationship between the levels of gross domestic 
product and levels of capital stock. Higher levels of prosperity and greater economic activity in an 
economy require more capital for it to function effectively. (See Figure 21.) 
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FFiigguurree  1199::   SShhaarree  ooff   gglloobbaall   ccaappiittaall   ssttoocckk,,   22001111  ((ppeerr  cceenntt))   aanndd  rreeaall   ccaappiittaall   ssttoocckk  ppeerr  ccaappiittaa,,   
22001111  ((UUSS$$  tthhoouussaannddss,,   22000055  pprr iicceess))   

 
Source: Alan Heston, Robert Summers and Bettina Aten, Penn World Table Version 7.1 (University of Pennsylvania, Philadelphia, PA), 2012 
and Capital Economics. 

FFiigguurree  2200::   SShhaarree  ooff   AAffrr iiccaann  ccaappiittaall   ssttoocckk  ((ppeerr  cceenntt))   

 
Source: Alan Heston, Robert Summers and Bettina Aten, Penn World Table Version 7.1 (University of Pennsylvania, Philadelphia, PA), 2012 
and Capital Economics. 

0

10

20

30

40

50

Asia Europe Northern 
America

Latin 
America 
and the 

Caribbean

Africa Oceania
0

20

40

60

80

100

120

140

Northern 
America

Oceania Europe World Latin 
America 
and the 

Caribbean

Asia Africa

0

5

10

15

20

25

So
uth

 Af
ric

a
Eg

yp
t

Ni
ge

ria
Mo

ro
cc

o
Tu

nis
ia

An
go

la
Et

hio
pia

Gh
an

a
Ta

nz
an

ia
Ke

ny
a

Ca
me

ro
on

Su
da

n
Co

ng
o, 

De
m.

 R
ep

.
Bo

tsw
an

a
Se

ne
ga

l
Ug

an
da

Ga
bo

n
Za

mb
ia

Ma
da

ga
sc

ar
Ma

law
i

Co
te 

d`
Ivo

ire
Ma

ur
itiu

s
Bu

rki
na

 Fa
so

Ni
ge

r
Na

mi
bia

Be
nin

Mo
za

mb
iqu

e
Co

ng
o, 

Re
pu

bli
c o

f
Ma

ur
ita

nia
Gu

ine
a

Sw
az

ila
nd

Ch
ad Ma

li
Rw

an
da

Eq
ua

tor
ial

 G
uin

ea
To

go
Le

so
tho

Si
er

ra
 Le

on
e

Bu
ru

nd
i

Ca
pe

 Ve
rd

e
Zi

mb
ab

we
Ce

ntr
al 

Af
ric

an
 …

Dj
ibo

uti
Gu

ine
a-

Bi
ss

au
Ga

mb
ia,

 Th
e

Lib
er

ia
Co

mo
ro

s
Sa

o T
om

e a
nd

 …



JERSEY FINANCE JERSEY’S VALUE TO AFRICA | P35 
 

	   	  

© Capital Economics Limited, 2014 
 

FFiigguurree  2211::   GGrroossss  ddoommeesstt iicc  pprroodduucctt  aaggaaiinnsstt   ccaappiittaall   ssttoocckk,,   22001111  ((UUSS$$  tthhoouussaannddss  ppeerr  ccaappiittaa,,   
22000055  pprr iicceess))   

 
Source: Alan Heston, Robert Summers and Bettina Aten, Penn World Table Version 7.1 (University of Pennsylvania, Philadelphia PA), 2012 and 
Capital Economics. Note: R2 = 0.88. 

Our long term projections for Africa’s economies suggest that total economic activity could be almost 
four times higher in real terms by 2040. Using the relationship between the levels of gross domestic 
product and capital stock, we can determine how much capital will have to be accumulated by 2040 to 
reach that level of gross domestic product. 

According to our calculations, Africa’s net capital stock value will have to rise almost six-fold from 
US$9.0 trillion (2013 prices, purchasing power parity) in 2013 to US$53.3 trillion (2013 prices) in 
2040. Over that same period, with depreciation taken into account, cumulative gross investment would 
have to be US$84.7 trillion (2013 prices, purchasing power parity). 

Africa would have to invest 37.0 per cent of its income between now and 2040 to reach this capital 
stock level. This is 13.5 percentage points higher than current rates of investment of 23.5 per cent, and 
is equivalent to an accumulated US$11.4 trillion by 2040. (See Figure 22 and Figure 23.) 
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FFiigguurree  2222::   GGrroossss  iinnvveessttmmeenntt  aass  aa  sshhaarree  ooff   ggrroossss  ddoommeesstt iicc  pprroodduucctt,,   22001133  ((ppeerr  cceenntt))   

 

Source: International Monetary Fund, World Economic Outlook (International Monetary Fund, Washington), May 2014 and Capital Economics. 

FFiigguurree  2233::   AAvveerraaggee  iinnvveessttmmeenntt  sshhaarree  ooff   ggrroossss  ddoommeesstt iicc  pprroodduucctt  ffrroomm  22000044  ttoo  22001133  ((ppeerr  cceenntt))  

 
Source: International Monetary Fund, World Economic Outlook (International Monetary Fund, Washington), May 2014 and Capital Economics.  
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3 FUNDING THE INVESTMENT 
In this chapter, we consider the various sources of funding that have the potential to fill Africa’s 
investment gap, which we estimate to be 13.5 per cent of gross domestic product. 

First, we consider the potential for local businesses to fund the investment gap. Second, we examine 
the extent to which local governments can contribute. Third, we look at foreign aid. Fourth, we assess 
the potential for foreign direct investment to plug the gap. 

DDoommeessttiicc  pprriivvaattee  sseeccttoorr  

In this section, we examine the extent to which the domestic private sector can potentially fund the 
investment gap. 

The domestic private sector has been recognised as a key engine of Africa’s economic development by 
the African Development Bank, and research suggests that it accounts for approximately two-thirds of 
total investment in the continent.32 The private sector can help fill the investment gap from three 
sources: local retained profits; corporate debt; and local equity markets. We consider each in turn. 

RReettaaiinneedd  pprrooff ii ttss  

First, local businesses could retain their profits for reinvestment. 

We estimate that African corporate profits could have been around US$1.3 trillion (purchasing power 
parity 2013 prices) in 2013, or 24.6 per cent of gross domestic product. (See Box 1.) Companies use 
profits to fund investment, bolster cash reserves to provide a better cushion to volatile revenues or 
expenditure, reward investors through dividends and pay the taxman. If corporate profits are to 
contribute to closing the investment gap then companies will have to hold back less cash each year or 
shareholders will have to be rewarded with lower dividends. 

BBooxx  11::   EEsstt iimmaattiinngg  AAffrr iiccaann  ccoorrppoorraattee  pprrooff ii ttss  

There is limited available data for corporate profits in Africa. We use data from the United Nations, which has reasonably 
comprehensive coverage of other countries in the world. We use gross operating surplus as our measure of profits before tax. 
Gross operating surplus as a share of gross domestic product tends to rise as countries become richer. This is likely a 
consequence of globalisation, technological change and wage moderation, as well as the change in the sectoral composition of 
country’s economies as they modernise.33 Using regression analysis and the limited available data from the United Nations, we 
estimate that profits before tax could be around US$1.3 trillion (purchasing power parity, 2013 prices) in 2013, or 24.6 per 
cent of gross domestic product. Our regression analysis included a dummy variable to take into account whether or not a 
country has a large extractive industry as a share of the total economy, as these economies tend to have higher profits relative 
to gross domestic product. 

Source: Capital Economics. 
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There is little room to fund increased investment through the redeployment of current corporate profits. 
We estimate that after paying for existing rates of investment and rewarding shareholders through 
dividends, there is only 2.1 per cent of gross domestic product that can be retained as cash for future 
years or used to close the investment gap. (See Box 2.) But it will be unsustainable for companies to 
continually use an annual cash buffer for investment as any shock to earnings in one year could leave 
company finances vulnerable. Shareholders would therefore be required to accept a lower return for 
investment to be increased permanently. Shareholders need to be adequately rewarded; otherwise 
there will be little incentive for entrepreneurship and risk taking. 

BBooxx  22::   CCaallccuullaatt iinngg  tthhee  pprrooppoorrtt iioonn  ooff   ssuurrpplluuss  pprrooff ii ttss  tthhaatt  ccaann  bbee  rree--aall llooccaatteedd  ttoo  iinnvveessttmmeenntt  

We estimate that private sector gross investment is 15.3 per cent of gross domestic product. We use data from the 
International Monetary Fund and the study by Marco Stampini et al. on the size of the private sector in Africa to derive these 
estimates.34 We estimate profits before tax to be 24.6 per cent of gross domestic product. Applying a taxation rate of 25.3 per 
cent (the amount of tax African governments collect as a proportion of gross domestic product) leaves 18.4 percentage points 
to fund investment, reward investors and be kept back as cash for future years. With private sector gross investment of 15.3 
percentage points, this gives a “spare” 3.1 percentage points for enterprise owners and retained profits. Since 1995, emerging 
market equities have paid out an average of 30.2 per cent of earnings in dividends. We take this benchmark and apply it to our 
3.1 percentage points of earnings that are left over. This suggests that 0.9 percentage points will be used to reward the 
enterprise owners. As such, assuming dividend rates are not cut, there is only 2.1 percentage points of gross domestic product 
available to retain as surplus cash for future years or to use for greater investment. 

Source: Capital Economics. 

DDeebbtt  

Second, companies can raise finance through debt. Corporates borrow to invest either by issuing bonds 
on the capital markets or through commercial bank loans. African businesses face tough borrowing 
conditions with little depth to local capital markets and (historically) little appetite from abroad. Global 
banks place a premium on African assets if they lend to the continent at all, and bonds will all too often 
be given junk status simply based on the sovereign risks involved. South Africa is the main exception to 
this, but it does not have the capacity to provide the scale of financing the rest of the continent 
requires. (See Figure 24 and Figure 25.) 
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FFiigguurree  2244::   IInnddiiccaattoorr  ooff   eeaassee  ooff   ggeetttt iinngg  ccrreeddiitt ,,   22001144  ((ccoouunnttrryy  rraannkk  bbyy  qquuiinntt ii llee))   

Source: World Bank, World Development Indicators, (World Bank, Washington), 2013, Capital Economics and QGIS 2.4. 

FFiigguurree  2255::   TToottaall   rreeggiioonnaall   ddeebbtt  oouuttssttaannddiinngg  aass  aa  pprrooppoorrtt iioonn  ooff   ggrroossss  ddoommeesstt iicc  pprroodduucctt,,   22001122  QQ22  
((ppeerr  cceenntt))   

 
Source: McKinsey Global Institute, Financial globalization: Retreat or rest? (McKinsey & Company, New York), March 2013. 
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EEqquuiittyy  mmaarrkkeettss  

Third, local equity markets in Africa could allow corporates to issue equity and use the proceeds for 
investment. Yet African markets are underdeveloped with US$1.6 trillion of stock market capitalisation 
at the end of 2013. (See Figure 26.) 

FFiigguurree  2266::   SSttoocckk  mmaarrkkeett  ccaappiittaall iissaatt iioonn,,   UUSS$$  ttrr ii ll ll iioonnss  aass  aatt  3311  DDeecceemmbbeerr  22001133  

 
Source: Thomson Reuters Datastream and Capital Economics. 

According to the International Monetary Fund, Africa’s inability to attract equity capital is due to poor 
liquidity and poor market infrastructure. While regulators concentrate on developing the frameworks 
and building up the infrastructure to attract new capital, this will not be enough to get the necessary 
levels of foreign capital investment needed to fund the investment gap. The ultimate driver of demand 
for Africa’s equity markets will lie in better governance of the broader economy. 

Although private domestic investment can help, entrepreneurs and investors need the right incentives 
to set up new firms or expand existing ones. Entrepreneurs need an environment where they can be 
satisfied that they have the opportunity for their efforts to be rewarded appropriately and fairly, and that 
these rewards would be available for themselves and their families to enjoy in the future. This is often 
not the case in Africa, and there are many indicators that demonstrate the continent falls short relative 
to the rest of the world in this area. For example, it is difficult to set up a business in Africa, as firms do 
not have access to credit because financial markets do not have the breadth or depth of those in the 
developed world. Moreover, investors may not feel protected as the regulatory environment is weak and 
there is little confidence in the rule of law. (See Figure 27 and Figure 28.) 

52.4

20.4

10.9

3.8
1.6

0

10

20

30

40

50

60

World United States Europe excluding UK UK Africa



JERSEY FINANCE JERSEY’S VALUE TO AFRICA | P41 
 

	   	  

© Capital Economics Limited, 2014 
 

FFiigguurree  2277::   IInnddiiccaattoorr  ooff   eeaassee  ooff   ssttaarrtt iinngg  aa  bbuussiinneessss,,   22001144  ((ccoouunnttrryy  rraannkk  bbyy  qquuiinntt ii llee))   

Source: World Bank, World Development Indicators, (World Bank, Washington), 2013, QGIS 2.4 and Capital Economics. 

FFiigguurree  2288::   IInnddiiccaattoorr  ooff   iinnvveessttoorr  pprrootteecctt iioonn,,   22001144  ((ccoouunnttrryy  rraannkk  bbyy  qquuiinntt ii llee))  

 

Source: World Bank, World Development Indicators, (World Bank, Washington), 2013, QGIS 2.4 and Capital Economics. 
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LLooccaall   ggoovveerrnnmmeennttss  

In this section, we assess local governments’ potential to fund the investment gap. Governments can 
raise revenue to spend on investment through tax receipts and issuing sovereign debt. 

In 2013, African governments collected almost US$1 trillion in tax revenue. However, the continent lags 
behind collection rates globally. (See Figure 29.) Furthermore, individual governments vary markedly in 
their ability to collect tax. For example Libya and Lesotho collected tax worth above 60 per cent of their 
gross domestic product in 2013 while the Central African Republic and Sudan collected revenues under 
ten per cent of their gross domestic products. (See Figure 30.) Too much of the continent lacks the 
institutional ability to administer and collect taxes in a consistent and effective manner. 

FFiigguurree  2299::   GGoovveerrnnmmeenntt  ttaaxx  rreevveennuuee  aass  aa  pprrooppoorrtt iioonn  ooff   ggrroossss  ddoommeesstt iicc  pprroodduucctt,,   22001133  ((ppeerr  cceenntt))   

Source: International Monetary Fund, World Economic Outlook (International Monetary Fund, Washington), May 2014 and Capital Economics. 
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FFiigguurree  3300::   TTaaxx  rreevveennuuee  aass  aa  pprrooppoorrtt iioonn  ooff   ggrroossss  ddoommeesstt iicc  pprroodduucctt,,   22001133  ((ppeerr  cceenntt))   

Source: World Bank, World Development Indicators (World Bank, Washington), 2013 and Capital Economics. 

Tax revenue cannot be relied on to cover investment spending fully. Taxes first need to cover the 
government’s current expenditure (i.e. day-to-day spending) plus maintain existing government assets 
and pay interest on its debts. (See Figure 31.) 

Governments can raise further investment finance through issuing debt. As Africa’s economy has 
developed more recently, it has also gained greater access to global sovereign debt markets. In 2013, 
bond issuance from countries such as Gabon, Ghana and Nigeria helped Africa raise a record US$11 
billion, which was up from US$6 billion a year earlier.35 However, this method of funding the investment 
gap is hampered by the perceived risk of default. There are typical economic and fiscal concerns 
reflected in bond prices, including carry costs, debt sustainability risks, currency risks, and roll-over 
risks, where a bond makes up a significant share of a countries external debt. They can also add to 
greater macroeconomic volatility, as large-scale capital inflows may lead to volatility and inflation.36 But 
fundamentally, many governments on the continent are perceived by markets as not being strong or 
sustainable enough to justify offering funding to over long periods. These risks are reflected in the high 
average monthly spread of African bond indices in Africa. (See Figure 32 and Figure 33.) 
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FFiigguurree  3311::   SShhaarree  ooff   ggoovveerrnnmmeenntt  eexxppeennddiittuurree  tthhaatt  ggooeess  ttoo  iinnvveessttmmeenntt,,   22001133  ((ppeerr  cceenntt))   

 
Source: World Bank, World Development Indicators (World Bank, Washington), 2013 and Marco Stampini et al., ‘How Large is the Private 
Sector in Africa? Evidence from national Accounts and Labor Markets’, Institute for the Study of Labor Discussion Paper Series, No. 6267, 
December 2011. 

FFiigguurree  3322::   AAvveerraaggee  mmoonntthhllyy  sspprreeaadd  oovveerr  UUnniitteedd  SSttaatteess’’   ttrreeaassuurryy  bbii ll llss  ffoorr  JJPP  MMoorrggaann  eemmeerrggiinngg  
mmaarrkkeett  bboonndd  iinnddiicceess,,   JJaannuuaarryy  22001133  ttoo  JJuunnee  22001144  ((bbaassiiss  ppooiinnttss))  

Source: Thomson Reuters Datastream and Capital Economics. Note: data for Tanzania from May 2013. 
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FFiigguurree  3333::   SSpprreeaadd  oovveerr  UUnniitteedd  SSttaatteess  ttrreeaassuurriieess  ffoorr  JJPP  MMoorrggaann  EEmmeerrggiinngg  MMaarrkkeett  BBoonndd  IInnddiicceess,,   
11999988  ––  22001144  ((bbaassiiss  ppooiinnttss))   

 
Source: Thomson Reuters Datastream and Capital Economics 

African countries are deemed to be more risky than others in the world for a number of reasons, 
including problems with corruption and political stability. Unless these issues can be resolved through 
improving institutional quality, levels of risk will likely remain high, making it difficult for governments to 
access debt funding with adequate scale or efficiency.  

Local governments alone cannot cover Africa’s investment gap. Although it is likely that their ability to 
raise debt finance will increase as institutional quality improves, the scale and speed of change will not 
be transformative. While improving the ability of governments to collect tax could lead to an increase in 
investment, the contributions of tax revenue are limited in scope, as taxes need to cover the 
government’s current expenditure. This leaves little additional allocation for investment spending. For a 
meaningful impact, governments would have to allocate a greater proportion of the additional tax 
revenue raised to investment. If they collected as much tax as the global average, and allocated half of 
this extra revenue to investment, this would only contribute US$2.8 trillion towards closing the 
investment gap. 

FFoorreeiiggnn  aaiidd  

In this section, we consider the extent to which foreign aid to Africa can fill the investment gap. 

Aid is a much debated topic. Over the last fifty years, hundreds of billions of dollars have been given and 
lent to African governments in the hope that this money will lift the continent out of poverty.37 However, 
it still suffers from widespread poverty and has a long way to go to catch up to the developed world.38 
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Aid fails to scratch the surface of what is required to fund the investment gap with only US$51.4 billion 
of bilateral and multilateral aid transferred to Africa in 2012.39 (See Figure 34.) Of course, some of this 
will be targeted at day-to-day health, welfare and humanitarian operations – or to capital projects that 
may not have a significant economic impact. The largest share of aid in 2012 was given toward social 
infrastructure and services, with US$2.8 billion committed towards education, US$5.8 billion committed 
towards health and population and US$2.0 billion committed towards water supply and sanitation. (See 
Figure 35.) 

The US$51.4 billion of aid received by Africa in 2012 is only around ten per cent of the value of current 
gross investment in Africa. In an age of austerity for many of the traditional donor countries, it is 
inconceivable that governments, multilateral organisations or charities would be able to increase aid 
spending enough, and ensure that it was all on investment, to have a material impact on closing the 
investment gap. Even if aid increased by 50 per cent, with all of it going to investment and if it was 
effectively spent, the investment gap would only close by 1.1 percentage points of gross domestic 
product. Indeed, it is even arguable whether aid assists economic development. (See Table 4.)  

FFiigguurree  3344::   NNeett  ooffff iicciiaall   ddeevveellooppmmeenntt  aassssiissttaannccee  ddiissbbuurrsseemmeennttss  ttoo  AAffrr iiccaann  ccoouunnttrr iieess  bbyy  ssoouurrccee,,   
22001122  ((UUSS$$  bbii ll ll iioonnss))   

Source: Organisation for Economic Co-operation and Development, Geographical Distribution of Financial Flows to Developing Countries 2014 
(OECD publishing, Paris), 2014. Note: Net disbursements represent the actual international transfer of financial resources. The figures here 
are shown as net that is less repayments of principal in respect of earlier loans. 
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FFiigguurree  3355::   SShhaarree  ooff   ooffff iicciiaall   ddeevveellooppmmeenntt  aassssiissttaannccee  ccoommmmiittmmeennttss  bbyy  ppuurrppoossee,,   22001122  ((ppeerr  cceenntt))   

Source: Organisation for Economic Co-operation and Development, Geographical Distribution of Financial Flows to Developing Countries 2014 
(OECD Publishing, Paris), 2014. 
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TTaabbllee  44::   LLii tteerraattuurree  rreevviieeww  ooff   tthhee  eeffffeecctt iivveenneessss  ooff   aaiidd  oonn  eeccoonnoommiicc  ggrroowwtthh  

Source Key findings 

United Nations Conference on Trade and Development, Doubling 
Aid: Making the “Big Push” work (United Nations, New York and 
Geneva), 2006. 

• Aid spending can raise economic growth almost 
anywhere at almost anytime 

Paul Collier, ‘African Growth: Why a ‘Big Push’?’, Journal of African 
Economies, Vol. 15, 2006. pp188-211 

• Existence of ‘poverty traps’ (conflict trap, corruption 
trap, primary commodity trap, and low-scrutiny, 
fractionalised society trap) necessitate a ‘big push’ and 
increase in aid spending 

• But Africa lacks the capacity to absorb more aid, which 
is already at the level of diminishing returns 

• Therefore this ‘push’ would have to primarily take a non-
financial form: increased military intervention, 
‘governance’ reform, temporary trade preferences 

Michael Clemens, Steven Radelet, Rikhil Bhavnani and Samuel 
Bazzi, ‘Counting Chickens When They Hatch: Timing and the 
Effects of Aid on Growth’, The Economic Journal, Vol. 122, 2012. 
pp590-617 

• Aid causes some growth in recipient countries but this 
relationship is modest, varies greatly across recipients 
and diminishes at high levels of aid 

Aart Kraay and Claudio Raddatz, ‘Poverty traps, aid, and growth’, 
Journal of Development Economics 82, 2007. pp315-347 

• Critiques the notion of ‘poverty traps’ and finds that 
they do not exist 

• Questions whether a large scaling-up of aid to the 
poorest countries is a necessary condition for sharp and 
sustained increases in growth 

Raghuram Rajan and Arvind Subramanian, ‘Aid and Growth: What 
Does the Cross-Country Evidence Really Show?’, IMF Working 
Paper 05/127, 2005. 

• Finds no evidence that aid works more effectively in 
better policy or geographical environments, or that 
certain forms of aid work better than others 

Craig Burnside and David Dollar, ‘Aid, Policies, and Growth: 
Revisiting the Evidence’, World Bank Policy Research Working 
Paper Series 3251, 2004. 

• Aid can be effective in promoting economic growth, but 
its impact depends on the quality of state institutions 
and policies 

• There needs to be good levels of democracy, strong rule 
of law, an openness to trade, low inflation, low 
government spending and a balanced budget 

Eberhard Reusse, The Ills of Aid: An Analysis of Third World 
Development Policies (University of Chicago Press, Chicago), 
2002. 

• Erroneous Western notions of Third World realities 
misidentify needs for intervention and are at the root of 
most inappropriate development policies 

• Advocates more direct accountability to the primary 
funding base - the international taxpayer - and the 
privatisation of aid 

Jeffrey Sachs, The End of Poverty: Economic Possibilities for Our 
Time (Penguin, Harmondsworth), 2005. 

• Argues that extreme poverty can be eliminated by 2025 
with a huge dose of aid to allow countries to achieve 
‘take off’ velocity 

Dambisa Moyo, Dead Aid: Why aid is not working and how there is 
another way for Africa (Penguin, Harmondsworth), 2010. 

• Argues that aid has failed to achieve its aims in Africa 
and that it cannot be made to meet them now 

• Advocates alternative sources of funding for African 
development, primarily bond markets 

William Easterly, The White Man’s Burden: Why the West's Efforts 
to Aid the Rest Have Done So Much Ill And So Little Good 
(Penguin, Harmondsworth), 2007. 

• Directly critiques Sachs, argues that aid has failed for 
the same reason economic planning has failed 
elsewhere, too much centralisation in decision making 

• Argues for a more ground up, localised approach to 
African development and poverty reduction 

Source: Capital Economics. 
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FFoorreeiiggnn  pprriivvaattee  iinnvveessttmmeenntt  

In this section, we consider the extent to which foreign private investment (and sovereign wealth funds, 
which behave in a similar fashion to private inward investors) can close the funding gap. 

Africa has only been a minor recipient of foreign investment. The accumulated net (i.e. after 
depreciation) stock of inward foreign direct investment to Africa was US$0.7 trillion in 2013. This is only 
three quarters of that received by Latin America and the Caribbean, and only 2.7 per cent of the world’s 
total. (See Figure 36.) 

FFiigguurree  3366::   IInnwwaarrdd  ffoorreeiiggnn  ddiirreecctt   iinnvveessttmmeenntt  ssttoocckk,,   22001133  ((UUSS$$  ttrr ii ll ll iioonnss))  

 

Source: United Nations Conference on Trade and Development, World Investment Report 2014 (United Nations, Geneva), 2014 and Capital 
Economics. 

Up to the middle of the last decade, this can be explained in part by lower rates of return in Africa 
compared with other developing economies. The lower returns reflect both the toughness of the 
business environment in many of the continent’s nations and the extent to which the slower pace of 
economic development has left their markets and industries at least one step behind counterparts in 
Asia and South America. (See Figure 37.) 

Meanwhile, foreign investors are likely dissuaded from investing in the continent by the difficulty of 
conducting business in Africa compared with the rest of the world. According to a global ranking of 
countries by the World Bank, the majority of African countries fall in the bottom fifth of all nations 
globally on a scale of ease of doing business.40 One example of practices commonplace in Africa that 
discourage investors and entrepreneurs are exchange and capital controls. Exchange controls and 
capital controls vary throughout the continent. (See Table 5 and Table 6.) While many African central 
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banks argue that exchange controls are necessary to monitor and control the repatriation of foreign 
currency to and from their countries, as well as protect their currencies and preventing abuse, others 
argue that they hamper business and are a drag on long-term growth. (See Table 7.) 

FFiigguurree  3377::   RRaatteess  ooff   rreettuurrnn  oonn  iinnwwaarrdd  ffoorreeiiggnn  ddiirreecctt   iinnvveessttmmeenntt  ((ppeerr  cceenntt))   

 
Source: United Nations Conference on Trade and Development, World Investment Report 2008 (United Nations, Geneva), 2008 and Capital 
Economics. 

TTaabbllee  55::   EExxaammpplleess  ooff   eexxcchhaannggee  ccoonnttrroollss  iinn  AAffrr iiccaa  

Country Type Country Type 

Angola Exchange restrictions Nigeria Exchange restrictions 

Burundi Exchange rate arrangements Sao Tome and Principe Exchange restrictions 

Democratic Republic of the Congo Exchange restrictions Sierra Leone Exchange restrictions 

Ethiopia Exchange restrictions Sudan Exchange restrictions 

Gabon Exchange restrictions Suriname Exchange restrictions 

Ghana Exchange restrictions Swaziland Exchange restrictions 

Guinea Exchange restrictions Tunisia Exchange restrictions 

Madagascar Exchange rate structure Zambia Exchange restrictions 

Malawi Exchange restrictions Zimbabwe Exchange restrictions 

Source: International Monetary Fund, IMF Annual Report on Exchange Arrangements and Exchange Restrictions 2013 (International Monetary 
Fund, Washington), 2013. 
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TTaabbllee  66::   EExxaammpplleess  ooff   ccaappiittaall   ccoonnttrroollss  iinn  AAffrr iiccaa  

Country 
Controls 
easing or 
tightening 

Description 

Morocco Easing Bank accounts of domestic companies with foreign equity participation to be operated by non-resident foreign managers 

South Africa Easing 

Non-residents and qualifying South African and Common Monetary Area entities may now engage in Zambian-referenced 
grain derivative contracts, which may be listed on the South African stock exchange. 
Eased some of its rules governing the International Headquarter Company regime; reduced the shareholding requirement to 
ten per cent; permitted companies established under this regime to list shares and debt on the local stock exchange. 
Permitted companies listed on local stock exchange to establish one subsidiary in South Africa for African and offshore 
operations that is not subject to foreign exchange restrictions. 
Permitted limited outward investment in companies, branches, and offices outside the Common Monetary Area operating 
outside the investor’s current line of business and allowed the transfer of additional capital overseas on approval 

Sudan Tightening Domestic banks barred from issuing shares overseas without approval 

Swaziland Easing Increased the amount individuals can invest abroad 

Tunisia Easing 
Resident banks allowed to access local foreign exchange market to fund loans to non-resident service companies engaged 
in trade and non-resident international trading companies engaged in exports of local products 

Source: International Monetary Fund, IMF Annual Report on Exchange Arrangements and Exchange Restrictions 2013 (International Monetary 
Fund, Washington), 2013. 

TTaabbllee  77::   LLii tteerraattuurree  rreevviieeww  ooff   tthhee  eeffffeeccttss  ooff   eexxcchhaannggee  aanndd  ccaappiittaall   ccoonnttrroollss  oonn  eeccoonnoommiicc  ggrroowwtthh  

Source Key findings 

Areendam Chanda, The Influence of Capital Controls on Long Run Growth: 
Where and How Much? (Louisiana State University), 2001 

Capital controls have an important effect on economic growth. For countries 
with high degrees of heterogeneity, capital controls lead to greater 
inefficiencies and lower economic growth. For countries which did not have 
such heterogeneity it was shown that capital controls enhanced economic 
growth. Within the sample of non OECD countries which were used for 
estimating and had some capital controls in place, 39 had a net negative effect 
and eighteen had a net positive effect 

Joseph Stiglitz, ‘Capital Market Liberalization, Economic Growth, and 
Instability’, World Development, Vol. 28, No. 6, 2000. pp. 1075-1086 

Fragmented democracies are unlikely to substantially boost long term growth 
by liberalising capital flows. The effects of capital controls on growth are 
dependent on both the social environments of countries as well as their 
political institutions 

Anton Korinek, ‘The New Economics of Prudential Capital Controls: A 
Research Agenda’, IMF Economic Review, Vol. 59 (3), 2011. pp. 523-561 

In an environment of uncertainty, imperfect information and volatility, capital 
account regulations can be ‘correctionist’ not ‘protectionist’ 

Source: Capital Economics. 

Since 2006, rates of return on investment in Africa have exceeded the average for other developing 
countries and, by 2013, the continent was receiving four per cent of global cross-border investment. 
This improvement has largely been on the back of the commodity cycle and is not a trend that is 
representative of the entire continent. (See Figure 38.) 

Investment by Chinese enterprises has flattered the continent’s recent inward investment performance. 
Since 2005, sub-Saharan Africa is reported by some observers to have received twelve per cent of 
China’s overseas investment, which is a similar proportion to resource-rich Australia (although other 
monitors believe the share to be less than half that).41 This is a significant flow, but mustn’t be 
overstated. According to the latest available data from the United Nations, the stock of foreign direct 
investment in sub-Saharan Africa as a whole that came from China was three per cent in 2012.42 In 
some economies, though, such as Zambia and Kenya, the share may be as much as sixteen per cent. 
(See Figure 39.) 
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FFiigguurree  3388::   TToopp  ttwweennttyy  eeccoonnoommiieess  ffoorr  iinnwwaarrdd  ffoorreeiiggnn  ddiirreecctt   iinnvveessttmmeenntt  rraatteess  ooff   rreettuurrnn,,   22001111  ((ppeerr  
cceenntt))   

Source: United Nations Conference on Trade and Development, World Investment Report 2013 (United Nations, Geneva), 2013 and Capital 
Economics. 

FFiigguurree  3399::   SShhaarree  ooff   CChhiinneessee  oovveerrsseeaass  iinnvveessttmmeenntt  bbyy  ddeesstt iinnaatt iioonn  

Source: Heritage Foundation, China Global Investment Tracker - http://www.heritage.org/research/projects/china-global-investment-tracker-
interactive-map. 
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FFiigguurree  4400::   GGrroossss  ddoommeesstt iicc  pprroodduucctt  ppeerr  ccaappiittaa,,   22001133  ((UUSS$$))  aaggaaiinnsstt   ccoouunnttrryy  rraannkk  oonn  WWoorrlldd  
BBaannkk’’ss  eeaassee  ooff   ddooiinngg  bbuussiinneessss  iinnddiiccaattoorr,,   22001144  

 

Source: World Bank, International Monetary Fund and Capital Economics. Note: R2 = 0.54. 

IInnccrreeaassiinngg  iinnwwaarrdd  iinnvveessttmmeenntt  iinnttoo  AAffrr iiccaa  

If Africa is to achieve its potential economic growth, the recent improved rates of inward investment 
must not only be maintained but substantially increased. 

On a per head basis, inward flows of foreign direct investment to Africa are around a quarter of the 
world average. Reaching global foreign direct investment per capita averages would significantly raise 
investment in Africa. If Africa was able to attract similar per capita rates of inward investment from 
abroad as the rest of the world, the investment gap of 13.5 per cent of gross domestic product could be 
reduced by 7.2 percentage points. 

There is much that can be done to improve the continent’s attractiveness to investors. Making it easier 
to do business in Africa is critical for attracting investment and creating greater prosperity. This 
demands improved standards of governance and stronger institutions in many countries. It requires 
both political will and political stability. (See Figure 40.) 

It remains an open question whether the required change can be delivered. But there are reasons for 
optimism, including: 

 In a continent where war and political instability have been the norm rather than the exception, 
the last decade has been relatively peaceful, with African leaders more obliged to respond to 
international pressures on issues of democracy and human rights. (See Figure 41.) 

5

6

7

8

9

10

11

12

0 20 40 60 80 100 120 140 160 180 200

Na
tur
al 
log
ari
thm
 o
f g
ros
s d
om
es
tic
 pr
od
uc
t p
er 
ca
pit
a

Ease of doing business rankEasier	  to	  do	  business

Malawi

Kuwait Equatorial	  
Guinea

Libya

Burundi

Central	  African	  Republic
Ethiopia

QatarNorway
Luxembourg

South	  Africa

Ghana
Zambia

Rwanda

Chad

Republic	  of	  the	  Congo

Malaysia

Harder	  to	  do	  business



  JERSEY FINANCE JERSEY’S VALUE TO AFRICA | P54 
 

© Capital Economics Limited, 2014 
 

 While foreign investors in the past may have been focused on natural resources, there is now 
a healthy breadth to the inward investment portfolio. Projects in manufacturing and services 
that aim at serving Africa’s growing middle classes have increased. Between 2008 and 2012, 
the share of consumer-related industries in the business or economics sectors grew from 
seven per cent of the total to 23 per cent.43 The share of foreign direct investment projects in 
services sectors increased from 40 per cent in 2012 to 63 per cent in 2013 while the share of 
projects in extractive industries fell by five percentage points over the same period. (See 
Figure 42.) 

FFiigguurree  4411::   WWaarr  aanndd  ccoonnff ll iicctt   iinn  AAffrr iiccaa  

 

Source: The Uppsala Conflict Data Program, Uppsala University. 

The outbreak of Ebola hemorrhagic fever in west Africa, which is believed to trace back to the death of a 
two-year-old boy in December 2013 in the village of Meliandou in Guinea, is already an unimaginable 
human tragedy. At the time of writing, it is unclear how events will unfold or what the magnitude of 
human loss will be. The direct economic damage so far has been contained both in scale and 
geography, although there are indications that investors’ confidence is being dented at least in the 
short-term. We cannot say what the future economic implications might be. However, the Ebola 
epidemic does not reflect the wider picture of improving health in Africa. For decades, the continent’s 
death rate hovered around 1.7 to 1.8 times the global average — but, since around the millennium, the 
rate has fallen consistently to around 1.4 times international norms. 
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FFiigguurree  4422::   FFoorreeiiggnn  ddiirreecctt   iinnvveessttmmeenntt  pprroojjeeccttss  iinn  AAffrr iiccaa  bbyy  bbrrooaadd  sseeccttoorr,,   22001122  (( iinnnneerr  rr iinngg))   aanndd  
22001133  ((oouutteerr  rr iinngg))  

 

Source: United Nations, World Investment Report 2013: Global Value Chains: Investment and Trade for Development (United Nations 
Conference on Trade and Development, Geneva), 2013 and Capital Economics. 

Meanwhile, evidence from other emerging markets reveals that foreign investment can take-off rapidly 
when the conditions are right. Although Africa is facing a sizeable challenge, its former economic peers 
in Latin America and Asia achieved the growth in investment required. For example, after centuries 
plagued by economic crises and military dictatorships, Latin America is now experiencing 
unprecedented growth. Foreign direct investment to Latin America increased fourfold between 2003 
and 2013, while foreign direct investment to east Asia and the Pacific increased almost fivefold. (See 
Figure 43.) 
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FFiigguurree  4433::   NNeett  iinnff lloowwss  ooff   ffoorreeiiggnn  ddiirreecctt   iinnvveessttmmeenntt,,   ((UUSS$$  bbii ll ll iioonnss  iinn  22000099  pprr iicceess))  

 

Source: World Bank, World Development Indicators (World Bank, Washington), 2013 and Capital Economics.  
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PART II: JERSEY AND A 
PROSPEROUS AFRICA 
IInn  PPaarrtt   II II ,,   wwee  ccoonnssiiddeerr  tthhee  rroollee  tthhaatt  JJeerrsseeyy  ddooeess  aanndd  ccaann  ppllaayy  iinn  tthhee  ddeevveellooppmmeenntt  ooff   
AAffrr iiccaa’’ss  vvaarr iieedd  eeccoonnoommiieess..   

JJeerrsseeyy,,   aalloonnggssiiddee  ootthheerr  rroobbuusstt   iinntteerrnnaatt iioonnaall   ff iinnaanncciiaall   cceennttrreess,,   hhaass  aa  rroollee  ttoo  ppllaayy  iinn  
hheellppiinngg  AAffrr iiccaann  nnaatt iioonnss  aacccceessss  tthhee  iinnvveessttmmeenntt  ffuunnddss  tthheeyy  nneeeedd  aanndd  eessttaabbll iisshh  
eennvviirroonnmmeennttss  ccoonndduucciivvee  ttoo  ggrreeaatteerr  eennttrreepprreenneeuurrsshhiipp  aanndd  jjoobb  ccrreeaatt iioonn..   

JJeerrsseeyy’’ss  ff iinnaanncciiaall   aanndd  lleeggaall   sseerrvviicceess  ccoommppaanniieess  ooffffeerr  aa  ppllaattffoorrmm  ffoorr  sseeccuurree  aanndd  
eeffff iicciieenntt  ccrroossss--bboorrddeerr  ttrraannssaacctt iioonnss,,   ppaarrtt iiccuullaarr llyy  ffoorr  iinnddiivviidduuaallss  aanndd  bbuussiinneesssseess  
ccoonndduucctt iinngg  bbuussiinneessss  iinn  ppootteenntt iiaall llyy  rr iisskkyy  oorr  uunnssttaabbllee  ccoouunnttrr iieess  wwiitthh  wweeaakk  lleeggaall   ssyysstteemmss,,   
ppoooorr llyy  ddeeff iinneedd  oorr  eennffoorrcceedd  pprrooppeerrttyy  rr iigghhttss,,   ccoorrrruupptt iioonn  oorr  ppooll ii tt iiccaall   iinnssttaabbii ll ii ttyy..   PPaarrtt   ooff   tthhee  
sstteerr ll iinngg--zzoonnee  aanndd  wwiitthh  cceennttuurr iieess  ooff   ssoouunndd  ggoovveerrnnmmeenntt,,   eeffffeecctt iivvee  iinnddeeppeennddeenntt  llaaww--
mmaakkiinngg  aanndd  gglloobbaall llyy  rreessppeecctteedd  ccoouurrttss,,   tthhee  ccrroowwnn  ddeeppeennddeennccyy  pprroovviiddeess  aa  ssaaffee  bbuussiinneessss  
eennvviirroonnmmeenntt  ffoorr  tthhoossee  eeii tthheerr  wwiitthh  eexxiisstt iinngg  iinnvveessttmmeennttss  iinn  AAffrr iiccaa  oorr  llooookkiinngg  ttoo  mmaakkee  
iinnvveessttmmeennttss  iinn  tthhee  ccoonntt iinneenntt..   II ttss  ttaaxx  nneeuuttrraall ii ttyy  mmaakkeess  ii tt   aann  iiddeeaall   llooccaatt iioonn  ffoorr  tthhee  
ppooooll iinngg  ooff   ffuunnddss  ffrroomm  iinnvveessttoorrss  aaccrroossss  tthhee  gglloobbee..   

CCuurrrreenntt llyy,,   JJeerrsseeyy  hhaass  oonnllyy  aa  ssmmaall ll   bbooookk  ooff   AAffrr iiccaann  bbuussiinneessss..   SSoommeewwhheerree  bbeettwweeeenn  11..00  
aanndd  11..88  ppeerr  cceenntt  ooff   mmoonneeyy  iinnvveesstteedd  tthhrroouugghh  tthhee  iissllaanndd  ccoommeess  ffrroomm  AAffrr iiccaann  ccll iieennttss  ––  
wwiitthh  tthhee  mmoorree  eessttaabbll iisshheedd  mmaarrkkeettss  ooff   SSoouutthh  AAffrr iiccaa  aanndd  KKeennyyaa  ddoommiinnaatt iinngg,,   aanndd  
TTaannzzaanniiaa,,   EEggyypptt  aanndd  NNiiggeerr iiaa  aaccccoouunntt  ffoorr  aallmmoosstt  aall ll   tthhee  rreesstt ..   MMeeaannwwhhii llee,,   tthhee  CChhaannnneell   
iissllaanndd  pprroovviiddeess  aa  ccoonndduuiitt   ffoorr  bbeettwweeeenn  00..55  aanndd  11..55  ppeerr  cceenntt  ooff   aall ll   ffoorreeiiggnn  iinnvveessttmmeenntt  
iinnttoo  tthhee  ccoonntt iinneenntt..   BBuutt  JJeerrsseeyy  ccaann  ddoo  mmuucchh  mmoorree,,   aanndd  wwii ll ll   nneeeedd  ttoo  ii ff   AAffrr iiccaa’’ss  
iinnvveessttmmeenntt  ggaapp  iiss  ttoo  bbee  pplluuggggeedd..     
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4 JERSEY’S ROLE IN BRIDGING 
THE GAP 
In this chapter, we consider the ways in which Jersey can help to facilitate economic growth and 
development in Africa. 

First, we begin by setting out the characteristics of Jersey which make it an attractive jurisdiction for 
business with Africa. Second, we look at the role it plays in encouraging entrepreneurship within Africa 
and facilitating foreign investment into the continent. Third, we consider the need for countries in Africa 
to improve their governance and structures, and the role that Jersey can play in helping them to achieve 
it. 

JJeerrsseeyy’’ss  ccaappaabbii ll ii tt iieess  

We start by considering what Jersey has to offer African clients and those looking to do business on the 
continent. 

Jersey is a British crown dependency, which means it has the freedom to legislate, govern and 
determine its own taxes. Over time, it has become established as a leading centre for financial services. 
Offshore financial centres play a key role in the international financial system, and contribute to the 
investment, employment and the efficient functioning of markets and government policies in developing 
countries. They also play an important role facilitating investment to developing countries. 

As a developed offshore financial centre, Jersey offers a wealth of expertise and experience in a range 
of financial services and products, including: 

 International banking 

 Wealth management 

 Trusts and foundations 

 Funds administration 

 Corporate finance  

 Specialised legal and accounting services 

In an increasingly globalised world, there is growing demand for secure and efficient cross-border 
transactions. This is particularly important for individuals and businesses that are conducting business 
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in unstable and risky countries, including much of Africa. Jersey, along with a host of other international 
financial centres, is well placed to meet these demands. Specifically, Jersey provides: 

 PPrrootteecctt iioonn  ffoorr  iinnvveessttoorrss..   Because of the risks and poor (historical) returns, international 
investors are often uncomfortable  investing directly into African countries. Jersey provides a familiar 
environment with a robust legal framework based on English common law, which gives investors 
added security and confidence. 

 PPrrootteecctt iioonn  ffoorr  AAffrr iiccaann  wweeaalltthh..   Many African entrepreneurs may be hesitant to set up a business 
as they have concerns that their money will not be protected in their home country. Jersey provides a 
secure and well regulated jurisdiction with a long history of sound governance and independent and 
robust judiciary – which offers security to individuals who live in countries where their wealth is not 
necessarily safe.  

 AAcccceessss  ttoo  ccaappiittaall   mmaarrkkeettss..  Jersey has strong links with the City of London and other  capital 
markets across the globe.44 Banks provide the most visible link between the island and the United 
Kingdom’s financial hub – with St Helier home to a number of the offshore banking and wealth 
management arms of some of the largest banking groups either headquartered or with major capital 
markets operations in London. Indeed, through up-streaming of deposits, Jersey’s banks supply 
substantial liquidity to their parents’ London-based market operations. But just as importantly, 
Jersey’s trust companies, legal practices and accountancy firms are closely networked into their 
counterparts in London, and can provide their clients with access to the City’s liquidity and expertise. 

 EExxppeerrtt iissee  aanndd  eexxppeerr iieennccee..   Over time Jersey has developed a cluster of financial services firms  
with a vast depth of knowledge, experience and expertise. There are 27 banks on the island.45 They 
are there together with all of the major accountancy firms, five first tier legal firms and a host of fund 
and trust administration companies. Overall, there are over 12,000 finance and legal professionals 
located in Jersey. 

 EEffff iicciieenntt  ccrroossss--bboorrddeerr  iinnvveessttmmeenntt  ppooooll iinngg..  Its tax neutrality means that Jersey provides an 
efficient and cost-effective platform to pool investment from across the globe to finance projects in 
Africa or other parts of the developing world. 

 EEffff iicciieenntt  aanndd  rroobbuusstt  rreegguullaatt iioonn..   Jersey is able to concentrate its resources on regulating 
specific types of financial sector activity effectively, while larger countries have to spread regulatory 
resources across a wider range of activities.  

 TTaaxx  nneeuuttrraall ii ttyy..   As a tax neutral jurisdiction, individuals and investors are  not subject to any 
additional taxes on their capital or wealth not originated in Jersey, which makes it an attractive 
environment for efficient cross-border transactions – especially those involving parties with 
numerous and varied tax domiciliation. 
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 TTiimmee--zzoonnee,,   llaanngguuaaggee  aanndd  ll ii ffeessttyyllee  bbeenneeff ii ttss..   Jersey operates in a similar time-zone to most of 
Africa, which makes the logistics of conducting business much simpler. It also has cultural ties with 
much of Africa; 22 African states use English as an official language.46 What’s more, Jersey offers  an 
attractive lifestyle for directors and senior management, which is often a factor in location decisions. 
This makes Jersey an attractive choice for African focussed businesses who require an international 
base.  

EEnnccoouurraaggiinngg  eennttrreepprreenneeuurrsshhiipp  

In this section we consider how Jersey’s capabilities can help entrepreneurs and thus stimulate private 
sector activity and job creation in Africa. 

In an ideal world entrepreneurs would be able to locate in any country without facing obstacles towards 
starting a business or investing. Unfortunately, the reality is somewhat different, and particularly so 
across Africa. Many entrepreneurs and investors are uncomfortable investing directly into African 
states, which present a range of constraints including weak legal systems, lack of property rights, 
corruption or economic and political instability. While Africa has high rates of entrepreneurship, a large 
portion of these start-ups have a short life span. In this sort of environment it is difficult for African 
countries to encourage sustainable entrepreneurship and the private sector activity which is needed to 
create employment and wealth in their economies. 

As an offshore centre, Jersey can help entrepreneurs and investors to partly overcome these problems. 

First, it provides a secure jurisdiction where an entrepreneur’s wealth is safe. Businesses can invest 
and expand in Africa while those taking on the business risk know they are able to secure the profit that 
they make by holding it through Jersey vehicles. A good example of this is a distribution network in 
Nigeria selling and marketing oil-based products.47 The owner of this business has no African 
connections but wanted to enter the African market. By setting up the company in Jersey, they were 
able to invest with the confidence that they could keep their assets safe and retain their profits, some of 
which may well be re-invested into the African business. 

Second, Jersey can provide business administration and support functions that are not feasible in 
Africa. For example, one of the continent’s regional airlines operates their payment and booking 
systems through Jersey in order to provide adequate comfort to their banks, who would otherwise be 
wary of online settlement based in their countries of operation. 

FFaaccii ll ii ttaattiinngg  ffoorreeiiggnn  iinnvveessttmmeenntt  

In this section we discuss how offshore centres such as Jersey provide a platform to pool investment 
from across the globe to finance projects in Africa and other parts of the developing world. 

Jersey’s tax neutral status makes it ideal for the pooling of investment across international borders. 
Investors from different parts of the globe and domiciled in different tax regimes can come together in 
the knowledge that they will not be taxed again in the jurisdiction that holds their investments. This 
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gives Jersey an advantage over the likes of London and New York, which have substantial liquidity but 
are problematic for investors from certain countries who may be double taxed. 

In addition, Jersey’s long history of sound judiciary based on English common law and its self-
governance means that investors can have confidence that disputes can be resolved predictably, fairly 
and efficiently. 

Extractive industry activities provide a good example of the role that Jersey plays in facilitating large 
scale foreign investment into Africa. Mining companies typically operate a risky and capital intensive 
business model. They require sizeable initial investments often involving multiple cross-border 
transactions. Moreover, the investments are often directly into risky jurisdictions. 

In the exploration phase, mining companies are generally liable to pay surface fees, while also 
contributing funds to infrastructure and local social development. At this stage, they typically don’t have 
any right to extract what they discover, which requires further negotiations for another licence; they only 
own the rights to the topographical information that they collect. When they are in a position to move 
onto the operational stage, assuming they successfully negotiate a licence to do this, large sunk 
investments are necessary to construct the mine and related infrastructure (often including the homes, 
hospitals, schools and other facilities for their workers). Once operational, it can then be several years 
before investors see any return on their investment. It is a high cost and high risk business. (See Figure 
44.) 

FFiigguurree  4444::   TTyyppiiccaall   bbuussiinneessss  mmooddeell   ooff   mmiinniinngg  ccoommppaanniieess  

 
Source: Capital Economics 
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To compound these risks, mining companies are often operating in countries where regulatory and legal 
systems are weak, and there is a significant risk of corruption and expropriation. The five countries 
most dependent on mining, as measured by the size of the mining sector as a share of gross domestic 
product, are Equatorial Guinea, Republic of Congo, Libya, Gabon and Angola. These countries all rank 
poorly on the World Bank’s worldwide governance indicators; all but Gabon rank in the lowest ten per 
cent globally on their measure of government corruption.48 Offshore centres such as Jersey are used to 
mitigate the risks associated with doing business directly in these countries. 

Mining activities are hugely capital intensive and require significant up-front investments. As such, 
mining companies need access to capital markets to raise the required funds, which are often sourced 
from a range of different markets around the world. Investors not only want to ensure that their money 
is secure, but also that it is not going to be liable for additional taxation. As a tax neutral jurisdiction, 
Jersey offers these assurances. This may not be the case in other financial centres, such as London, 
which are unlikely to have all of the necessary tax agreements to cover multi-national investments. 

The benefits of Jersey as an intermediary apply to philanthropic activity as well. The island’s structures 
are attractive to philanthropists as they provide a vehicle in which funds will not be subject to overly 
burdensome regulatory demands or additional taxation. The Trusts (Jersey) Law 1984 allows for the 
creation of charitable trusts and, for causes which fall outside the definition of ‘charity’ (such as 
projects for humanitarian, ecological or research purposes), also provides for the establishment of non-
charitable purpose trusts for an unlimited period. The Foundations (Jersey) Law 2009 allows for the 
creation of a foundation for purposes which are charitable, non-charitable, or both, again for an 
unlimited period. One of the foundation’s council members must be a ‘qualified person’ with the 
appropriate regulatory licence under the Financial Services (Jersey) Law 1998.  

IImmpprroovviinngg  ggoovveerrnnaannccee  aanndd  ssttrruuccttuurreess  

In this section we review the obstacles hindering growth in Africa and how the international finance 
community, including Jersey, can help. 

Many parts of Africa suffer from poor governance, tax systems and legal structures which deter direct 
investment into Africa. According to the World Bank, nearly half of African countries fall in the worst 
twenty per cent of countries globally on a measure of government effectiveness, while none are in the 
top quintile. The picture is similar on measures of the rule of law; 70 per cent of African states rank in 
the bottom 40 per cent of countries globally. (See Figure 45.) 

Poorly defined and enforced property rights act as a significant disincentive to entrepreneurship and 
investment. Improving these is crucial to prospects for long term growth and prosperity.49 Africa as a 
whole ranks as the worst performing continent on all forms of property rights indicators as measured by 
the international property rights index. (See Figure 46.) 

What’s more, African countries are also more inclined to have complex and overly burdensome tax 
codes even though they may not have the administrative capacity to implement or collect them. 
According to PwC’s ‘paying taxes’ ranking, which combines indicators of the number of tax payments 
required, the time it takes to comply and the overall tax rate, over 55 per cent of the bottom quartile 
was made up of African countries. (See Figure 47.) 



  JERSEY FINANCE JERSEY’S VALUE TO AFRICA | P64 
 

© Capital Economics Limited, 2014 
 

There is a role for Jersey, as part of the wider international community, to help African countries to 
improve their governance and structures. The island’s government, which is in dialogue with the African 
Tax Administration Forum, has offered assistance to developing countries, either directly or in 
partnership with other agencies. Support offered has included: part funding and participating in 
seminars/training sessions for officials from one or more African jurisdictions; sending expert staff from 
Jersey to a jurisdiction to advise on relevant procedures/practices; and offering periods of secondment 
to the Channel islands, for officials from developing nation governments who would benefit from it. 
There is also an ongoing dialogue between Jersey and the United Kingdom government to discuss ways 
in which they can assist African administrations in improving their revenue raising capacity. 

FFiigguurree  4455::   WWoorrlldd  BBaannkk  rruullee  ooff   llaaww  ssccoorree,,   ccoonntt iinneenntt  aavveerraaggee,,   22001122  

 
Source: Worldwide governance indicators 2013 and Capital Economics.  
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FFiigguurree  4466::   IInntteerrnnaatt iioonnaall   pprrooppeerrttyy  rr iigghhttss  iinnddeexx  bbyy  rreeggiioonn,,   22001133  

Source: Americans for Tax Reform Foundation, International Property Rights Index 2013 
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FFiigguurree  4477::   ‘‘PPaayyiinngg  TTaaxxeess’’   rraannkkiinnggss,,   22001133  

Country Ranking Country Ranking 

Zimbabwe 142 Kenya 166 

Burundi 143 Pakistan 167 

Honduras 144 Jamaica 168 

St. Kitts and Nevis 145 Uzbekistan 169 

Albania 146 Nigeria 170 

Uruguay 147 Sri Lanka 171 

Egypt 148 Togo 172 

Vietnam 149 Cote d’Ivoire 173 

Eritrea 150 Algeria 174 

Antigua and Barbuda 151 Panama 175 

Gabon 152 Democratic Republic of Congo 176 

Argentina 153 Equatorial Guinea 177 

Guinea-Bissau 154 Tajikistan 178 

Angola 155 Benin 179 

Sao Tome and Principe 156 Cameroon 180 

Mali 157 Mauritania 181 

India 158 Senegal 182 

Brazil 159 Congo 183 

Burkina Faso 160 Gambia 184 

Serbia 161 Bolivia 185 

Niger 162 Guinea 186 

Nicaragua 163 Venezuela 187 

Ukraine 164 Central African Republic 188 

El Salvador 165 Chad 189 

Source: PwC, Paying Taxes 2014: The Global picture (PwC, London), 2014. 
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5 JERSEY’S CURRENT 
ENGAGEMENT WITH AFRICA 
In this chapter, we assess Jersey’s current presence and impact in Africa. In order to quantify current 
African related activity in Jersey we carried out an extensive quantitative and qualitative survey of 
financial institutions on the island. (See Box 3.) 

First, we consider the scale of African wealth that is currently held in Jersey and how offshore financial 
centres can help to increase entrepreneurial activity in the continent. Second, we quantify how much 
investment is currently flowing into Africa through Jersey and its capacity to facilitate more. Third, we 
examine the role of Jersey registered entities in multinational companies with activities in Africa. 

BBooxx  33::   SSuurrvveeyy  mmeetthhooddoollooggyy  

Comprehensive statistics on the scale, nature and geographical distribution of financial flows between Jersey and countries 
within Africa do not exist in the public domain. In order to obtain this information Capital Economics undertook a survey of 
financial institutions in Jersey. 

The survey captured information covering banking, fund administration and management, trusts administration and 
professional services. Questions were tailored to the specific industry of the respondent. For those companies which we 
believed to have significant African business we met with senior managers before, during and after completion of the survey to 
address any difficulties and to clarify and validate the results. 

The survey was conducted in the Spring of 2014. We also supplemented the results with data that were collected in a previous 
survey that we undertook in 2012/13. In total, we received survey responses from 58 businesses in Jersey, covering at least 
67 per cent of employment in the financial services sector and 77 per cent of turnover.  

The individual responses contain sensitive business information and are confidential: they have been seen by the Capital 
Economics team only. In this report we present aggregated and anonymised figures. 

PPrrootteeccttiinngg  AAffrr iiccaannss’’   wweeaalltthh  

We first consider the flows of capital out of Africa into Jersey. Jersey is a secure, well regulated and tax 
neutral jurisdiction which offers security to individuals who live in countries where their wealth is not 
necessarily safe. This is critical to encouraging growth in developing countries; entrepreneurs want to 
know that the wealth they create will be their own. (See Chapter 4.) 

The amount of African capital moving offshore into Jersey products is small relative to other markets. 
We estimate that only between 1.0 and 1.8 per cent of stock into Jersey comes from African clients. 
This equates to between £11.4 billion and £20.5 billion, although given our survey methodology, we 
suspect that it is towards the lower end of this range.50 
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The most commonly used means to facilitate the ‘off-shoring’ of wealth are trust structures. Trust 
business accounts for between 75 and 80 per cent of all funds flowing into Jersey from Africa. The rest 
is comprised of money being deposited into bank accounts in Jersey and a small amount invested in 
Jersey based funds. (See Table 8.) 

TTaabbllee  88::   TThhee  ssccaallee  ooff   AAffrr iiccaann  bbuussiinneessss  ccoonndduucctteedd  iinn  JJeerrsseeyy  

£ millions (unless otherwise stated) Africa (lower estimate) Africa (upper estimate) Share of Jersey total (per cent) 

Value of assets settled by private individuals resident in Africa in 
trusts, foundations and other asset holding vehicles  

8,392 14,470 2.1 to 3.7 

Bank liabilities (customer deposits) from Africa 2,059 3,812 1.8 to 3.4 

Value of assets settled by African registered corporates in trusts, 
foundations, and other asset holding vehicles 

529 957 0.1 to 0.2 

Value of funds owned by African investors 444 1,260 0.2 to 0.7 

Total 11,424 20,499 1.0 to 1.8 

Source: Capital Economics’ survey 2013/14 

Africa is a diverse continent and this is reflected in the various distinct markets served by Jersey 
businesses. Over two fifths of African wealth in Jersey trust structures comes from South Africa, while 
there is also a significant share that comes from Kenya, which represents another two fifths of the 
wealth, with smaller shares from Tanzania and Uganda. The non-South African business is largely driven 
by a few specialist firms in Jersey which have a particular focus on dealing with entrepreneurs and their 
families in east Africa. (See Figure 48.) 

FFiigguurree  4488::   SShhaarree  ooff   ttoottaall   AAffrr iiccaann  pprr iivvaattee  iinnddiivviidduuaall   ttrruusstt   bbuussiinneessss  iinn  JJeerrsseeyy  bbyy  llooccaatt iioonn  ooff   
uulltt iimmaattee  sseetttt lloorr  

Source: Capital Economics’ survey 2013/14. 

=	  10	  per	  cent
5	  to	  10	  per	  cent
2	  to	  5	  per	  cent

None	  reported

1	  to	  2	  per	  cent
<	  1	  per	  cent

Uganda share = 1.9 per cent
Individuals and entrepreneurs primarily 
use Jersey to secure their wealth from 
corruption or expropriation in the local 
economy

Tanzania share = 5.4 per cent
Individuals and entrepreneurs primarily use 
Jersey to secure their wealth from corruption 
or expropriation in the local economy

Kenya share = 40.6 per cent
There is specialist trust expertise for the Kenyan 
market in Jersey which is used by Kenyans for 
securing their wealth, estate planning and 
investment. 

South Africa share = 44.4 per cent
There is a legacy of South African business that 
stems from the post-apartheid era when individuals 
where trying to secure their wealth in the face of 
capital controls.

Total:	  £8.4	  -‐ £14.5	  billion
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Banking deposits show similar patterns of geographical distribution. Only seven countries make up 
more than two per cent of the market, while the top four countries account for almost 80 per cent of the 
flow from Africa into Jersey. With strong historical and originally colonial links to the British Isles, over 
half of banking deposits come from clients in South Africa, the most sophisticated financial services 
market on the continent by some margin. The Channel island was seen as an obvious safe haven during 
the long period of apartheid unrest and subsequent political uncertainty; it also offered a tax neutral 
location from which to administer foreign transactions outside of the country’s capital control regime. 
This is evidenced by the number of Johannesburg headquartered banks with a presence in St Helier. 
(See Figure 49.) 

FFiigguurree  4499::   SShhaarree  ooff   JJeerrsseeyy  bbaannkkss’’   ttoottaall   AAffrr iiccaann  ll iiaabbii ll ii tt iieess  bbyy  llooccaatt iioonn  ooff   uulltt iimmaattee  ddeeppoossiittoorr  

Source: Capital Economics’ survey 2013/14 

By comparison the African fund business in Jersey is small, accounting for between just four and six per 
cent of African business on the island. It is also overwhelmingly South African in nature, with 93 per 
cent of funds coming from investors from there. (See Figure 50.) 



JERSEY FINANCE JERSEY’S VALUE TO AFRICA | P71 
 

	   	  

© Capital Economics Limited, 2014 
 

FFiigguurree  5500::   SShhaarree  ooff   ttoottaall   AAffrr iiccaann  ffuunndd  bbuussiinneessss  iinn  JJeerrsseeyy  bbyy  llooccaatt iioonn  ooff   iinnvveessttoorr  

Source: Capital Economics’ survey 2013/14 

Overall the scale of African wealth held in Jersey is small and predominantly originates from a small 
number of markets including South Africa, Kenya, Tanzania, Egypt and Nigeria; 90 per cent of all African 
wealth held in Jersey comes from these five countries. 

FFaaccii ll ii ttaattiinngg  iinnvveessttmmeenntt  iinnttoo  AAffrr iiccaa  

In this section we look at the scale and nature of capital going into Africa through Jersey. 

Although the African market is under-represented in Jersey’s business mix, its role in channelling 
investment into the continent is not trivial. Overall, Jersey accounts for between 0.5 and 1.5 per cent of 
the total stock of foreign investment in Africa (compared to its 2.8 per cent of the total stock of foreign 
investment globally). (See Figure 51.) 
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FFiigguurree  5511::   JJeerrsseeyy’’ss  ccoonnttrr iibbuutt iioonn  ttoo  tthhee  gglloobbaall   ssttoocckk  ooff   ccrroossss--bboorrddeerr  iinnvveessttmmeenntt  vveerrssuuss  JJeerrsseeyy’’ss  
ccoonnttrr iibbuutt iioonn  ttoo  AAffrr iiccaa’’ss  ssttoocckk  ooff   ffoorreeiiggnn  iinnvveessttmmeenntt  

Source: Capital Economics’ survey 2013/14.  

Most of Jersey’s flows into Africa come from investments through trust or fund structures, with little 
routed through the banking sector. (See Table 9.) 

TTaabbllee  99::   TThhee  vvaalluuee  aasssseettss  llooccaatteedd  iinn  AAffrr iiccaa  hheelldd  iinn  JJeerrsseeyy  vveehhiicclleess  

£ millions (unless otherwise stated) Africa (lower estimate) Africa (upper estimate) 
Share of Jersey total (per 
cent) 

Value of assets held in Jersey trusts, foundations and other 
asset holding vehicles which are located in Africa 

4,210 10,109 0.5 to 1.2 

Value of assets located in Africa held in a Jersey fund 1,288 4,998 0.7 to 2.6 

Jersey bank assets by located in Africa 214 440 0.1 to 0.2 

Total assets located in Africa 5,712 15,547 0.5 to 1.3 

Source: Capital Economics’ survey 2013/14 

The distribution of Jersey held foreign assets within Africa is not dis-similar to that of the distribution of 
African clients. South Africa and Kenya are the largest recipients of trust assets, while South Africa, 
Uganda and Egypt dominate in terms of destinations for investments by funds. (See Figure 52 and 
Figure 53.) This is not surprising. Africans using Jersey for organising their family wealth (estate 
planning) are likely to have significant assets in their home country, whether that is in the form of 
businesses, property or other personal items.   
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FFiigguurree  5522::   SShhaarree  ooff   ttoottaall   AAffrr iiccaann  pprr iivvaattee  ttrruusstt   bbuussiinneessss  iinn  JJeerrsseeyy  bbyy  llooccaatt iioonn  ooff   aasssseettss  

Source: Capital Economics’ survey 2013/14 

FFiigguurree  5533::   SShhaarree  ooff   ttoottaall   AAffrr iiccaann  ffuunndd  bbuussiinneessss  iinn  JJeerrsseeyy  bbyy  llooccaatt iioonn  ooff   aasssseettss  

 
Source: Capital Economics’ survey 2013/14. World map from: http://free-editable-worldmap-for-powerpoint.en.softonic.com/download 
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Jersey has the potential to contribute more in facilitating foreign investment into Africa. For example, if 
investment from Jersey into African assets matched the current market share (by location of assets) of 
Russia, it would result in up to £45 billion extra investment in Africa. This is equivalent to 4.2 per cent of 
all foreign investment in Africa currently. Likewise, if Africa were to match the Middle East’s market 
share in Jersey, there would be up to £40 billion more investment into Africa (or 3.8 per cent of the total 
foreign investment stock on the continent). 

CCoorrppoorraattee  ssttrruuccttuurreess  

In this section, we look at the presence of African subsidiaries in Jersey, with a focus on the growing 
trend of extractive industry companies. 

Global trade has grown at a compounded annual rate of 5.8 per cent each year over the past two 
decades.51 Corporate structures have responded accordingly. ‘Multinational companies’ – i.e. 
businesses with a presence in more than one country -- have proliferated; there were over eleven times 
more in 2006 than in 1970.52 These transnational corporations typically incorporate subsidiaries in 
each jurisdiction in which they operate because it is often easier to conduct business (e.g. meet 
regulatory requirements, establish bank accounts, negotiate credit terms) as a local legal entity than as 
a foreign company. 

These structures of parent, holding and subsidiary companies may include entities registered in 
offshore centres. Sometimes the offshore companies may have a physical presence in the jurisdiction – 
such as an office or an operational facility; sometimes they may be legal entities managed by a local 
service provider or law firm but without a permanent physical presence. 

There are plenty of reasons why a multinational company might include an offshore entity in its 
structure, including tax neutrality, protection for its investors, access to capital markets, expertise and 
experience, and efficient and robust regulation. 

Some have questioned such corporate structures. As recently as 2011, Christian Aid in its report 
Hungry for Justice claimed that for every £1 spent on bananas in the United Kingdom six pence went to 
a Jersey based company for ‘management services’.53 This claim is derived from an article in the 
Guardian from 2007 which was based on a set of accounts for Fyffes from 2001. Not only was the 
supposed revelation out-of-date, as the particular activities ceased going through the Channel Islands in 
2001, it also failed to recognise that they included corporate treasury operations, which had more to do 
with their staff pensions and ensuring they had an adequate hedge on exchange rates than banana 
picking.54 

More generally, we have investigated the links between the continent and major international 
companies with entities registered in Jersey. Our analysis covers the largest European, United States 
and South African listed businesses. We examine: the top 350 companies listed on the main London 
stock exchange plus all those on its Alternative Investment Market; the 294 euro-zone members of Dow 
Jones’ EURO STOXX index; all members of the Standard & Poor's 500 index of largest listings on the 
New York’s main bourses; and the top 39 listings on the Johannesburg exchange. For each company, 
we identify whether it has material business interests in Africa, and whether it has a related entity 
registered in Jersey.55 
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There are few large multinational companies with subsidiaries or other entities registered in Jersey that 
also have material business activities in Africa – and most that do are either in the financial services 
sector or are extractive industries companies. (See Table 10.) 

TTaabbllee  1100::   TThhee  llaarrggeesstt  ll iisstteedd  ccoommppaanniieess,,   ll iinnkkss  ttoo  AAffrr iiccaa  aanndd  uussee  ooff   JJeerrsseeyy  rreeggiisstteerreedd  eenntt ii tt iieess  

Equity index Financial services Extractive industries All others 

 All 
With African 
links 

With African 
and Jersey 
links 

All 
With African 
links 

With African 
and Jersey 
links 

All 
With African 
links 

With African 
and Jersey 
links 

FTSE 100 21 3 3 13 7 4 66 12 5 

FTSE 250 97 1 1 20 44 5 133 15 3 

AIM 217 6 1 260 64 3 610 11 0 

DJ Euro Stoxx 62 7 3 18 10 2 213 54 12 

S&P 500 86 9 4 50 14 3 364 47 1 

JSE 13 13 7 11 11 1 16 16 3 

Source: Capital Economics analysis conducted February to September 2014 using publicly available records and primary survey research. 

Jersey is home to a number of corporate entities related to multinational companies in the extractive 
industries. Some of these entities involve physical offices and directly employed staff in St Helier; others 
are purely legal structures with no direct presence on the island. They are there, as one interviewee 
from the extractive industries explained, “to get covered under Jersey law”. (See Table 11, Table 12 and 
Table 13.) 

TTaabbllee  1111::   FFTTSSEE  335500  nnaattuurraall   rreessoouurrcceess  iinndduussttrryy  ff ii rrmmss  wwiitthh  JJeerrsseeyy  ll iinnkkss  

Equity index Parent company Nature of business Nature of Jersey link 
Jersey physical 
presence? 

Business in 
Africa? 

FTSE 100 Antofagasta Copper mining Subsidiary No No 

FTSE 100 BHP Billiton Mining, metals and petroleum Subsidiaries No Yes 

FTSE 100 Glencore Xstrata Commodity trading and mining Registered office No Yes 

FTSE 100 Petrofac Oil and gas services Registered office No Yes 

FTSE 100 Randgold Resources Gold mining Registered office Yes Yes 

FTSE 100 Tullow Oil Oil and gas exploration Subsidiaries No Yes 

FTSE 250 Centamin Gold mining Registered office Yes Yes 

FTSE 250 Heritage Oil Oil and gas exploration and production Principal office Yes Yes 

FTSE 250 Kentz Corporation Engineering solutions for oil, gas and mining Registered office No Yes 

FTSE 250 Petra Diamonds Diamond mining Group management office Yes Yes 

FTSE 250 Ophir Energy Upstream oil and gas exploration Subsidiaries No Yes 

FTSE 250 Soco International Oil and gas exploration Subsidiaries No Yes 

FTSE 250 Vedanta Resources Metals and mining Subsidiaries No Yes 

FTSE 250 Kenmare Resources Mining Subsidiaries No Yes 

Source: Datastream, annual accounts and Capital Economics. 
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TTaabbllee  1122::   AAlltteerrnnaatt iivvee  IInnvveessttmmeenntt  MMaarrkkeett  aanndd  DDJJ  EEuurroo  SSttooxxxx  nnaattuurraall   rreessoouurrcceess  iinndduussttrryy  ff ii rrmmss  
wwiitthh  JJeerrsseeyy  ll iinnkkss  

Equity index Parent company Nature of business Nature of Jersey link 
Jersey physical 
presence? 

Business in Africa? 

AIM Bellzone Metals mining Corporate office Yes Yes 

AIM Goldstone Resources Gold exploration Domiciled No Yes 

AIM Paragon Resources 
Agriculture/wider 
natural resources 

Registered office No Yes 

AIM New World Oil and Gas Plc 
Oil and gas operating 
company 

Registered office No No 

AIM Minerra Irl Ltd Precious metals mining Registered company No No 

AIM Cambium Global Timberland Forestry 
Incorporated and 
registered 

No No 

AIM Highland Gold Mining Gold mining 
Incorporated and 
registered 

No No 

DJ Euro Stoxx Gas Natural Natural gas company Pipeline subsidiary No Yes 

DJ Euro Stoxx Vopak Tank storage provider Subsidiary No Yes 

Source: Datastream, annual accounts and Capital Economics. 

TTaabbllee  1133::   SS&&PP  550000  aanndd  JJoohhaannnneessbbuurrgg  ssttoocckk  eexxcchhaannggee  nnaattuurraall   rreessoouurrcceess  iinndduussttrryy  ff ii rrmmss  wwiitthh  
JJeerrsseeyy  ll iinnkkss  

Equity index Parent company Nature of business Nature of Jersey link 
Jersey physical 
presence? 

Business in Africa? 

S&P 500 Newmont Mining Gold producer Subsidiary No Yes 

S&P 500 ENSCO Oil and gas well drilling Subsidiary No Yes 

JSE Anglo Gold Ashanti Gold mining Subsidiary No Yes 

JSE Impala Platinum 
Mining of platinum 
group metals 

Subsidiaries No Yes 

IDX Bumi Resources Oil production Subsidiary No No 

Source: Datastream, annual accounts and Capital Economics. 

As capital intensive activities, extractive industry firms invest large sums of capital in the construction of 
mines, equipment and related infrastructure in the countries in which they operate. Based on analysis 
of their annual reports, we estimate that mining and drilling companies with some presence in Jersey 
and operations in Africa are responsible for combined investment of around £50 billion into the 
continent. That is equivalent to approximately 4.7 per cent of the foreign investment stock in the whole 
of Africa. 

Investment in extractive industries is clearly primarily dictated by a country’s stock of natural resources 
and as such it is spread widely across the continent. Although South Africa is the largest beneficiary, 
there are also sizeable investments in countries such as Algeria, Democratic Republic of Congo, 
Mozambique and many others. (See Figure 54.) 
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FFiigguurree  5544::   SShhaarree  ooff   ttoottaall   nnoonn--ccuurrrreenntt  aasssseettss  oowwnneedd  bbyy  eexxttrraacctt iivvee  iinndduussttrryy  ccoommppaanniieess  iinn  JJeerrsseeyy  
bbyy  llooccaatt iioonn  ooff   aasssseettss  

 

Source: Capital Economics’ analysis of individual company accounts 

  

≥	  10	  per	  cent
5	  to	  10	  per	  cent
2	  to	  5	  per	  cent

None	  reported

1	  to	  2	  per	  cent
<	  1	  per	  cent

Total:	  £49	  billion
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PART III: ADDRESSING 
CONCERNS AND ENSURING 
FAIRNESS 
IInn  PPaarrtt   II II II ,,   wwee  aaddddrreessss  ccoonncceerrnnss  tthhaatt  ssoommee  mmaayy  hhaavvee  aabboouutt  tthhee  rroollee  ooff   iinntteerrnnaatt iioonnaall   
ff iinnaanncciiaall   cceennttrreess,,   aanndd  wwee  eexxpplloorree  hhooww  JJeerrsseeyy  iiss  hheellppiinngg  ttoo  ssttaammpp  oouutt  bbrr iibbeerryy,,   
ccoorrrruupptt iioonn  aanndd  ii ll ll iiccii tt   aacctt iivvii ttyy,,   aanndd  aassssiisstt   ootthheerr  ccoouunnttrr iieess  iinn  eennssuurr iinngg  tthhaatt  tthhee  
aapppprroopprriiaattee  ttaaxxeess  aarree  ppaaiidd  ttoo  tthhee  aapppprroopprriiaattee  aauutthhoorrii tt iieess  iinn  AAffrr iiccaa  aanndd  eellsseewwhheerree..  

IInn  oorrddeerr  ttoo  ddoo  mmoorree  ttoo  ffaaccii ll ii ttaattee  iinnvveessttmmeenntt  aanndd  ggrroowwtthh  iinn  AAffrr iiccaa,,   JJeerrsseeyy  aanndd  tthhee  ootthheerr  
rroobbuusstt   iinntteerrnnaatt iioonnaall   ff iinnaanncciiaall   cceennttrreess  nneeeedd  ttoo  bbee  sseeeenn  aass  ppaarrtt   ooff   tthhee  ssoolluutt iioonn  aanndd  nnoott  
ccuullpprr ii ttss  iinn  tthhee  pprroobblleemm..  

FFeeww  jjuurr iissddiicctt iioonnss  wwoorrkk  hhaarrddeerr  tthhaann  JJeerrsseeyy  ttoo  ssttaammpp  oouutt  bbrr iibbeerryy,,   ccoorrrruupptt iioonn  aanndd  ii ll ll iiccii tt   
aacctt iivvii ttyy  aannyywwhheerree  iinn  tthhee  wwoorrlldd  ––  aass  IInntteerrnnaatt iioonnaall   MMoonneettaarryy  FFuunndd  aanndd  OOrrggaanniissaatt iioonn  ffoorr  
EEccoonnoommiicc  CCoo--ooppeerraatt iioonn  aanndd  DDeevveellooppmmeenntt  rreevviieewwss  tteesstt ii ffyy..   II tt   hhaass::   ttoouugghh  uupp--ttoo--ddaattee  
lleeggiissllaatt iioonn;;   aa  ssttrroonngg  ff iinnaanncciiaall   rreegguullaattoorr  wwiitthh  aa  rreemmiitt   wwiiddeerr  tthhaann  iinn  mmoosstt  ‘‘oonnsshhoorree’’   
jjuurr iissddiicctt iioonnss;;   ddeetteerrmmiinneedd  eennffoorrcceemmeenntt  bbyy  ppooll iiccee  aanndd  rreegguullaattoorr,,   wwhhiicchh  hhaass  sseeeenn  
bbeenneeff iicciiaarr iieess  ooff   AAffrr iiccaann  ccoorrrruupptt iioonn  sseenntt  ttoo  ggaaooll ;;   aanndd,,   mmoosstt   iimmppoorrttaanntt llyy,,   aa  bbuussiinneessss  
ccoommmmuunniittyy  tthhaatt  iiss  ssiiggnneedd--uupp  ffuull llyy  ttoo  tthhee  aapppprrooaacchh..   TThheerree  iiss  nnoo  bbaannkkiinngg  sseeccrreeccyy  iinn  tthhee  
ccrroowwnn  ddeeppeennddeennccyy;;   iinnffoorrmmaatt iioonn  iiss  wwii ll ll iinnggllyy  eexxcchhaannggeedd  wwiitthh  ppooll iiccee  aanndd  ootthheerr  ccoommppeetteenntt  
aauutthhoorrii tt iieess  aaccrroossss  tthhee  wwoorrlldd  iinn  oorrddeerr  ttoo  ddeetteecctt   tthhoossee  pprrooff ii tt iinngg  ffrroomm  bbrr iibbeerryy,,   ccoorrrruupptt iioonn,,   
mmoonneeyy  llaauunnddeerriinngg,,   ttaaxx  eevvaassiioonn  aanndd  ootthheerr  ccrr iimmiinnaall   aacctt iivvii ttyy..   

TThheerree  iiss  aall iiggnnmmeenntt  aammoonngg  pprraacctt ii tt iioonneerrss,,   rreegguullaattoorrss  aanndd  ppooll ii tt iicciiaannss  iinn  JJeerrsseeyy,,   wwhhiicchh  
rreeccooggnniisseess  tthhaatt  tthhee  CChhaannnneell   iissllaanndd’’ss  rroobbuussttnneessss,,   sseeccuurrii ttyy  aanndd  lloonngg  hhiissttoorryy  ooff   ssoouunndd  
jjuuddiicciiaarryy  iiss  ii ttss  ssttrroonnggeesstt   ccoommmmeerrcciiaall   aattttrr iibbuuttee..   TTaakkiinngg  oonn  ‘‘ddooddggyy  bbuussiinneessss’’   ffrroomm  AAffrr iiccaa  
oorr  aannyywwhheerree  eellssee  tthhrreeaatteennss  tthhaatt,,   wwhhiicchh  iiss  wwhhyy  ii tt   iiss  iinn  tthhee  iissllaanndd’’ss  oowwnn  iinntteerreesstt   ttoo  
pprrootteecctt   aaggaaiinnsstt   ii tt ..   BBuutt  tthheerree  iiss  nnoo  rroooomm  ffoorr  ccoommppllaacceennccyy..   JJeerrsseeyy’’ss  aauutthhoorr ii tt iieess  mmuusstt  
wwoorrkk  hhaarrdd  ttoo  mmaaiinnttaaiinn  ii ttss  ppoossiitt iioonn..   

NNeevveerrtthheelleessss,,   aall lleeggaatt iioonnss  aarree  lleevveell lleedd  aatt   ooffffsshhoorree  cceennttrreess,,   iinncclluuddiinngg  JJeerrsseeyy,,   wwhhiicchh  
qquueesstt iioonn  tthheeiirr   rroollee  iinn  hhiiddiinngg,,   ffaaccii ll ii ttaatt iinngg  oorr  eevveenn  ppeerrppeettuuaatt iinngg  uunnssaavvoouurryy,,   iimmmmoorraall   oorr  
ii ll lleeggaall   eeccoonnoommiicc  aacctt iivvii ttyy  tthhaatt  iiss  ccoouunntteerrpprroodduucctt iivvee  ttoo  AAffrr iiccaa’’ss  lloonngg--tteerrmm  pprroossppeerrii ttyy..   BBiigg  
nnuummbbeerrss  aarree  aabboouunndd  iinn  tthhee  mmeeddiiaa  tthhaatt  aarree  ssuuppppoosseedd  ttoo  rreepprreesseenntt  tthhee  aammoouunntt  ooff   ii ll ll --
ggootttteenn  ggaaiinnss  hhiiddddeenn  iinn  aall lleeggeeddllyy  sseeccrreett iivvee  hhaavveennss..   HHoowweevveerr,,   tthhee  rreesseeaarrcchh  aanndd  aannaallyyss iiss  
bbeehhiinndd  tthhee  ‘‘bbiigg  nnuummbbeerrss’’   iiss  ooff   ll iimmiitteedd  rr iiggoouurr  aanndd  llaarrggeellyy  ffaaii llss  ttoo  ddiisstt iinngguuiisshh  bbeettwweeeenn  
ii ll ll iiccii tt   aacctt iivvii ttyy  aanndd  lleeggiitt iimmaattee  pprroossppeerrii ttyy--eennhhaanncciinngg  ccrroossss--bboorrddeerr  aacctt iivvii ttyy..   

SSoommee  ccaammppaaiiggnniinngg  ggrroouuppss  hhaavvee  aallssoo  aaccccuusseedd  ooffffsshhoorree  cceennttrreess  ooff   iinnvvoollvveemmeenntt  iinn  
ccoommpplleexx  ccoorrppoorraattee  ssttrruuccttuurreess  aanndd  aabbuussiivvee  ‘‘ ttrraannssffeerr  pprr iicciinngg’’   aarrrraannggeemmeennttss  ddeessiiggnneedd  ttoo  



JERSEY FINANCE JERSEY’S VALUE TO AFRICA | P79 
 

	   	  

© Capital Economics Limited, 2014 
 

hheellpp  llaarrggee  mmuulltt iinnaatt iioonnaall   ccoommppaanniieess  aavvooiidd  ppaayyiinngg  tthheeiirr   aapppprroopprriiaattee  ttaaxxeess  iinn  AAffrr iiccaann  
ccoouunnttrr iieess..   TThheerree  hhaass  bbeeeenn  mmuucchh  iinn  tthhee  pprreessss  rreecceenntt llyy  aabboouutt  tthhee  ttaaxx  ppllaannnniinngg  pprraacctt iicceess  
ooff   tthhee  ll iikkeess  ooff   SSttaarrbbuucckkss,,   AAmmaazzoonn  aanndd  FFiiaatt   ––  bbuutt  tthheessee  aarree  ttyyppiiccaall llyy  ddeevveellooppeedd  wwoorrlldd  
eexxaammpplleess..   IInnddeeeedd,,   eevveenn  ii ff   ttrraannssffeerr  mmiisspprriicciinngg  eexxtteennddss  ttoo  AAffrr iiccaa,,   ii tt   iiss  ddii ff ff iiccuulltt   ttoo  sseeee  
hhooww  JJeerrsseeyy  ccaann  bbee  iimmppll iiccaatteedd..   OOuuttssiiddee  ooff   ff iinnaanncciiaall   sseerrvviicceess  aanndd  eexxttrraacctt iivvee  iinndduussttrr iieess,,   
tthhee  llaarrggeesstt   ooff   tthhee  CChhaannnneell   IIssllaannddss  iiss  hhoommee  ttoo  aallmmoosstt  nnoo  mmaajjoorr  ll iisstteedd  mmuulltt iinnaatt iioonnaall   
ccoommppaanniieess  wwiitthh  AAffrr iiccaann  ooppeerraatt iioonnss..   
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6 STAMPING OUT BRIBERY, 
CORRUPTION AND ILLICIT 
ACTIVITY 
In this chapter, we consider the potential for international financial centres to hide, facilitate or even 
perpetuate unsavoury, immoral or illegal economic activity in developing countries that is 
counterproductive to their long-term prosperity. 

First, we outline the nature of economic crime that may blight Africa’s developing economies and its 
alleged links to international financial centres. Second, we examine how illicit gains made may be 
extracted from Africa. Third, we consider the scope for sheltering such gains in offshore jurisdictions. 
Fourth, we review Jersey’s record in such matters. 

EEccoonnoommiicc  ccrriimmee  aanndd  tthhee  aall lleeggeedd  ccoommppll iicciittyy  ooff  ooffffsshhoorree  cceennttrreess  

Economic crime, including bribery and corruption, is a major problem for the developing world. 

The World Bank estimates that over US$1 trillion a year is paid in bribes globally.56 Another of their 
studies finds that in sub-Saharan Africa ‘shadow economies’ measure over 40 per cent of official gross 
domestic product.57 

Such activities do real and substantial damage to the economies affected by them — by misdirecting 
precious resources, adding costs and raising prices in consumer and intermediate markets, 
perpetuating and often exacerbating inequalities, deterring entrepreneurship, and discouraging foreign 
investors. The World Economic Forum estimates that the cost of corruption equals more than five per 
cent of world gross domestic product (US$2.6 trillion), adds up to ten per cent to the total cost of doing 
business globally and up to 25 per cent to the cost of procurement contracts in developing countries. 
They also find that moving business from a country with a low level of corruption to a country with 
medium or high levels of corruption is equivalent to a twenty per cent tax on foreign business.58 

African nations that do not address bribery, corruption and similar economic crimes will be held back 
economically. In this context, the efforts of charities, such as Christian Aid and Action Aid, to raise these 
issues with key audiences worldwide should be applauded. 

Some commentators have alleged that offshore jurisdictions help facilitate economic crime in 
developing countries by permitting the proceeds of illicit activity to be transmitted or stored in their 
financial institutions often under a veil of banking secrecy.59 If true, by providing the channels to move 
illicit capital and the vehicles to store it, offshore centres may play a role in draining the developing 
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world of the capital it needs for economic growth. But, as this chapter shows, this characterisation is 
often inaccurate and misleading, and particularly so with respect to Jersey. 

GGeetttt iinngg  tthhee  mmoonneeyy  oouutt  

In this section, we consider how the proceeds of economic crime and other illicit gains may be extracted 
from developing countries. 

Depending on the sophistication of local enforcement agencies, it may be straightforward to move 
capital across borders without fear of detection and/or penalty. But in many cases, it will require some 
degree of cover to hide it from authorities either in the originating country or, just as likely, in the 
receiving jurisdiction. 

The literature focusses almost exclusively on ‘trade mispricing’ as the transmission mechanism. Indeed, 
Global Financial Integrity estimate that it accounts for about 80 per cent of ‘illicit’ outflows (although we 
would urge some caution when using their numbers).60 Trade mispricing works by an exporter, who 
wishes to move capital abroad, selling their goods at an artificially low price to a foreign importer. That 
foreign importer then sells those goods on at the market price and remits some portion of the spread to 
the exporter. It can also run the other way. An importer who wishes to move capital abroad buys goods 
from a foreign exporter at an artificially high price. Some portion of this overpayment is then remitted to 
the importer by the exporter. 

(There is an important distinction between trade (mis)pricing and ‘transfer (mis)pricing’. The former 
relates to cross-border trade between two separate entities. The latter refers to international 
transactions between parts of the same corporate entity. These concepts are often confused or 
conflated. Trade (mis)pricing is most commonly associated with discussions of illicit capital flows, while 
transfer (mis)pricing with discussions of tax avoidance. As such, in this chapter, we consider trade 
(mis)pricing while we examine transfer (mis)pricing in the subsequent chapter. In practice, either 
mechanism could potentially be deployed in either circumstance. But the arguments are similar in each 
case, so for brevity we make them only once.) 

There are some practical problems with trade mispricing. The most fundamental difficulty facing a 
would-be trade mis-pricer in a developing country is finding a counter-party in the receiving nation who 
is willing to engage in the (likely criminal) activity and whom they trust to return to them the surplus 
capital (less the counter-party’s fee). The economics textbooks would call this a ‘coordination problem’. 
(See Box 4.) 
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BBooxx  44::   TThhee  ccoooorrddiinnaatt iioonn  pprroobblleemm  aatt  tthhee  hheeaarrtt   ooff   ‘‘ ttrraaddee  mmiisspprriicciinngg’’   

Party A wishes to shift funds out their host Country X to Country Y via mispriced trade. Party A must locate a Party B in Country Y 
who is willing to assist them by underpaying for their imports and then remitting some portion of the profits of the resale to 
Party A. This difficulty also exists when Party A is an importer needing to find an exporting Party B which will sell it overpriced 
goods. This problem can be illustrated as a ‘sequential game’: 

 
If Party A transacts with Party B, Party B then faces a choice of remitting or not remitting some portion of the proceeds to Party 
A. If Party B does remit their pay off is 1 and that of Party A is 2. If, however, Party B decides not to remit to Party A and to keep 
the entirety of the proceeds for itself, then their pay off increases to 3 and that of Party A falls to 0.  

Furthermore, Party A knows this prior to making their decision of whether or not to transact with Party B. They know that by 
reneging on any agreements and not remitting Party B can increase its pay off from 1 to 3. Party A also knows that by not 
transacting itself it can exchange an uncertain pay off of either 2 or 0 for a certain pay off 1. Without a credible commitment 
mechanism which can guarantee that Party B will remit a share of the proceeds back to Party A, it is likely that Party A will not 
‘play’. 

The literature on transfer mispricing offers no suggestions at all on what this commitment mechanism might be. A possible 
solution would be if the game was repeated, meaning that cooperation in this game was necessary to play in the following 
game. But this would show up as repeated ‘mispricing’ between certain importers and exporters and in certain trade 
categories. 

Source: Capital Economics. 

This coordination problem is not insurmountable – but it does suggest that trade mispricing is likely only 
when the rewards are large enough on both sides and/or the trades are small and frequent enough for 
the parties to establish trust in each other. It is also difficult to see how it might be widespread among 
large companies with significant internal and external oversight and audit functions. Indeed, how would 
the kickbacks be arranged and disguised in a modern corporate environment? 

Although some degree of ‘trade mispricing’ may well carry on between countries, we would be surprised 
if it were a material proportion of world trade. 
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Our view is supported by the paucity of case evidence. The literature offers few actual examples of trade 
mispricing in action. Despite the degree of criminality involved, there are remarkably few examples of 
criminal or regulatory action being taken against companies or individuals for trade mispricing. Where 
supposed specific examples are cited, they are identified commonly through analysis of governments’ 
trade data – where the supposed mispricing is most likely to be the result of statistical error and 
aberration rather than any real underlying illicit activity.61 

Nevertheless, large estimates of the overall scale of illicit capital flows and of trade mispricing 
specifically abound in the literature. We have reviewed these often headline-grabbing calculations and 
conclude that they are either of limited rigour or are failing to distinguish between legitimate cross 
border activity and illicit capital flows, or both. 

We review a selection of four of these estimates. Our sample provides a good representation of the 
breadth of approaches demonstrated in the literature. 

AAnn  eesstt iimmaattee  ooff   ssuuppppoosseedd  ii ll ll iiccii tt   ccaappiittaall   ff lloowwss  

First, we consider an estimate of the overall level of illicit capital flows from the developing world. 

The lobby group, Global Financial Integrity, report in their 2013 publication that ‘illicit’ flows from the 
developing world were US$946.7 billion in 2011, with a cumulative illicit outflow of US$5.9 trillion 
between 2002 and 2011.62 

These calculations are derived from a restatement of the ‘net errors and omissions’ for developing 
countries as recorded in the International Monetary Fund’s balance of payments accounts plus 
estimates of alleged ‘trade mispricing’.63 (We deal with supposed ‘trade mispricing’ below.) Given the 
complexity of compiling a comprehensive account of trade and financial flows between every country in 
the world, trade statisticians have to make adjustments to the underlying data to ensure inputs from 
various sources reconcile. Mistakes, inaccuracies and inconsistencies in the underlying data mean that 
the worlds reported total exports do not necessarily equal its total imports (and its total financial 
outflows do not necessarily equal its inflows). The net errors and omissions values are computed and 
included in the accounts in order to ensure such balance. 

Global Financial Integrity assume that the net errors and omissions are either directly linked to or are a 
proxy for the scale of illicit capital flows. The campaigners do acknowledge that: 

“It is impossible to disaggregate the portion of statistical errors inherent in the [net errors and 
omissions] from illicit flows.”64 

Nevertheless they go on in their computations to use all net errors and omissions values in their 
estimates of global wrongdoing. They argue for this because “results have been consistently negative 
and increasing for many developing countries …… and there is no reason to believe that errors in 
statistical recording have increased”.65 

While this might be true in nominal terms, it is simply the result of increasing trade. Net errors and 
omissions as a percentage of trade are stable globally and in developing countries, and sub-Saharan 
Africa particularly, have actually fallen. (See Table 14.) 
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TTaabbllee  1144::   NNeett  eerrrroorrss  aanndd  oommiissssiioonnss  aass  aa  ppeerrcceennttaaggee  ooff   eexxppoorrttss  aanndd  iimmppoorrttss  

 
Growth in imports and 
exports (percentage) 

Change in net errors and 
omissions (percentage) 

Supposed mispricing as a share of imports and exports 
(percentage) 

 2005-2012 2005-2012 2005 2012 

All countries 75 77 1.27 1.28 

Developing countries 137 51 2.40 1.50 

Sub-Saharan Africa 83 -33 5.80 2.10 

Source: International Monetary Fund. 

Moreover, Global Financial Integrity’s calculations for 2005 to 2012 take account of errors and 
omissions in only one direction – namely, those that would reflect trade and capital flows out of the 
developing world. But there are also balancing items in the opposite direction. When these are included 
the results are different. 

Global Financial Integrity report 36 sub-Saharan African countries suffering ‘capital outflows’ as 
measured by net errors and omissions over the seven year period of US$162 billion. But when 
balancing items in the opposite direction are included the number falls to twenty countries losing a 
supposed US$150 billion while another nineteen countries actually gained US$33 billion over the 
period. 

Indeed, net errors and omissions are much more likely to reflect statistical variation rather than 
anything in the real world. The figures are derived from surveys of sometimes doubtful quality; in the 
European Union, data on goods generally come from foreign trade statistics which are often collected by 
customs' administrations. Data on services come from a variety of surveys where the data can be 
reported either by the banks or directly by the enterprises or the household. They can arise for a variety 
of reasons, including: 

 A transaction is recorded in a different time period to it taking place 

 Prices of goods or services are not correctly recorded in foreign or domestic currency values 

 Volumes traded may be wrongly estimated or assigned the wrong units e.g. kilograms not tonnes 

AA  sseemmiinnaall   eesstt iimmaattee  ooff   ssuuppppoosseedd  ttrraaddee  mmiisspprriicciinngg  

Second, we consider one of the earliest estimates of the scale of supposed ‘trade mispricing’. In 2005, 
Raymond W. Baker, now president of Global Financial Integrity, estimated that US$200 billion to 
US$280 billion was lost each year to ‘falsified pricing’.66 

Mr Baker’s analysis has received criticism. It appears to be no more than unverifiable and out-of-date 
hearsay. 67 His numbers are based on unattributable interviews conducted with unspecified company 
executives nearly fifteen years earlier. There is no evidence to show that the sample is representative or 
even how it was selected – or to explain how the interview findings were quantified and aggregated into 
the overall range of US$200 billion to US$280 billion reported. (See Box 5.)  
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BBooxx  55::   RRaayymmoonndd  WW..  BBaakkeerr’’ss  mmeetthhooddoollooggyy  ffoorr  ccaallccuullaatt iinngg  ‘‘ ttrraaddee  mmiisspprriicciinngg’’   

“In the early 1990s, I undertook a project to examine the amount of mispricing in international trade between unrelated 
parties, which I first observed in Africa in the 1960s and have seen all over the world ever since. My company conducted 550 
interviews with presidents, managing directors, or deputy heads of trading companies in 11 countries… 

The results of this survey did not surprise me. For Latin America, between 45 and 50 percent of foreign trade transactions 
were revealed to be falsely priced, with Argentina, Brazil, and Venezuela all falling within or close to this range. Levels of 
mispricing in these falsified transactions averaged more than 10 percent. Multiplying these two percentages produces an 
estimated mispricing component for Latin American trade between unrelated parties of 5 percent. 

For Africa, 60 percent of trade transactions were indicated to be intentionally mispriced by an average of more than 11 
percent. This produces an estimated mispricing component for African trade between unrelated parties of about 7 percent. 
Nigeria significantly exceeded the norm of 7 percent.” 

Source: Raymond W. Baker, Capitalism’s Achilles Heel - Dirty Money and How to Renew the Free-Market System (Wiley, Hoboken), 2005. 
pp169-170.  

Nevertheless, this work continues to be cited. Trillion Dollar Scandal, a recent report by the 
campaigning group, One, largely bases its estimates of alleged ‘illicit capital flows’ from the developing 
world on it. One also draws on other work, such as Christian Aid’s report Death and Taxes, which is 
directly derived from Baker’s book.68 

AAnn  eesstt iimmaattee  ooff   ssuuppppoosseedd  ttrraaddee  mmiisspprriicciinngg  uussiinngg  nnaatt iioonnaall   ttrraaddee  ddaattaa  

Third, we examine a more recent estimate of the scale of ‘trade mispricing’ which uses country-level 
trade data. 

In a 2011 report, Global Financial Integrity claimed that US$763.4 billion dollars had flowed from the 
developing world via ‘mispriced’ trade that year alone, contributing to a total of US$4.6 trillion between 
2002 and 2011.69 But here, the campaigners assume that trade mispricing can be quantified as “the 
sum of discrepancies between (i) a country’s exports and world imports from that country and (ii) a 
country’s imports and world exports to that country” in the International Monetary Fund’s direction of 
trade statistics.70 

There is little reason to believe that their chosen measure has much (if anything) to do with supposed 
trade mispricing. These discrepancies more likely reflect genuine and unintended errors, omissions and 
oddities in the underlying data. 

Where they are not purely illusory statistical phenomena, a more plausible explanation is that they 
reflect variations in the costs of transportation. The value of exports are recorded in International 
Monetary Fund direction of trade statistics excluding the costs of shipment (which is known as the ‘free 
on board’ value) while the value of imports are typically registered including the costs of freight 
shipment and insurance. On average, import values including transport and insurance costs are around 
ten per cent higher than export prices excluding transit. Global Financial Integrity assume that any 
difference between import and export values greater than ten per cent reflects illicit capital flows 
through trade mispricing. In reality, the difference may exceed ten per cent for any number of legitimate 
economic reasons including: 

 Longer than average distance to be travelled 
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 Greater than average risk of loss or damage in transit reflected in higher insurance premia 

 Higher than average local prices for fuel, labour, port charges or any of the other costs involved in 
international freight movements 

 Changing circumstances over time 

Indeed, the evidence points towards wide and legitimate variation in the differences between export 
and import values.71 

There are further reasons to believe that Global Financial Integrity’s interpretation of the data is 
particularly misleading for Africa. Inspection of the actual data shows that a substantial proportion of 
what the lobby group assumes is trade mispricing originates from South Africa. In the case of trade 
between sub-Saharan Africa and the United Kingdom, for example, 96 per cent of their metric (for the 
period 2008 to 2012) relates to supposed trade mispricing by entities in the continent’s most southerly 
nation. However, this bias most likely reflects the status of Durban and Richards Bay as Africa’s busiest 
cargo ports.72 South Africa is a hub for other countries trade. What appears to Global Financial Integrity 
as mispricing is more likely simple statistical confusion over where trade actually originates.73 

AAnn  eesstt iimmaattee  ooff   ssuuppppoosseedd  ttrraaddee  mmiisspprriicciinngg  uussiinngg  aa  ‘‘pprr iiccee  ff ii ll tteerr’’   aannaallyyssiiss  bbaasseedd  oonn  

ddeettaaii lleedd  ttrraaddee  ddaattaa  

Fourth, we examine estimates of trade mispricing based upon so-called ‘price filter’ analysis of more 
detailed commodity-level trade data. 

In a 2009 report, Christian Aid suggest that more than US$1.1 trillion of capital flowed into the 
European Union and United States from the rest of world through bilateral trade mispricing between 
2005 and 2007.74 (There are a number of other examples of this type of analysis, but this is probably 
the most fully documented and it has attracted much attention, which is why we focus on it here as our 
exemplar.75) 

This headline figure masks substantial geographical variation – with supposed capital outflows from 
Africa accounting for a small proportion of the total. For the period 2005 to 2007 the supposed ‘illicit 
capital flow’ from Africa to the European Union via ‘trade mispricing’ was four per cent of the alleged 
total. For supposed ‘illicit capital flow’ from Africa to the United States via ‘trade mispricing’ over the 
same period the total was one per cent. For the European Union and the United States combined, it was 
two per cent. (See Figure 55.) 



  JERSEY FINANCE JERSEY’S VALUE TO AFRICA | P88 
 

© Capital Economics Limited, 2014 
 

FFiigguurree  5555::   SShhaarree  ooff   ssuuppppoosseedd  ‘‘ ii ll ll iiccii tt   ccaappiittaall   iinnff lloowwss’’   iinnttoo  tthhee  EEuurrooppeeaann  UUnniioonn  aanndd  tthhee  UUnniitteedd  
SSttaatteess  ffrroomm  nnoonn--EEuurrooppeeaann  UUnniioonn  ccoouunnttrr iieess  

Source: David McNair and Andrew Hogg, False Profits - robbing the poor to keep the rich tax-free (Christian Aid, London), March 2009, and 
Capital Economics. 

Indeed, reported losses from Africa are lower than international averages even when expressed as a 
share of African trade. The global figure is driven predominantly by low priced exports from China and 
elsewhere in Asia – which may reflect these countries’ strategies for gaining market share in an 
increasingly globalised economy rather than any illicit trade mispricing. (See Figure 56.) 

North	  America
22%

Asia
42%

Europe	  (non-‐EU)
4%

Eastern	  Europe	  
and	  Ex-‐Soviet

12%

China
11%

Middle	  East
2%

Africa
2%

Australasia
1%

South	  and	  Central	  
America

4%



JERSEY FINANCE JERSEY’S VALUE TO AFRICA | P89 
 

	   	  

© Capital Economics Limited, 2014 
 

FFiigguurree  5566::   TToottaall   ssuuppppoosseedd  ’’ ii ll ll iiccii tt   ccaappiittaall   iinnff lloowwss’’   iinnttoo  tthhee  UUnniitteedd  SSttaatteess  aanndd  EEuurrooppeeaann  UUnniioonn  
ffrroomm  tthhee  rreesstt  ooff   tthhee  wwoorrlldd  bbyy  rreeggiioonn  aass  aa  ppeerr  cceenntt  ooff   eeaacchh  rreeggiioonn’’ss  ttoottaall   ttrraaddee  ((ppeerr  cceenntt))   

Source: David McNair and Andrew Hogg, False Profits - robbing the poor to keep the rich tax-free (Christian Aid, London). March 2009 and 
Capital Economics. Note: Large flows reported from Malaysia and Turkey (indicated in lighter colour) are most likely statistical errors. 

CChhrriisstt iiaann  AAiidd’’ss  mmeetthhooddoollooggyy  

The Christian Aid report is based on analysis using detailed official trade statistics for both the United 
States and the European Union covering their imports and exports with every other country.76 The 
official statistics provide monthly estimates of the value and volume of each trade flow for around 
20,000 different categories of goods and commodities. 

By dividing the estimates of value by those for volume, Christian Aid’s researchers calculate an average 
price per unit for each category, for each month and for each combination of exporting and importing 
nations. These prices per unit are then compared. For each of the circa 20,000 categories, trade flows 
between specific countries are identified where the prices are high or low compared to the average for 
that category. For each of the categories, the researchers attempt to identify where: 

 Imports into developed from developing nations that are priced abnormally low 

 Exports from developed to developing countries that are priced abnormally high 

If any trade mispricing is being conducted to move capital out of the developing world, it will exhibit one 
or both of these characteristics. But, these characteristics in and of themselves do not necessarily 
demonstrate the presence of trade mispricing. There are any number of legitimate reasons why a 
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particular trade flow may be conducted at a relatively high or low price against the average for other 
nations. These may include differences in: 

 Local market conditions 

 Local market size 

 Transport and logistics costs 

 Risk and insurance 

Nevertheless, despite there being many good reasons to believe otherwise, the anti-poverty charity’s 
calculations assume that all trades that are abnormally priced are the result of trade mispricing. 
Moreover, they deploy rather broad criteria for determining what prices are abnormal. 

For each and (almost) every category of trade, Christian Aid assumes that any exports from a developing 
nation that are imported into either the European Union or the United States at an average unit price in 
the lower quartile (i.e. in the bottom quarter) of all prices for that commodity is the result of trade under-
pricing.77 

Likewise, they assume that any imports into a developing nation that have been exported from either 
the European Union or the United States at an average unit price in the upper quartile of all prices for 
that commodity is the result of trade overpricing. 

The quartile ‘price filter’ is arbitrary.78 It implies that, for each and every internationally traded 
commodity or good, exactly one quarter of all countries trading in that commodity or good are doing so 
with the transactions ‘mispriced’ for the purposes of illicit capital transfer. There is no evidence to 
support this assumption whatsoever. 

The charity’s supposed quantification of illicit capital flows is similarly computed according to the 
arbitrary quartile price filter. They assume that, for all exports from developing countries priced in the 
lowest quartile, there is an illicit capital flow out of the developing country equivalent to the difference 
between the actual price and the lower quartile price for that commodity. Similarly, they assume that, 
for all exports from developed countries in the highest quartile, there is an illicit capital flow equivalent 
to the difference between the actual price and the upper quartile price for that commodity. 

WWeeaakknneesssseess  aanndd  ff llaawwss  iinn  tthhee  aapppprrooaacchh  

There are numerous problems with this methodology. We outline five of them here: 

• The approach takes no account of the actual distribution of prices. A quarter of all prices are 
assumed to be abnormal (and illicit) regardless of how far from the average they are. Even 
commodities traded within the narrowest range of prices will have a quarter of their trades 
included as part of supposedly illicit capital flows. (See Box 6.) 

• The method fails to recognise the impact of price changes over time or legitimate price volatility 
generally. Christian Aid examine monthly trade data and compare them against average prices 
calculated across a calendar year. But prices can change naturally within a year.79 (See Box 7.) 
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• Although the analysis covers around 20,000 different lines of goods and commodities, 
individual categories may be combining apples with pears. Where a group includes both high 
and low value items (such as cruise liners and barges in ‘Cruise ships, excursion boats, ferry 
boats, cargo ships, barges and similar vessels for the transport of persons or goods’), variations 
in average prices are likely to reflect differences in the mix of items traded rather than any 
supposed mispricing. (See Box 8.) 

• The underlying data are too inaccurate for these purposes. For example, for trade with the 
European Union, Christian Aid use Eurostat trade data collected through the Intrastat system.80 
Late or non-response by certain companies is prevalent in this system with over ten per cent of 
companies failing to provide information.81 This alone represents a potential error of three to 
four per cent of trade value.82 Add to this, the likely rate at which businesses make genuine 
errors in their submissions to statistical authorities and the scale of supposed illicit capital flow 
identified by the charity fall well within the margins of error of the underlying data.83 

• Christian Aid ignore in their calculations low priced exports from the European Union and the 
United States to developing countries, and high priced imports into the developed nations from 
the developing world. Applying the logic behind their analysis, these trades will reflect capital 
flows into the developing world and, presumably, should net off against the supposed illicit 
flows out. (We discuss this further below.) 

BBooxx  66::   HHooww  CChhrriisstt iiaann  AAiidd’’ss  aapppprrooaacchh  ffaaii llss  ttoo  aaccccoouunntt  ffoorr  vvaarryyiinngg  pprr iiccee  ddiissttrr iibbuutt iioonn  

The table below shows four different, hypothetical price distributions. They are either distributed in a narrow range (A), 
distributed with anomalously low prices (B), distributed with consistent spread but over a relatively wide range (C), and 
distributed with anomalously high prices (D).  

Product Prices 

 Underpriced     Overpriced 

A 10 11 12 13 14 15 16 17 

B 1 2 100 101 102 103 104 105 

C 10 20 30 40 50 60 70 80 

D 1 2 3 4 5 6 100 200 

Despite the fact that only in B and D do we have anomalous prices, the arbitrary choice of a ‘quartile’ price filter finds an 
equal number of ‘mispricings’ in each distribution regardless of its characteristics.  

Source: Capital Economics 
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BBooxx  77::   DDooeess  ccrruuddee  ooii ll   pprr iiccee  vvoollaatt ii ll ii ttyy  eexxppllaaiinn  tthhee  NNiiggeerriiaann  ooii ll   iinndduussttrryy’’ss  aall lleeggeedd  ttrraaddee  
mmiisspprriicciinngg??  

Christian Aid write that: “In Nigeria (in 2007), £501m was lost from its burgeoning mineral fuel and oil industry. The country is 
an exporter of these products, which means that this sum was lost through the artificial lowering of the final sale price in order 
to minimise the tax liability in Nigeria. What made that figure all the more surprising was that the previous year, only £145m 
was lost in that trade category.”84 

Yet, as the chart below illustrates, oil prices became more volatile between 2006 and 2007. 

22000066  aanndd  22000077  BBrreenntt  ccrruuddee  pprriicceess,,   UUSS$$  ppeerr  bbaarrrreell   

 
This is captured in an increased value for ‘variance’ which measures how far a set of numbers is spread out, as shown in the 
top panel of the table below. This allows us to see that the higher estimates for ‘mispricing’ in 2007, shown in the bottom 
panel of the table below, were driven by prices increasing over the period and not by any ‘mispricing’. 

Estimates of under and over-pricing per barrel of Brent crude, US$ 

Oil price 2006 2007 

Highest price (US$ per barrel) 78.22 (August 9th) 97.08 (December 27th) 

Lowest price (US$ per barrel) 55.89 (October 23rd)  50.81 (January 17th) 

Variance 33.80 149.44 

Under-pricing per barrel   

Quartile filter 127.06 474.85 

Quartile filter 232.05 739.19 
 

Source: http://www.taxation.co.uk/taxation/articles/2010/02/17/19977/lack-evidence (accessed 3 October 2014) and Capital Economics.  
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BBooxx  88::   CCoommppaarriinngg  bbaarrggeess  aanndd  ccrruuiissee  ll iinneerrss  

A second hand 40 to 50 foot Dutch barge can be bought for upwards of £85,000.85 The sixteen deck high, 1,180 foot long 
and 154 foot wide Oasis of the Seas cruise liner cost £800 million in 2009.86 Yet both are aggregated together in even the 
most disaggregated trade data under ‘Cruise ships, excursion boats, ferry boats, cargo ships, barges and similar vessels for 
the transport of persons or goods’. 

The example below shows the effect this can have on estimates of ‘trade mispricing’. Scenario A shows the lower and 
upper quartile prices for nine barges and the total allegedly lost to ‘mispricing’. Scenario B shows the same for four cruise 
liners. Scenario C combines the barges and cruise liners, shows the new upper and lower quartile prices, and calculates a 
new estimate of the amount lost to supposed ‘trade mispricing’. 

Stylised example of variation of ‘trade mispricing’ dependent on composition of categories 

Commodity Prices (£) 

9 barges 

85,000 
86,000 
87,000 
88,000 
89,000 
90,000 
91,000 
92,000 
93,000 
94,000 

4 cruise liners 

750,000,000 
775,000,000 
800,000,000 
825,000,000 

By combining the two items a set of outliers are introduced which greatly increases the estimate. 

Hypothetical scenario Commodity Lower quartile price (£) Upper quartile price (£) Total lost to ‘mispricing’ (£) 

A 9 barges 87,000 91,750 3,750 

B 4 cruise liners 768,750,000 806,250,000 37,500,000 

C 

13 “Cruise ships, excursion 
boats, ferry boats, cargo 
ships, barges and similar 
vessels for the transport of 
persons or goods” 

88,250 562,500,000 899,900,000 

Of 29,985 product categories including sub-headings listed on the 2009 harmonized tariff schedule, 43 per cent include 
‘other’ in the description including ‘Tankers’ and ‘Hardbound books’.87 

Source: Capital Economics. 

AAsssseessssiinngg  tthhee  iimmppaacctt   ooff   CChhrriisstt iiaann  AAiidd’’ss  cchhooiiccee  ooff   pprr iiccee  ff ii ll tteerr   

These problems are compounded by the researchers’ choice of price filter that is not only arbitrary but 
is liable to substantially overstate their case. 

In order to illustrate this point, we have attempted to replicate the analysis conducted by Christian Aid. 
For brevity, we focus only on European Union trade (although we would expect our findings to be similar 
if using the data for the United States also). We have analysed Eurostat data for 2005, 2006 and 2007, 
which are used by the charity in their report, plus 2013, which is the latest year for which there are data 
available. Given the scale of the computations involved, we have only deployed monthly data across the 
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full circa 20,000 categories for our analysis of 2007. Analysis of the other years has used annual data 
with both 99 and circa 20,000 categories.88 

In our analysis, we cannot match the Christian Aid’s numerical results. Indeed, our estimates of their 
key metric (i.e. value of European imports at below lower quartile price plus value of European exports 
at above upper quartile price) are higher. (See Figure 57.) 

FFiigguurree  5577::   EEsstt iimmaatteess  ooff   CChhrriisstt iiaann  AAiidd’’ss  kkeeyy  mmeettrr iicc  ffoorr  ttrraaddee  bbeettwweeeenn  tthhee  EEuurrooppeeaann  UUnniioonn  aanndd  
tthhee  rreesstt  ooff   tthhee  wwoorrlldd  ((bbii ll ll iioonn  eeuurroo,,   ccuurrrreenntt  pprr iicceess))   

 
Sources: Capital Economics; Christian Aid.  
Note: The darker shades represent exports from the European Union with an average price above the upper quartile price. The lighter shades 
represent imports into the European Union with an average price below the lower quartile price. 

We are not surprised that we cannot replicate the numbers precisely. These are large databases and 
substantial computations. Indeed, we don’t even know if the underlying data are the same, as they can 
be subject to revision by the authorities. Moreover, the charity’s researchers report that they have (quite 
sensibly) treated the data to avoid anomalous results – which is something that we cannot repeat 
accurately with the information provided.89 

We have extended our analysis to consider other potential price filters. 

Whereas Christian Aid assume that 25 per cent of all trades are mispriced, we also consider the equally 
valid (and arbitrary) thresholds of fifteen and five per cent. In addition, we deploy a filter that takes 
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account of the distribution of prices; it captures those trades conducted at prices more than one 
standard deviation away from the mean.90 

FFiigguurree  5588::   EEsstt iimmaatteess  ooff   CChhrriisstt iiaann  AAiidd’’ss  kkeeyy  mmeettrr iicc  ffoorr  ttrraaddee  bbeettwweeeenn  tthhee  EEuurrooppeeaann  UUnniioonn  aanndd  
tthhee  rreesstt  ooff   tthhee  wwoorrlldd  uussiinngg  aalltteerrnnaatt iivvee  pprr iiccee  ff ii ll tteerrss  ((bbii ll ll iioonnss  eeuurroo,,   ccuurrrreenntt  pprr iicceess))  

 

Source: Capital Economics. Analysis based on annual data with c. 20,000 categories of goods and commodities. 
Note: The darker shades represent exports from the European Union with an average price above the upper quartile price. The lighter shades 
represent imports into the European Union with an average price below the lower quartile price. 

Unsurprisingly, the results are sensitive to the filter used. (See Figure 58.) 

The estimates of Christian Aid’s key metric are 44 per cent lower using a fifteen per cent filter 
compared to their quartile price method, 88 per cent lower with the five per cent threshold and 89 per 
cent lower using the standard deviation approach. By adopting an approach that takes account of the 
actual distribution of prices, the vast majority of what Christian Aid asserts is illicit capital flow is shown 
to be illusory. 

Indeed, presenting the figures as percentages of total European Union trade, it is apparent that the 
magnitudes are well within the margins of error to be expected from underlying data of this type. (See 
Figure 59.) 
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FFiigguurree  5599::   EEsstt iimmaatteess  ooff   CChhrriisstt iiaann  AAiidd’’ss  kkeeyy  mmeettrr iicc  ffoorr  ttrraaddee  bbeettwweeeenn  tthhee  EEuurrooppeeaann  UUnniioonn  aanndd  
tthhee  rreesstt  ooff   tthhee  wwoorrlldd  uussiinngg  aalltteerrnnaatt iivvee  pprr iiccee  ff ii ll tteerrss  ((aass  aa  ppeerrcceennttaaggee  ooff   ttoottaall   EEUU2277  ttrraaddee))  

 

Source: Capital Economics. Analysis based on annual data with c. 20,000 categories of goods and commodities. 

Christian Aid consider only supposed flows from the developing to the developed worlds. But flows in 
the opposite direction are also possible. 

The charity focuses on low priced imports into Europe and high priced exports from the group of 27, 
which they argue represent a capital flow into the continent. So: high priced imports into and low priced 
exports out of Europe must be a capital flow out of the continent? The charity argues not – but their 
logic is neither clear nor compelling.91 If the scale of supposed mis-pricing is computed in both 
directions, the results of the research look starkly different to those in the 2009 report. 

We have been able to make our own estimates of the value of low priced exports from the European 
Union, and high priced imports into Europe, using the same price filters. This is simply measuring the 
reverse of Christian Aid’s key metric. (See Figure 60.) Netting off our ‘reverse measure’ against 
Christian Aid’s key metric paints a somewhat different picture of the overall supposed flow of capital. 
There is scarcely a net flow in one direction or the other. (See Figure 61 and Figure 62.) 
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FFiigguurree  6600::   CCaappiittaall   EEccoonnoommiiccss’’   ‘‘ rreevveerrssee’’   mmeeaassuurree  ffoorr  EEuurrooppeeaann  UUnniioonn  ttrraaddee  wwiitthh  tthhee  rreesstt   ooff   tthhee  
wwoorrlldd  wwiitthh  aalltteerrnnaatt iivvee  pprr iiccee  ff ii ll tteerrss  ((bbii ll ll iioonnss  eeuurroo))   

 

Source: Capital Economics. Analysis based on annual data with c. 20,000 categories of goods and commodities. Note: The darker shades 
represent exports from the European Union with an average price above the upper quartile price. The lighter shades represent imports into the 
European Union with an average price below the lower quartile price. 
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FFiigguurree  6611::   CChhrriisstt iiaann  AAiidd’’ss  kkeeyy  mmeettrr iicc  lleessss  CCaappiittaall   EEccoonnoommiiccss’’   ‘‘ rreevveerrssee  mmeeaassuurree’’   ffoorr  EEuurrooppeeaann  
UUnniioonn  ttrraaddee  bbyy  aalltteerrnnaatt iivvee  pprr iiccee  ff ii ll tteerrss  ((bbii ll ll iioonnss  eeuurroo))   

 

Source: Capital Economics. Analysis based on annual data with c. 20,000 categories of goods and commodities. Note: 2005 results are due to 
a smaller average ‘reverse measure’ for European Union trade. 
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FFiigguurree  6622::   CChhrriisstt iiaann  AAiidd’’ss  kkeeyy  mmeettrr iicc  lleessss  CCaappiittaall   EEccoonnoommiiccss’’   ‘‘ rreevveerrssee  mmeeaassuurree’’   ffoorr  EEuurrooppeeaann  
UUnniioonn  ttrraaddee  bbyy  aalltteerrnnaatt iivvee  pprr iiccee  ff ii ll tteerrss  ((aass  aa  ppeerrcceennttaaggee  ooff   ttoottaall   EEuurrooppeeaann  UUnniioonn  ttrraaddee))  

 

Source: Capital Economics. Analysis based on annual data with c. 20,000 categories of goods and commodities. Note: 2005 results are due to 
a smaller average ‘reverse measure’ for European Union trade. 

HHiiddiinngg  tthhee  mmoonneeyy  aabbrrooaadd  

In this section, we consider concerns that offshore jurisdictions are used to shelter the proceeds of 
economic crime and other illicit gains extracted from Africa. 

International financial centres have been characterised (often inaccurately) by some as havens for 
people and organisations looking to hold, launder or deploy capital that they have acquired illicitly.92 
They argue that offshore centres exhibit one or more traits that make them attractive to those looking to 
shift resources illegally or immorally out of Africa: 

 Banking secrecy 

 Limited or no transparency for foreign law enforcement authorities 

 Weak legislation and/or enforcement in relation to money laundering and the proceeds of foreign 
crime 

This characterisation does not reflect reality in many (if not most) offshore jurisdictions, and it does not 
reflect the situation in Jersey. 
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AAll lleeggeedd  bbaannkkiinngg  sseeccrreeccyy  

Banking secrecy legislation is now rare. 

In 2009 the Organisation for Economic Cooperation and Development launched the Global Forum on 
Transparency and Exchange of Information for Tax Purposes to combat banking secrecy and in 2011 it 
declared ‘the era of bank secrecy is over’.93 In the most recent report in 2013 the Global Forum found 
that eight per cent of jurisdictions were classified as non-compliant, four per cent as partially compliant, 
52 per cent as largely compliant, and 36 per cent as compliant after their most recent reviews.94 One of 
the few banking secrecy jurisdictions remaining is Switzerland and this is changing quickly. 

AAll lleeggeedd  ll iimmiitteedd  oorr  nnoo  ttrraannssppaarreennccyy  ffoorr  ffoorreeiiggnn  llaaww  eennffoorrcceemmeenntt  aauutthhoorrii tt iieess  

Many offshore financial centres have a high and increasing degree of transparency. 

The Global Forum has established tax information exchange agreements which provide for the 
exchange of information between jurisdictions on requests relating to a specific criminal or civil tax 
investigation. At present there are 518 of these bilateral agreements in place; 90 per cent of which 
involve an offshore financial centre. In addition, over 80 countries are party to the Organisation for 
Economic Cooperation and Development/Council of Europe’s Multilateral Convention on Mutual 
Administrative Assistance in Tax Matters which provides the legal basis for information exchange 
between states parties on the exchange of information regarding to tax matters. Of these, 22 are 
‘offshore financial centres’, including British Virgin Islands, Isle of Man, Jersey, Malta and Switzerland. 

AAll lleeggeedd  wweeaakk  lleeggiissllaatt iioonn  aanndd//oorr  eennffoorrcceemmeenntt  iinn  rreellaatt iioonn  ttoo  mmoonneeyy  llaauunnddeerriinngg  aanndd  

ffoorreeiiggnn  ccrr iimmee  

There are strong measures in place across many offshore financial centres to combat economic crime. 

The National Bureau of Economic Research finds that offshore financial centres are much better 
governed than comparable jurisdictions. They score well on “cross-country measures of governance that 
include measures of voice and accountability, political stability, government effectiveness, rule of law, 
and control of corruption”. Furthermore, they find that good governance causes a jurisdiction to become 
an offshore centre, not vice versa.95 Only two jurisdictions which are listed as offshore financial centres 
by either the International Monetary Fund or Organisation for Economic Cooperation and Development 
feature on the Financial Action Task Force’s list of 35 non-cooperative jurisdictions. (See Box 9.) 
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BBooxx  99::   TThhee  FFiinnaanncciiaall   AAcctt iioonn  TTaasskk  FFoorrccee’’ss  ll iissttss  ooff   hhiigghh--rr iisskk  aanndd  nnoonn--ccooooppeerraatt iivvee  jjuurr iissddiicctt iioonnss  

Most dangerous jurisdictions to the 
global financial system and where FATF 
recommends countermeasures against: 

Countries with strategic AML/CFT 
deficiencies: 

Countries with strategic AML/CFT 
deficiencies but showing commitment to 
improve: 

§ Iran 

§ Democratic People’s Republic 
of Korea 

§ Ecuador 

§ Ethiopia 

§ Indonesia 

§ Kenya 

§ Myanmar 

§ Pakistan 

§ Sao Tomé and Principe 

§ Syria 

§ Tanzania 

§ Turkey 

§ Vietnam 

§ Yemen 

§ Afghanistan 

§ Albania 

§ Algeria 

§ Angola 

§ Antigua and Barbuda 

§ Argentina 

§ Bangladesh 

§ Cambodia 

§ Cuba 

§ Kuwait 

§ Kyrgyzstan 

§ Lao PDR 

§ Mongolia 

§ Morocco 

§ Namibia 

§ Nepal 

§ Nicaragua 

§ Nigeria 

§ Sudan 

§ Tajikistan 

§ Zimbabwe 

Source: Financial Action Task Force, FATF Annual Report - 2012-2013 (Financial Action Task Force/Organisation for Economic Co-operation 
and Development, Paris), 2013. pp27-28 

EEsstt iimmaatteess  ooff   ssuuppppoosseedd  ii ll ll iiccii tt   ccaappiittaall   hheelldd  ooffffsshhoorree  

Nevertheless, the negative portrayal of international financial centres has gained currency partly 
through the publication of large and headline grabbing estimates of the scale of supposed illicit capital 
held in such jurisdictions. We have reviewed these estimates and conclude that they are of limited 
rigour and/or largely fail to distinguish between legitimate and illicit activity. 

We focus on what is probably the most commonly cited of these: the Tax Justice Network’s 2012 The 
Price of Offshore Revisited report, which itself follows on from previous publications by them and 
Oxfam.96 Its headline is that ‘at least US$21 to US$32 trillion’ of private financial wealth is held 
offshore.97 



  JERSEY FINANCE JERSEY’S VALUE TO AFRICA | P102 
 

© Capital Economics Limited, 2014 
 

An estimate of private wealth held offshore, like Tax Justice Network’s, is not an estimate of illicit 
capital. International financial centres provide legal and legitimate services to private individuals, 
charities, businesses and governments engaged in legal and legitimate cross-border economic activity. 
To assume that an activity conducted offshore must be illegal, illicit or immoral is no more than 
uninformed prejudice. 

But, as an estimate of offshore private wealth per se, their headline range is plausible – albeit the 
computations behind it are not transparent and are based on somewhat suspect assumptions. (See Box 
10.) 

The bulk of this offshore wealth has nothing to do with supposed capital flight from developing 
countries because it originates from the developed nations. Indeed, Tax Justice Network are silent on 
where the wealth has come from in their 2012 report. But when, in their 2005 report, they broke down 
the origins of a then estimated US$9 trillion of offshore wealth, it was only at the continental level and 
Africa specifically wasn’t included at all.98 (See Table 15.) 

TTaabbllee  1155::   TTaaxx  JJuusstt iiccee  NNeettwwoorrkk’’ss  22000055  rreeggiioonnaall   bbrreeaakkddoowwnn  ooff   tthhee  oorr iiggiinnss  ooff   ooffffsshhoorree  wweeaalltthh  

Continent Total wealth US$ trillions Probable amount in offshore US$ trillions 

North America 16.2 1.6 

Europe 10.3 2.6 

Mid East and Asia 10.2 4.1 

Latin America 1.3 0.7 

Total 38.0 9.0 

Source: Tax Justice Network, The Price of Offshore (Tax Justice Network, Chesham), March 2005 

A recent report by the strategy consultants, McKinsey and Company, provides corroboration. Their 
survey of global private banking, which gives a figure of US$12 trillion for offshore wealth, suggests that 
emerging markets account for US$4.4 trillion, of which Africa’s share is US$360 billion, or about three 
per cent.99 This is about the same as Africa’s share of global gross domestic product. 
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BBooxx  1100::   TTaaxx  JJuusstt iiccee  NNeettwwoorrkk’’ss  mmeetthhoodd  ooff   eesstt iimmaattiinngg  ooffffsshhoorree  wweeaalltthh    

The Tax Justice Network’s report The Price of Offshore Revisited ‘triangulates’ between three methods of calculation to arrive 
at its estimate of offshore wealth. We consider each in turn. 

First: estimates of assets under management in private banks.  

The report includes estimates of the size of assets under management in private banks based on a ‘detailed analysis of the top 
50 international private banks’. It finds that, at the end of 2010, these collectively managed more than US$12.1 trillion in 
cross border invested assets from private clients, including via trusts and foundations. Adding an amount to reflect “the role of 
smaller banks, investment houses, insurance companied, and non-bank intermediaries like hedge funds and independent 
money managers in the offshore cross-border market, plus self-managed funds”, the Tax Justice Network arrive at a figure 
“consistent with our overall offshore assets estimates of USUS$21-32 trillion”. 

It is difficult to verify this. As the Tax Justice Network admit, the data comprising this “detailed analysis” has not been released 
pending a book deal for Mr Henry. However, a 2013 McKinsey report into global private banking gives a figure of US$12 trillion 
for offshore wealth. 

Second: measures of unrecorded capital flows. 

Henry’s second method takes measures of unrecorded capital flows for 139 mostly low-middle income countries which it 
derives by adding “up a country’s measured sources of foreign capital - foreign loans, net direct and portfolio investments - and 
compares it to recorded uses, including financing current account deficits and changes in official reserves”. These funds are 
designated ‘capital flight’ and fed into an “‘accumulated offshore wealth’ model. This assumes a 75% reinvestment rate then 
estimates how much the wealth that remains offshore would be expected to grow over time – assuming conservatively that 
they were invested in safe, low-yielding assets”. This gives a figure of US$7.3 to US$9.3 trillion in accumulated capital flight 
from “low-middle income countries” which, given “that developing country wealth represents perhaps 25 percent of global 
wealth…would support the order of magnitude of TJN estimates”. 

The problems here are obvious. The statistics upon which the flows are calculated are, as we have seen, liable to 
measurement errors. They are also based on unjustified assumptions – why is a 75 per cent rate of reinvestment assumed? 
Finally, they make little intuitive sense; why would people smuggle money to invest in low yielding securities? This would seem 
to suggest security rather than a search for yield as a motivating factor. This could easily reflect the strong governance of 
offshore financial centres compared to developing country jurisdictions. 

Third: an ‘offshore portfolio model’. 

The Tax Justice Network’s third method is its ‘offshore portfolio model’. This simply takes data from the Bank for International 
Settlements on deposits held by non-banks, which stand at US$7.46 trillion, and removes US$1.25 trillion to reflect 
institutional holdings. This leaves a figure of US$6.3 trillion which is then multiplied by three to reflect portfolio holdings of 
other assets such as property, stocks, or bonds. This yields a figure of US$18.9 trillion.  

Source: James S. Henry, The Price of Offshore Revisited (Tax Justice Network, Chesham), July 2012 

JJeerrsseeyy’’ss  rreeccoorrdd    

In this section we consider Jersey’s record in stamping out bribery, corruption and other illicit activity.  

The Channel island has much to be proud of. 

Unlike Switzerland, there are not and never have been banking secrecy laws in Jersey. There is no 
legislation that would shelter the identity of wrong-doers using the island’s financial services companies 
from either its own or other appropriate foreign law enforcement authorities. 
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BBooxx  1111::   TThhee  IInntteerrnnaatt iioonnaall   MMoonneettaarryy  FFuunndd’’ss  22000099  jjuuddggeemmeenntt  oonn  JJeerrsseeyy’’ss  lleeggaall   ffrraammeewwoorrkk  ffoorr  
ddeetteerrrr iinngg  mmoonneeyy  llaauunnddeerriinngg  aanndd  tthhee  ff iinnaanncciinngg  ooff   tteerrrroorr iissmm  

“Jersey has put in place a comprehensive and robust AML/CFT legal framework with a high level of compliance with almost all 
aspects of the FATF Recommendations. The key elements were first introduced in the 1980s and have been kept updated.” 

Source: International Monetary Fund Legal Department, Jersey: Financial Sector Assessment Program Update – Detailed Assessment of 
Observance of AML/CFT (International Monetary Fund, Washington DC), August 2009. p3. Note: ‘AML’ means anti-money laundering, ‘CFT’ 
means combating the financing of terrorism, and ‘FATF’ is the Financial Action Task Force, which is the inter-governmental body established in 
1989 to set standards and promote effective implementation of legal, regulatory and operational measures for combating money laundering, 
terrorist financing and other related threats to the integrity of the international financial system. 

Jersey does have tough legislation to deter money laundering, financing of terrorism and the use of the 
island to secrete, store, invest or otherwise deploy the proceeds of a crime committed elsewhere in the 
world (including tax evasion). (See Table 16.) 

The International Monetary Fund conducts assessments of countries anti-money laundering and 
counter-terrorist financing regimes. While the results of these assessments are not completely 
comparable as they are carried out at different times, Jersey performs strongly on both measures. Its 
performance is easily comparable with the best performing larger nations. (See Table 17 and Table 18.) 

Jersey law was amended in 2008 to make it a criminal offence to not report even a suspicion that 
another person is engaged in money laundering.100 This legislation is robustly enforced. Between 2009 
and 2013, over 9,000 suspicious transaction reports have been filed by financial institutions which 
resulted in five criminal cases involving eight people all of whom were found guilty.101 Notably, the 
Jersey Royal Court has imprisoned an individual for his role in laundering the corrupt proceeds of the 
despotic Nigerian regime of General Sani Abacha. (See Box 12.) 
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TTaabbllee  1166::   JJeerrsseeyy’’ss  pprr iimmaarryy  aanndd  sseeccoonnddaarryy  ff iinnaanncciiaall   ccrr iimmee  lleeggiissllaatt iioonn  

Jersey’s primary financial crime legislation  

Criminal Justice (International Co-operation) (Jersey) Law 2001 Amends the Criminal Justice (International Co-operation) (Jersey) 
Law 2001 

Civil Asset Recovery (International Co-operation) (Jersey) Law 2007 
Enables Jersey to co-operate with other countries in external civil 
asset recovery proceedings and investigations and for related 
purposes 

Drug Trafficking Offences (Jersey) Law 1988 
Provides a police officer may, in certain circumstances, for the 
purpose of an investigation into drug trafficking, apply to the Bailiff 
for a warrant in relation to specified premises 

Investigation of Fraud (Jersey) Law 1991 Provides for the investigation of fraud and for connected purposes 

Money Laundering and Weapons Development (Directions) (Jersey) 
Law 2012 

Allows for directions to be made in response to threats from abroad 
to the interests of Jersey relating to money laundering, terrorist 
financing or weapons development and for related and incidental 
purposes 

Non-Profit Organizations (Jersey) Law 2008 Provides for the registration and monitoring of non-profit 
Organizations 

Proceeds of Crime (Jersey) Law 1999 

Provides for the confiscation and forfeiture of the proceeds of crime, 
establishes new offences of money laundering and new procedures 
to forestall, prevents and detects money laundering, and enables 
the enforcement in Jersey of overseas confiscation orders 

Proceeds of Crime (Supervisory Bodies) (Jersey) Law 2008 Provides for the supervision of compliance by certain businesses 
with anti-money laundering and anti-terrorist financing requirements 

Terrorism (Jersey) Law 2002 Replaced the Prevention of Terrorism (Jersey) Law 1996 

Terrorist Asset-Freezing (Jersey) Law 2011 Provides for financial restrictions on persons suspected of 
involvement in terrorist activities; and for related purposes 

Jersey’s secondary financial crime legislation 

Community Provisions (wire Transfers) (Jersey) Regulations 2007 Implements the Financial Action Task Force Special 
Recommendation VII on wire transfers in Jersey 

Money Laundering (Jersey) Order 2008 Requires financial services companies to ascertain client’s identity 
and establish their source of funds/wealth  

Money Laundering and Weapons Development (Directions) (Iran) 
(Jersey) Order 2013 

Orders that special measures regarding Iranian money laundering 
and weapons development be taken 

Non-Profit Organizations (Jersey) Order 2008 

Provides for the regulation by the Jersey Financial Services 
Commission (the "Commission") of non-profit organizations, such as 
organizations established solely or primarily for charitable, religious, 
cultural, educational, social or fraternal purposes with the intention 
of benefiting the public or a section of the public and which raise or 
disburse funds in pursuance of such purposes 

Proceeds of Crime (Supervisory Bodies) (Designation of Supervisory 
Bodies) (Jersey) Order 2008 

Brings a number of new sectors, including lawyers, estate agents 
and “high value dealers”, within the ambit of the Money Laundering 
(Jersey) Order 2008 for the first time, requiring them to maintain 
certain prescribed procedures to forestall and prevent money 
laundering 

The Al-Qa’ida and Taliban (United Nations Measures) (Channel 
Islands) Order 2002 

Makes it an offence for any person, except under authority of a 
licence, to make any funds available to or for the benefit of listed 
persons or any person acting on behalf of a listed person 

Source: Jersey Financial Services Commission 
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TTaabbllee  1177::   IInntteerrnnaatt iioonnaall   MMoonneettaarryy  FFuunndd’’ss  aasssseessssmmeennttss  ooff   ccoommppll iiaannccee  wwiitthh  tthhee  FFiinnaanncciiaall   AAcctt iioonn  
TTaasskk  FFoorrccee’’ss  4499  rreeccoommmmeennddaatt iioonnss  iinn  rreesseeppcctt  ttoo  aanntt ii --mmoonneeyy  llaauunnddeerriinngg  aanndd  ccoommbbaattiinngg  tthhee  
ff iinnaanncciinngg  ooff   tteerrrroorr iissmm,,  22001111  rreeppoorrtt   

Ranking Country Year of assessment Anti-money laundering 
Combating the 
financing of terrorism 

Composite score 

1 Belgium 2005 31.00 6.33 37.33 

2 Jersey 2008 29.85 6.28 36.13 

3 Hungary 2010 31.67 4.33 36.00 

4 Slovenia 2005 29.00 6.33 35.33 

4 United Kingdom 2006 28.00 7.33 35.33 

6 United States 2005 27.33 7.00 34.33 

7 Portugal 2006 28.00 4.67 32.67 

8 France 2010 25.33 6.33 31.67 

9 Estonia 2008 26.67 4.33 31.00 

9 Norway 2005 27.67 3.33 31.00 

11 Italy 2005 24.67 6.00 30.67 

11 Spain 2005 25.00 5.67 30.67 

13 Switzerland 2005 26.00 4.33 30.33 

14 Ireland 2005 25.00 4.33 29.33 

14 Israel 2007 24.00 5.33 29.33 

16 Russia 2007 24.33 3.33 27.67 

17 Netherlands 2010 22.00 5.33 27.33 

18 Sweden 2005 23.33 3.67 27.00 

19 India 2009 22.67 4.00 26.67 

20 Austria 2008 22.16 4.30 26.46 

21 Saudi Arabia 2009 22.67 3.67 26.33 

22 Germany 2009 20.67 5.33 26.00 

23 Australia 2005 21.33 4.33 25.67 

24 Chile 2010 23.16 2.31 25.47 

25 Canada 2007 20.00 5.00 25.00 

26 Czech Republic 2005 20.53 4.29 24.82 

27 Mexico 2008 22.00 2.67 24.67 

27 South Africa 2008 20.33 4.33 24.67 

29 Brazil 2009 21.67 2.67 24.33 

29 Denmark 2006 20.00 4.33 24.33 

29 Finland 2007 20.33 4.00 24.33 

29 Iceland 2006 21.67 2.67 24.33 

Source: International Monetary Fund Legal Department, Anti-Money Laundering and Combating the Financing of Terrorism (AML/CFT)—Report 
on the Review of the Effectiveness of the Program (International Monetary Fund, Washington DC), May 2011. pp46-51 
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TTaabbllee  1188::   JJeerrsseeyy’’ss  rraannkkiinnggss  iinn  iinnddiivviidduuaall   aanntt ii   mmoonneeyy  llaauunnddeerriinngg  aanndd  ccoommbbaattiinngg  tthhee  ff iinnaanncciinngg  ooff   
tteerrrroorr iissmm  ccaatteeggoorriieess  

Category Jersey’s ranking (out of 46 advanced economies) 

Entity transparency 1 

Preventing financial sector abuse 5 

Institutional 10 

Legal 11 

Preventing designated non-financial businesses and professions 11 

Preventing informal sector abuse 14 

International cooperation 20 

Source: International Monetary Fund, Compliance with the AML/CFT International Standard: Lessons from a Cross-Country Analysis 
(International Monetary Fund, Washington DC), July 2011. p39 

BBooxx  1122::   TThhee  BBhhoojjwwaannii   ccaassee  

In June 2010 Jersey’s Royal Court sentenced Raj Arjandas Bhojwani to six years in jail. Between 1996 and 1997 he sold 
military vehicles to the Nigerian government of General Sani Abacha for up to five times their actual price and deposited £122 
million of his profits in a Bank of India account in Jersey. 

Abacha came to power in a military coup in November 1993 after a career which had seen his involvement in every one of the 
many such coups in Nigeria’s history as an independent nation. Abacha’s regime was noted for its human rights abuses, most 
famously in the west the execution of Ken Saro-Wiwa, an activist who protested against the activities of Royal Dutch Shell in 
the Niger delta, in November 1995. In early 1998 Abacha announced a free election before the end of the year but quickly 
intimidated Nigeria’s five political parties into nominating him as sole presidential candidate. In June 1998 he died in 
mysterious circumstances, possibly poisoned by prostitutes. 

Along with brutality Abacha’s regime was also marred by graft. It is claimed that Abacha and his family stole upwards of £5 
billion. Abacha would tell his national security advisor, Alhaji Ismailia Gwarzo, to provide phony funding requests which he 
would then approve. The Nigerian central bank would then send these funds to Gwarzo by either cash or travellers cheque and 
he would pass them to Abacha who would then launder the money through offshore accounts. Around US$1.4 billion dollars is 
estimated to have been moved this way. In March 2014 the United States State Department claimed to have frozen upwards 
of US$458 million looted by Abacha and his officials. In 2004 Transparency International listed Abacha as the fourth most 
corrupt leader in history. 

“The frauds committed in Nigeria, the criminal proceeds of which were received, possessed and handled by the defendant in 
Jersey, were not frauds against fellow businessmen, or a limited class of investors,” said prosecution advocate Matthew Jowitt, 
LLL, at Bhojwani’s trial: “This was money…which the people of Nigeria could not afford to lose”. 

The Jersey accounts used in this fraud were all opened before the current regulatory framework was in place. In 2004 the 
Jersey Financial Services Commission could announce that “Almost all of the assets held in Jersey for the Nigerian PEPs have 
now been repatriated directly or indirectly  as a result of fraud investigations carried out by the Attorney General”. This came to 
“some US$160m of money embezzled from the people of Nigeria and channelled through Jersey by the late Nigerian dictator 
Sani Abacha, and his henchmen.” 

Sources: http://www.theguardian.com/uk/2010/jun/27/nigeria-dictator-businessman-jailed-jersey (accessed 10 September 2014); 
http://www.britannica.com/EBchecked/topic/701368/Sani-Abacha (accessed 24 September 2014; http://www.africa-
confidential.com/whos-who-profile/id/2651/ (accessed 24 September 2014); http://www.assetrecovery.org/kc/node/52f770df-a33e-11dc-
bf1b-335d0754ba85.0;jsessionid=B05CD01A00CC3301939D0064395EA835 (accessed 24 September 2014); 
https://www.jerseyfsc.org/the_commission/general_information/press_releases/release69.asp (accessed 2 October 2014); 
https://www.jerseyfsc.org/the_commission/general_information/press_releases/release134.asp (accessed 2 October 2014) 

Jersey cooperates with foreign authorities. Since 2009, Jersey has: complied with 97 per cent of 
requests for mutual legal assistance and other international requests for co-operation and every 
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international request it has received regarding freezing, seizing, and confiscation of assets; has 
executed every request for co-operation from foreign financial intelligence units; and has executed 
every request for co-operation from foreign law enforcement agencies.102 

There is a strong and independent regulatory body, as acknowledged by the International Monetary 
Fund in its review of the island.103 Over 1,300 financial services companies are ‘regulated entities’ that 
have had to register with the Jersey Financial Services Commission.104 These cover not only banks but 
also law firms and other ‘service providers’ that establish and run trusts, foundations, funds, companies 
and special purpose vehicles on behalf of clients abroad. Among many other requirements, these 
licensed intermediaries are required to have adequate, accurate and timely information on the ultimate 
beneficial ownership of any company, trust or vehicle they administer or manage. 

With an annual budget of £13 million, the commission has the resources to conduct examinations of 
‘regulated entities’ — 187 such examinations were carried out in 2012 alone.105 It has powers to 
sanction businesses and individuals. The regulator can and does revoke business licenses. There are a 
number of reasons why a license may be withdrawn, including regulatory action and direction; although 
not itemised separately, these are contained in the overall record of 79 revoked authorisations of 
‘regulated entities’ in 2012 compared to 129 approvals.106 (See Figure 63.) In addition, the commission 
can launch a culpability review of an individual’s conduct to ascertain whether it warrants the issue of a 
public statement or issue of further directions restricting or even preventing the individual from working 
in a particular industry.107 And the regulator uses its powers — as the list of restricted individuals on 
their website demonstrates.108  



JERSEY FINANCE JERSEY’S VALUE TO AFRICA | P109 
 

	   	  

© Capital Economics Limited, 2014 
 

FFiigguurree  6633::   NNuummbbeerr  ooff   ll iicceenncceess  aauutthhoorriisseedd  oorr  rreevvookkeedd  bbyy  JJeerrsseeyy  FFiinnaanncciiaall   SSeerrvviicceess  CCoommmmiissssiioonn  
iinn  eeaacchh  bbuussiinneessss  sseeccttoorr  iinn  22001122  

Source: Jersey Financial Services Commission, Annual Report 2012 (Jersey Financial Services Commission, St Helier), June 2013. p20 

But most compelling, there is a strong culture among Jersey financial and professional services 
companies of conducting business to the highest international standards. The Jersey Financial Services 
Commission handbook for the prevention and detection of money laundering and the financing of 
terrorism is nearly 100 pages long and sets the minimum requirements applicable to all financial 
services businesses in Jersey. There are sector specific guidelines for wire transfers, correspondent 
banking, and trust company business. Potential new clients are given an initial risk assessment, and 
those that are deemed to be ‘high’ risk have to undergo more checks than those of ‘normal’ risk. If a 
‘high risk’ client is approved, they then face greater scrutiny for all transactions and more frequent 
periodic reviews.109 (See Figure 64.) 

There is alignment among practitioners, regulators and politicians in Jersey; they recognise that the 
Channel island’s robustness, security and long history of sound judiciary are its strongest commercial 
attributes. Taking on ‘dodgy business’ from Africa or anywhere else threatens that, which is why it is in 
the island’s own interest to protect against it. Indeed, research from the National Bureau of Economic 
Research found that international financial centres flourished when they did have sound and strong 
governance and regulation.110 (See Figure 65.) 

Nevertheless, there remains no room for complacency. The Bhojwani case is itself demonstration that, 
despite the island’s tough regime, some have and will try to utilise Jersey as part of criminal or illicit 
activity. The Channel island is not alone — all jurisdictions both offshore and onshore face this 
challenge. But given its exposure to cross-border business, Jersey’s authorities will have to work hard 
and innovate to keep ahead of the criminals and those engaged in illicit activity. 
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FFiigguurree  6644::   TTyyppiiccaall   pprroocceessss  ffoorr  bbrr iinnggiinngg  oonn  nneeww  bbuussiinneessss  bbyy  aa  JJeerrsseeyy  ff ii rrmm  

 
Source: Jersey Compliance Officers Association, July 2014 
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FFiigguurree  6655::   VViirrttuuoouuss  cciirrccllee  ooff   ggoooodd  lleeggiissllaatt iioonn,,   rreegguullaatt iioonn,,   bbuussiinneessss  ccuullttuurree  aanndd  nneeww  bbuussiinneessss  

 

Source: Capital Economics  
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7 ENSURING APPROPRIATE 
TAX IS PAID TO THE 
APPROPRIATE AUTHORITIES 
In this chapter, we consider the potential for international financial centres to facilitate individuals and 
organisations evading or avoiding paying the appropriate tax to African governments. 

First, we outline concerns voiced by some that offshore centres deprive developing country 
governments of tax revenue. Second, we examine Jersey’s role through offering registration and 
domicile for corporate vehicles that may form part of multinational companies with operations in Africa. 
Third, we consider the potential for the use of ‘transfer pricing’ by multinational companies to reduce 
their tax payments in Africa, and the extent to which Jersey may facilitate such activity.  

TTaaxx  eevvaassiioonn  aanndd  aavvooiiddaannccee,,   aanndd  tthhee  aall lleeggeedd  ccoommppll iicciittyy  ooff  ooffffsshhoorree  
cceennttrreess  

African governments have relatively low levels of tax receipts even when compared against the size of 
their economies. (See Figure 29 on page 42.) The limited resources and expertise available to many 
local tax authorities is a key factor constraining government revenues across the continent. It may also, 
in part, be the result of a higher incidence of tax evasion or abusive avoidance by individuals, 
businesses and other organisations in Africa compared to that experienced by jurisdictions elsewhere. 

Real damage is done to developing economies through tax evasion (i.e. where individuals or 
organisations fail to pay the tax legally they owe often through a failure to disclose their taxable 
liabilities) and abusive tax avoidance (i.e. where individuals or organisations use contrived means and 
engage in economic activities solely for the purpose of minimising their tax liabilities in a way that may 
be within the letter of the law but is outside the spirit and intention of the tax code). Too many African 
countries are already starved of public funds, which limit their abilities to deliver essential public 
services or invest for the future. Tax evasion and abusive avoidance makes the situation worse. 

Estimates of the scale of the supposed lost tax revenues are headline grabbing and emotive — but they 
do not bear scrutiny. 

For example, Christian Aid report that the amount of tax revenue lost annually by developing countries is 
US$160 billion.111 ‘If that money was available to allocate according to current spending patterns’, the 
charity argues, ‘the amount going into health services could save the lives of 350,000 children under 
the age of five every year’.112 But to calculate this supposed tax revenue loss Christian Aid take 
Raymond W. Baker’s estimate of alleged capital flow from the developed world via trade and transfer 
mispricing and apply an average corporate tax rate to it.113 We have already seen that Mr Baker’s 
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estimates of trade mispricing were unverifiable hearsay that have been widely criticised. His estimates 
of transfer mispricing are simply a repetition of his unsatisfactory ‘trade mispricing’ number. Christian 
Aid’s tax loss figure can be no more reliable than Mr Baker’s estimates. 

More recently, another campaigning group, One, estimated a tax revenue loss of US$170 billion 
contributing to a potential 3.6 million deaths a year between 2015 and 2025.114 To reach their 
estimate, One use a method strikingly similar to the ‘offshore portfolio method’ used by Tax Justice 
Network to arrive at a figure of US$17 trillion of offshore centre wealth.115 Like that previous work, the 
new figure isn’t an estimate of illegal or illicit wealth at all. It wrongly assumes that everything “offshore” 
must be illegitimate.116 

Nevertheless, the issue has come to prominence among policy makers in the developed nations in 
recent years. The United Kingdom’s prime minister chose ‘working with developing countries to enable 
them to collect tax that is due to them’, along with greater international ‘transparency’, as two of his 
three priorities for his government’s presidency of the ‘G8’ nations in 2013.117 

Some commentators have alleged that offshore centre jurisdictions help facilitate tax evasion and 
avoidance in developing countries. The supposed mechanism varies. Largely, the focus of concern is 
the existence of complex corporate structures that cross national borders, with companies registered in 
locations such as Jersey but with apparently little or no substantive operations there. The argument 
goes that sophisticated accounting practices, such as ‘transfer pricing’, are then used to distribute 
profits, assets, revenues and/or costs across different jurisdictions to minimise tax payments or 
obscure their tax liabilities. 

We consider each of these issues – namely, the supposed abuses of domicile and transfer pricing – in 
turn. 

MMuulltt iinnaattiioonnaall   ccoommppaanniieess,,   ssuubbssiiddiiaarriieess  aanndd  ttaaxx  ddoommiiccii llee  

In this section, we consider evidence on the use of Jersey domicile by multinational companies to avoid 
taxes in Africa. 

The corporate structures of some multinational companies include entities registered and possibly 
domiciled for tax purposes in offshore centres, such as Jersey. Action Aid report that “98 of the United 
Kingdom’s biggest [100] companies, most of which operate in the developing world, also use [what the 
charity calls] tax havens”.118 They and other campaigners allege that such structures may be deployed 
in order avoid or evade taxes due in developing countries, like those in Africa.119 

There is little to substantiate such allegations, especially in respect of Jersey being used to avoid African 
taxes. Our analysis of the biggest companies listed in London, New York, Europe and South Africa shows 
that almost no multinational companies with operations in Africa, other than those in the extractive 
industries or financial services, have vehicles registered in Jersey.120 

Meanwhile, Jersey is the leading jurisdiction when it comes to transparency of such entities. In 2011 
the International Monetary Fund published a comparison of jurisdictions’ anti money laundering and 
countering the financing of terrorism provisions. One of the criteria was ‘entity transparency’, which 
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“principally measures the power of competent authorities to obtain adequate information on beneficial 
ownership of trusts”.121 Jersey was ranked top. (See Table 19.) 

Jersey benefits from a tough regulatory regime which focusses on the law firms, accountancy practices 
and so-called service providers that establish, manage and administer trusts, foundations, companies 
and other vehicles on the island. To carry on such business, you must be licensed by the Jersey 
Financial Services Commission. For each and every vehicle administered, the service provider is 
required to keep adequate, accurate and timely information on the ultimate beneficial ownership. 
Failure to do so risks loss of the business license as well as onerous sanctions against individuals 
concerned. 

TTaabbllee  1199::   IInntteerrnnaatt iioonnaall   MMoonneettaarryy  FFuunndd’’ss  ttoopp  tteenn  jjuurr iissddiicctt iioonnss  ffoorr  ‘‘eenntt ii ttyy  ttrraannssppaarreennccyy’’ ,,   22001111  

Ranking Jurisdiction Score 

1 Jersey 2.66 

2 Belgium 2.33 

2 Bermuda 2.33 

2 Cayman Islands 2.33 

2 Italy 2.33 

2 Slovenia 2.33 

2 Belarus 2.33 

2 Egypt  2.33 

9 Estonia 2.00 

9 France 2.00 

Source: International Monetary Fund, Compliance with the AML/CFT International Standard: Lessons from a Cross-Country Analysis 
(International Monetary Fund, Washington DC), July 2011. pp39-41 

Jersey is the domicile for a number of extractive industry businesses with operations in Africa. These 
firms are major contributors to host economies. For example, Tullow Oil, whose Ghanaian operations 
are registered in Jersey, spent US$128 million with local suppliers in 2013, up 85 per cent from a year 
before. In addition, the employees of Tullow’s Ghanaian company were 87 per cent local in 2013.122 
Another Jersey based extractive company, Randgold Resources, draws an average of 92 per cent of its 
employees from the local area. (See Table 20.) 

TTaabbllee  2200::   FFoorreeiiggnn  aanndd  llooccaall   eemmppllooyymmeenntt  aatt   RRaannddggoolldd  RReessoouurrcceess’’   AAffrr iiccaann  mmiinneess  

Mine Number of local employees Number of foreign employees 
Percentage of local employees in the 
workforce 

Loulo 2,993 240 91 

Tongon 1,662 95 95 

Gounkoto 1,214 30 98 

Morila 1,147 30 98 

Kibali 5,786 1,615 78 

Source: Randgold Resources, Annual Report 2013 
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And the evidence is that these pay substantial amounts in taxes, levies and royalties to their host 
governments in the continent. In 2013 Tullow Oil paid income tax totalling US$107 million and 
withholding tax totalling US$61 million to the Ghanaian government, part of a payment of US$300 
million. Take as another example Bellzone, a Jersey based mining company. It has operations in Guinea 
where the government publishes all mining licenses online.123 The taxes it pays include permit granting 
and renewal fixed duties, surface royalties for exploration, sole duty on vehicles, employer’s social 
security, and taxes on insurance contracts. Nationals are subject to income tax and expatriates to a ten 
per cent withholding tax. At the operational stage, they pay zero per cent on corporate profits for eight 
years and 35 per cent thereafter. Mining tax is paid quarterly for the whole term at seven per cent of the 
value of exported processed iron ore and 3.5 per cent of exported concentrated iron ore. 

This is particularly beneficial for Africa where tax collection systems are underdeveloped. Although there 
are obvious variations with some countries securing a higher tax take than others, mining companies 
contribute significantly to African governments’ revenues. (See Figure 66.) Indeed, African members of 
the Extractive Industries Transparency Initiative receive more in tax revenues from extractive industries 
than they do in aid or foreign direct investment each year. (See Figure 67.) Lower employee taxes are 
explained by lower average incomes. (See Figure 68.) 

Meanwhile, exchange controls in a number of African countries help ensure that the local tax base from 
foreign companies’ activities is maximised. 

FFiigguurree  6666::   MMiinniinngg  ccoommppaanniieess  ttoottaall   ccoonnttrr iibbuutt iioonn  ttoo  ggoovveerrnnmmeenntt  aass  aa  ppeerrcceennttaaggee  ooff   ttuurrnnoovveerr,,   
22000088  

 
Source: PwC, Total tax contribution: A study of the economic contribution mining companies make to public finances (PwC, London), 2010. 
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FFiigguurree  6677::   TToopp  tteenn  eexxttrraacctt iivvee  iinndduussttrr iieess  ttrraannssppaarreennccyy  iinniitt iiaatt iivvee  ccoouunnttrryy  ggoovveerrnnmmeenntt  ttaaxx  
rreevveennuueess  rreecceeiivveedd  ffrroomm  eexxttrraacctt iivvee  iinndduussttrr iieess  iinn  AAffrr iiccaa  aanndd  NNoorrwwaayy,,   22001122  ((UUSS$$  bbii ll ll iioonnss))   

Source: http://eiti.org/countries/reports Note: * data is for 2011, ** data is for 2010 

FFiigguurree  6688::   MMiinniinngg  ccoommppaanniieess  eemmppllooyymmeenntt  ttaaxxeess  ppeerr  eemmppllooyyeeee,,   22000088  ((UUSS$$  tthhoouussaannddss))   

Source: PWC, Total tax contribution: A study of the economic contribution mining companies make to public finances (PWC, London), 2010 
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TTrraannssffeerr  pprriicciinngg  

In this section, we consider the potential use of Jersey to avoid taxes in Africa through multinational 
companies’ transfer pricing arrangements. 

Multinationals account for approximately two thirds of trade flows; around half of these are trades made 
between entities that are themselves part of the same overall company (or group of companies).124 

Such cross-border ‘intra-company’ transactions pose a problem for tax authorities, which are national by 
nature. They need to assess the tax payable on profits, sales, salaries, etc in their jurisdiction alone. The 
companies, on the other hand, may have little interest in determining or reporting financial measures 
for each and every jurisdiction in which they operate. Indeed, there is even the risk that international 
firms may distort the calculations of their country-by-country allocations in order to minimise their 
overall tax liabilities across all jurisdictions. 

To address this problem, in 1979 the Organisation for Economic Cooperation and Development 
introduced the ‘arms-length principle’ to govern the pricing of intra-company transactions.125 For the 
purposes of determining tax liabilities, the (internal intra-company) price charged by different parts of 
the same multinational, they argued, should be set at that which would be paid on the open market by 
two unrelated parties. This principle is now commonly accepted and used by fiscal authorities across 
the world. In 2012 Ernst & Young found that of 64 countries surveyed only Brazil didn’t indicate the 
application of an arm’s length approach to transfer pricing.126 

Transfer pricing is a crucial tool in helping governments, especially those in Africa, ensure that 
multinational companies pay tax where it is rightfully due. Of course, ‘arms-length’ evaluation is not a 
definitive science, and judgement has to be exercised by companies, auditors and tax authorities in 
determining what an open market outcome would be – especially where no such comparators exist in 
practice.127 But, although imperfect, it is a sound and workable system. Indeed, the Organisation for 
Economic Cooperation and Development’s guidelines provide international standards that treat all 
jurisdictions – whether developing economies in Africa or an established industrial nation – equally. 

Some companies have undeniably stretched the regime – and caused damage to its reputation. 

In an era of fiscal austerity, the antics of large multinationals, such as Amazon and Fiat, have 
antagonised politicians and journalists alike, and recently prompted a European Commission 
investigation.128 There is a perception that these corporates have (to some degree) been able to pick 
and choose where they are liable for part of their taxes by using intra-company transactions to increase 
profits in jurisdictions with favourable rates of tax, and reduce their profits where taxes are higher. 

It has been suggested by some campaigners that this so-called ‘transfer mispricing’ is deployed by 
western businesses to extract value out of their operations in developing countries, and reduce their 
liabilities for tax there.129 

These allegations are difficult to substantiate. Such activity is predominantly a developed world 
phenomenon with companies using it as a mechanism to benefit from tax competition between the 
largest established industrial economies. For example, highly competitive rates of taxes in the likes of 
the Republic of Ireland and the Netherlands have attracted companies to domicile there rather than 
elsewhere in the European Union. The case of Starbucks is a good example. It is reported that one of its 
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Dutch domiciled entities holds the rights to its intellectual property in Europe, including branding; 
subsidiaries elsewhere in the continent pay a royalty fee to the company in Amsterdam for use of the 
brand.130 It is alleged that the Seattle-based coffee shop chain uses the royalty payments to reduce the 
taxable profits that they make in countries where they would pay higher tax, and to flatter their 
surpluses in the Netherlands where they are subject to a preferential rate. There is potential scope for 
mispricing given the inherent difficulties and ambiguities in setting arms-length royalty payments for use 
of the brand. 

In developing countries, a greater proportion of the value of cross-border trade (both inter-company and 
intra-company) is based on transactions involving goods and commodities, and not services or 
intellectual property. (See Table 21.) Typically, for manufactured goods and for commodities and raw 
materials, the setting of an appropriate arms-length price is straight-forward by examining values in the 
open market or in exchanges. 

TTaabbllee  2211::   EExxppoorrtt   ooff   ggooooddss  aass  aa  sshhaarree  ooff   ttoottaall   eexxppoorrttss  

Year 
Developed countries exports of goods as a percentage of 
total exports 

Developing countries exports of goods as a percentage of 
total exports 

1998 78.3 83.2 

2012 76.1 85.9 

Source: http://www.un.org/en/development/desa/policy/wesp/wesp_wh.shtml (accessed 22 September 2014) 

The only specific estimate of the magnitude of losses due to ‘transfer mispricing’ comes from Raymond 
W. Baker who assumed it would be of equal sale to his estimate of ‘trade mispricing’, which itself had 
little rigour behind it. (See Box 13.) In a review of the literature on the effect of ‘transfer mispricing’ on 
the developing world for the World Bank, Carlos Leite concluded that: “Essentially, there is no direct 
evidence of such an impact”.131 

BBooxx  1133::   RRaayymmoonndd  WW..  BBaakkeerr’’ss  mmeetthhooddoollooggyy  ffoorr  ccaallccuullaatt iinngg  ‘‘ ttrraannssffeerr  mmiisspprriicciinngg’’   

“While I have independently investigated mispricing between unaffiliated companies, I have not done a formal investigation of 
transfer pricing between affiliates. I have, however, observed enough transactions, seen enough exaggerated intracompany 
prices, asked enough questions in dozens of countries, and collected and reviewed more than enough trade data to have every 
reason to conclude that, on a global scale, abusive transfer pricing between affiliated entities greatly exceeds mispricing 
between unaffiliated entities. Nevertheless, to be conservative, I take the percentage level of abusive transfer pricing between 
related parties as equal to the level of mispricing between unrelated parties—5 to 7 per cent—even though I have many 
indications that it is substantially higher. 

Imports and exports into and out of developing and transitional economies currently total approximately US$4 trillion a year. 
Multiplying this figure by the 5 to 7 percent average range of variant pricing produces a total for falsified pricing of US$200 to 
US$280 billion a year, shifting money out of these countries into western accounts by this mechanism. This in my judgment is 
a low range. Others who have considered these issues think it is way short of the mark.” 

Source: Raymond W. Baker, Capitalism’s Achilles Heel - Dirty Money and How to Renew the Free-Market System (Wiley, Hoboken), 2005. 
pp170-171. 
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Meanwhile, it is unclear why robust international financial centres, and especially Jersey, would be 
involved in any supposed avoidance of African taxes by multinational companies using their transfer 
pricing arrangements. 

It is true that corporates pay little or no tax to the States of Jersey government on the profits made by 
their subsidiaries domiciled on the island. But this does not stop such companies being liable and 
paying taxes due to other authorities through their activities in other jurisdictions. Indeed, Jersey offers 
little protection to businesses from so-called ‘double taxation’ in another jurisdiction or from 
‘withholding taxes’ elsewhere. This is because the Channel island does not have bilateral tax treaties or 
double taxation agreements with many other jurisdictions.  

Indeed, to date, Jersey has only signed and ratified eight double taxation agreements; none of these are 
with African states. Many other jurisdictions have much larger treaty networks and greater links with the 
continent. (See Figure 69.) 

FFiigguurree  6699::   TToottaall   nnuummbbeerr  ooff   ddoouubbllee  ttaaxx  aaggrreeeemmeennttss  aanndd  nnuummbbeerr  wwiitthh  AAffrr iiccaann  ccoouunnttrr iieess  

Source: United Nations Conference on Trade and Development 

Multinational companies seeking to optimise their tax position would presumably look to conduct any 
‘profit shifting’ through jurisdictions that gave them protection from double taxation, and where they 
would be exempt from withholding charges. These privileges are best acquired through bilateral 
agreements like those that Mauritius has signed with a number of African governments. (See Table 22.) 
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TTaabbllee  2222::   CChhaarraacctteerriisstt iiccss  ooff   MMaauurrii tt iiaann  ddoouubbllee  ttaaxxaatt iioonn  aaggrreeeemmeennttss  

Countries 
Maximum withholding tax on 
dividends 

Maximum withholding tax on interest Maximum withholding tax on royalties 

Mauritius and Botswana 

Five per cent if beneficial owner is a 
company that owns at least 25 per 
cent of the issuer company. Ten per 
cent for all other cases 

Twelve per cent if the recipient is the 
beneficial owner of the interest 

12.5 per cent if the recipient is the 
beneficial owner 

Mauritius and Zambia 

Five per cent if beneficial owner is 
company that owns at least 25 per 
cent of the issuer company. Fifteen 
per cent in all other cases 

Ten per cent if recipient is beneficial 
owner 

Fiver per cent if the recipient is the 
beneficial owner 

Mauritius and South Africa 

Five per cent if the beneficial owner 
is a company that owns at least ten 
per cent of the issuer company. 
Fifteen per cent for all other cases 

Provided the recipient is the 
beneficial owner, zero tax 

Provided the recipient is the 
beneficial owner, zero tax 

Mauritius and Senegal Exempt Exempt Exempt 

Mauritius and the United Kingdom 

Ten per cent if the beneficial owner is 
a company that owns at least ten per 
cent of the issuer company. Fifteen 
per cent in all other cases 

Rates applicable under domestic law Fifteen per cent 

Mauritius and France 

Five per cent if the beneficial owner 
is a company that owns at least ten 
per cent of the issuer company. 
Fifteen per cent for all other cases 

Rates applicable under domestic law Fifteen per cent 

Source: KPMG 
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PART IV: CONCLUSION 
TThhiiss  rreeppoorrtt   ddeemmoonnssttrraatteess  tthhaatt  AAffrr iiccaa  hhaass  tthhee  ppootteenntt iiaall   ttoo  ggrrooww,,   bbuutt  ii tt   iiss  aa  ccoonntt iinneenntt  aatt   
aa  ccrroossssrrooaaddss..   

TThhee  ddeemmooggrraapphhiicc  ddiivviiddeenndd  ooff   aann  iinnccrreeaassiinngg  wwoorrkkiinngg  aaggee  ppooppuullaatt iioonn  iiss  aa  uunniiqquuee  
ooppppoorrttuunniittyy  ffoorr  AAffrr iiccaa  ttoo  ggrrooww  eeccoonnoommiiccaall llyy  aanndd  ll ii ff tt   mmoorree  ooff   ii ttss  ppooppuullaatt iioonn  oouutt  ooff   
ppoovveerrttyy,,   wwhhii llee  rreeggaaiinniinngg  ssoommee  ooff   tthhee  ggrroouunndd  lloosstt   iinn  rreecceenntt  ddeeccaaddeess  ttoo  eemmeerrggiinngg  mmaarrkkeett  
ppeeeerrss  iinn  AAssiiaa  aanndd  SSoouutthh  AAmmeerriiccaa..   II tt   ddeemmaannddss  uunnpprreecceeddeenntteedd  iinnvveessttmmeenntt  ——  iinn  
iinnffrraassttrruuccttuurree,,   bbuuii llddiinnggss,,   hhoommeess,,   mmaacchhiinneerryy,,   eettcc..   ——  aaccrroossss  tthhee  ccoonntt iinneenntt  ttoo  eennssuurree  tthhaatt  
tthhee  ppooppuullaatt iioonn  bboooomm  ttrraannssllaatteess  iinnttoo  eeccoonnoommiicc  pprrooggrreessss,,   aanndd  ddooeessnn’’tt   jjuusstt   aadddd  ttoo  tthhee  
aallrreeaaddyy  lloonngg  ll iinneess  ooff   uunnddeerr--eemmppllooyyeedd,,   uunneemmppllooyyeedd  aanndd  uunneemmppllooyyaabbllee..   

TThheerree  nneeeeddss  ttoo  bbee  aa  mmaattuurree  aanndd  iinnffoorrmmeedd  ddeebbaattee  aabboouutt  hhooww  tthhiiss  cchhaannggee  ccaann  bbee  
ddeell iivveerreedd..   

AAlltthhoouugghh  mmuucchh  ggoooodd  iiss  ddoonnee  bbyy  tthheemm  eevveerryy  ddaayy,,   AAffrr iiccaa  wwii ll ll   nnoott  bbee  mmaaddee  pprroossppeerroouuss  bbyy  
aaiidd  ffrroomm  ffoorreeiiggnn  ggoovveerrnnmmeennttss  oorr  tthhee  wwoorrkk  ooff   cchhaarrii tt iieess..   AAnndd,,   nnoo  ggoovveerrnnmmeenntt  oonn  tthhee  
ccoonntt iinneenntt  ccaann  ddeell iivveerr  tthhee  ttrraannssffoorrmmaattiioonn  nneeeeddeedd,,   aall tthhoouugghh  ssoommee  ccaann  ((aanndd  aall ll -- ttoooo--oofftteenn  
ddoo))   iinnhhiibbiitt   ii tt ..   

OOnnllyy  pprr iivvaattee  iinnvveessttmmeenntt  hhaass  tthhee  ssccaallee  ttoo  bbee  ttrraannssffoorrmmaattiioonnaall ..   TThhiiss  wwii ll ll   iinncclluuddee  
rreeiinnvveessttmmeenntt  ooff   llooccaall   pprrooff ii ttss  bbyy  llooccaall   eennttrreepprreenneeuurrss  bbuutt,,   uunntt ii ll   tthhee  ddoommeesstt iicc  bbuussiinneessss  
bbaassee  ggrroowwss,,   AAffrr iiccaa  nneeeeddss  ffoorreeiiggnn  ddiirreecctt   iinnvveessttmmeenntt  ——  aanndd  iinn  ccoonnssiiddeerraabbllee  qquuaanntt ii ttyy..   

AAttttrraacctt iinngg  iinnwwaarrdd  iinnvveessttmmeenntt  iissnn’’tt   aanndd  wwoonn’’tt   bbee  eeaassyy..   DDeessppiittee  tthhee  ccoonntt iinneenntt’’ss  
uunnrriivvaall lleedd  eennddoowwmmeenntt  ooff   nnaattuurraall   rreessoouurrcceess,,   iinn  ppaasstt   ddeeccaaddeess,,   ttoooo  mmaannyy  ooff   ii ttss  nnaatt iioonnss  
hhaavvee  mmaaddee  tthheemmsseellvveess  uunnaattttrraacctt iivvee  ttoo  iinnvveessttoorrss  tthhrroouugghh  wweeaakk,,   iinneepptt,,   iinnccoonnssiisstteenntt,,   
uunnssttaabbllee,,   ccoorrrruupptt  oorr  aauutthhoorrii ttaarr iiaann  ggoovveerrnnmmeenntt  aanndd  iinnsstt ii ttuutt iioonnss,,   aanndd  iinnaaddeeqquuaattee  
eeccoonnoommiicc,,   ff iinnaanncciiaall   aanndd  ssoocciiaall   iinnffrraassttrruuccttuurree..   SSiinnccee  tthhee  mmii ll lleennnniiuumm,,  tthhiiss  hhaass  bbeeeenn  
cchhaannggiinngg  rraappiiddllyy,,   wwiitthh  mmaannyy  ccoommmmeennttaattoorrss  ttaallkkiinngg  ooff   ‘‘AAffrr iiccaa  rr iissiinngg’’   ——  bbuutt,,   ddeessppiittee  
mmuucchh  pprrooggrreessss,,   tthhee  ccoonntt iinneenntt  sstt ii ll ll   ssttaannddss  oouutt  iinn  rreedd  oonn  oouurr  mmaappss  ooff   ‘‘eeaassee  ooff   ddooiinngg  
bbuussiinneessss’’ ..   

IInn  tthhiiss  ccoonntteexxtt ,,   bbiiggggeerr  pprrooff ii ttss  aanndd  hhiigghheerr  rraatteess  ooff   rreettuurrnn  mmuusstt  bbee  sseeeenn  ffoorr  wwhhaatt  tthheeyy  
aarree::   aa  ccaattaallyysstt   ffoorr  ppoossiitt iivvee  cchhaannggee;;   aa  mmoott iivvaattoorr  ffoorr  ffoorreeiiggnn  iinnvveessttoorrss;;   aa  ffoorrccee  ffoorr  ggoooodd..   
AAnndd  mmuulltt iinnaatt iioonnaall   ccoommppaanniieess  wwhhoo  ttaakkee  tthhee  rr iisskkss  ttoo  iinnvveesstt   iinn  AAffrr iiccaa  sshhoouullddnn’’tt   bbee  
llaammbbaasstteedd  oouutt  ooff   hhaanndd  wwhheenn  tthheeyy  aarree  ccrreeaatt iinngg  jjoobbss,,   ppaayyiinngg  wwaaggeess  aanndd  ccoonnttrr iibbuutt iinngg  ttoo  
llooccaall   ttaaxxeess..   

WWhheerree  tthheerree  aarree  aabbuusseess  bbyy  mmuulltt iinnaatt iioonnaall   ccoommppaanniieess  oorr  ffoorreeiiggnn  iinnvveessttoorrss  iinn  AAffrr iiccaa,,   tthheeyy  
mmuusstt  bbee  ssttooppppeedd..   WWee  wwoouulldd  ssaayy  ttoo  ppooll iiccyy  mmaakkeerrss  iinn  tthhee  GG88  aanndd  eellsseewwhheerree::   ccllaammpp  ddoowwnn  
oonn  bbrr iibbeerryy,,   ccoorrrruupptt iioonn,,   aabbuussiivvee  ttaaxx  aavvooiiddaannccee  aanndd  eevvaassiioonn,,   aanndd  eeccoonnoommiicc  ccrr iimmee..   BBuutt,,   iinn  
ddooiinngg  ssoo,,   ddoonn’’tt   ((eexxppll iiccii tt llyy  oorr  iinnaaddvveerrtteenntt llyy))   ccllaammpp  ddoowwnn  oonn  wwhhaatt  tthhee  ccoonntt iinneenntt  nneeeeddss  
mmoosstt::   ffoorreeiiggnn  iinnvveessttmmeenntt..   
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TThhee  rreeaall ii ttyy  ooff   JJeerrsseeyy’’ss  rreellaatt iioonnsshhiipp  wwiitthh  AAffrr iiccaa  ——  aanndd,,   mmoorree  iimmppoorrttaanntt llyy,,   ii ttss  ppootteenntt iiaall   
ffuuttuurree  vvaalluuee  ttoo  tthhee  ccoonntt iinneenntt  ——  iiss  ccoonnttrraaddiiccttoorryy  ttoo  tthhee  ppiiccttuurree  ppaaiinntteedd  ooff   ooffffsshhoorree  
jjuurr iissddiicctt iioonnss  bbyy  ssoommee  cchhaarrii tt iieess  aanndd  ccaammppaaiiggnniinngg  ggrroouuppss..   JJeerrsseeyy’’ss  ll iinnkkss  wwiitthh  AAffrr iiccaa  aarree  
ccuurrrreenntt llyy  mmiinnoorr  bbuutt  tthhee  iissllaanndd’’ss  ff iinnaanncciiaall   aanndd  lleeggaall   sseerrvviicceess  ff ii rrmmss  hhaavvee  aa  lloott   ttoo  ooffffeerr..   

JJeerrsseeyy  ccaann  pprroovviiddee  aa  ppllaattffoorrmm  ttoo  ggiivvee  llooccaall   eennttrreepprreenneeuurrss  iinn  AAffrr iiccaa  tthhee  ssaaffeettyy  aanndd  
sseeccuurrii ttyy  nneeeeddeedd  ttoo  ttaakkee  ccoommmmeerrcciiaall   rr iisskkss,,   rree-- iinnvveesstt   aanndd  ggrrooww  bbuussiinneesssseess..   AAnndd  ii tt   ooffffeerrss  
tthhee  lleeggaall   cceerrttaaiinnttyy  aanndd  ccoorrppoorraattee  ssttrruuccttuurreess  tthhaatt  gglloobbaall   iinnvveessttoorrss  aanndd  pphhii llaanntthhrrooppiissttss  
nneeeedd  ttoo  mmaakkee  iinnvveessttmmeennttss  aaccrroossss  tthhee  ccoonntt iinneenntt..   
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ANNEX: COUNTRY FORECASTS 
Country 

Gross domestic 
product, 2013 (US$ 
million) 

Investment as a share of 
gross domestic product, 
2013 (per cent) 

Population, 2013 
(thousands) 

Gross domestic product, 
2040 (US$ millions in 
2013 prices) 

Population 2040 
(thousands) 

Algeria 295,396,925 32.94 39,208 756,305,791 51,810 

Angola 134,139,102 13.28 21,472 410,990,541 44,245 

Benin 16,750,982 25.61 10,323 76,977,285 18,838 

Botswana 33,099,668 39.09 2,021 81,343,714 2,564 

Burkina Faso 26,841,906 22.57 16,935 133,609,331 33,472 

Burundi 6521418 19.57 10,163 38,805,827 21,082 

Cabo Verde 2,164,070 36.50 499 7,623,168 613 

Cameroon 53,916,647 20.61 22,254 146,197,690 40,584 

Central African Rep. 2,501,774 8.67 4,616 11,502,162 7,399 

Chad 32,569,666 26.46 12,825 132,301,083 26,888 

Comoros 945,962 19.66 735 4,729,535 1,281 

Congo, Dem. Rep. 43,732,254 21.06 67,514 272,314,072 128,755 

Congo, Rep.  21,307,283 33.51 4,448 60,947,002 8,556 

Cote d’Ivoire 36,936,289 17.24 20,316 162,204,900 35,426 

Djibouti 2,396,793 29.55 873 8,076,740 1,168 

Egypt 539,808,210 14.18 82,056 1,440,339,180 113,001 

Equatorial Guinea 17,691,242 58.42 757 47,880,778 1,378 

Eritrea 4,477,089 8.77 6,333 12,654,883 12,040 

Ethiopia 128,537,868 28.30 94,101 640,826,064 163,553 

Gabon 32,562,069 30.64 1,672 107,175,338 2,840 

Gambia 3,628,691 18.02 1,849 19,433,544 3,933 

Ghana 89,657,471 33.45 25,905 273,033,618 40,715 

Guinea 13,215,028 19.15 11,745 76,772,147 20,898 

Guinea-Bissau 2,054,753 5.46 1,704 10,308,073 2,981 

Kenya 80,367,823 20.48 44,354 371,238,538 81,354 

Lesotho 4,678,412 33.03 2,074 19,231,784 2,612 

Liberia 3,016,705 - 4,294 18,031,927 7,861 

Libya 71,304,406 21.12 6,202 136,393,835 7,978 

Madagascar 22,328,343 25.19 22,925 126,019,078 45,289 

Malawi 14,378,507 20.42 16,363 108,083,546 33,115 

Mali 16,883,412 18.23 15,302 125,508,576 34,838 

Mauritania 8,628,208 35.77 3,890 49,076,015 6,776 

Mauritius 19,980,212 23.23 1,244 58,555,808 1,271 

Morocco 180,086,491 48.74 33,008 437,684,698 41,404 

Mozambique 28,154,372 48.74 25,834 173,868,038 48,861 

Namibia 18,866,789 24.69 2,303 54,283,099 3,420 
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Niger 14,781,177 34.21 17,831 118,309,514 49,756 

Nigeria 849,865,252 24.57 173,615 4,924,561,076 350,720 

Rwanda 18,114,869 23.02 11,777 83,679,905 21,601 

Sao Tome & Principe 423,512 41.86 193 1,850,005 335 

Senegal 27,675,944 26.82 14,133 173,970,150 27,209 

Seychelles 2,459,471 36.36 93 7,590,567 100 

Sierra Leone 9,392,523 14.83 6,092 40,768,052 9,218 

Somalia n/a n/a n/a n/a n/a 

South Africa 594,213,730 19.36 52,776 1,329,374,853 60,938 

South Sudan 15,252,725 11.22 11,296 92,317,494 20,940 

Sudan 99,888,644 19.99 37,964 258,861,249 66,169 

Swaziland 7,769,510 9.98 1,250 20,046,558 1,664 

Tanzania 84,493,589 34.19 49,253 443,631,802 102,686 

Togo 7,7389,574 18.77 6,817 37,917,390 12,195 

Tunisia 109,213,692 23.27 10,997 249,564,467 12,969 

Uganda 55,762,542 26.40 37,579 400,483,369 82,659 

Zambia 25,500,425 25.50 14,539 168,803,515 33,552 

Zimbabwe 11,145,918 14.01 14,150 52,676,387 23,313 
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