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New chapters open in
economic success story

The Isle of Man has made
great strides in diversifying
its economy, but financial
services remain at the heart
of the island’s economic suc-
cess.

Accounting for around 36
per cent of gross domestic
product, the financial serv-
ices sector employs around a
quarter of the working popu-
lation, and has won plaudits
around the world as a lead-
ing offshore financial centre.

“The world of interna-
tional financial centres is
changing and the Isle of Man
is keen to be at the forefront
of such developments,” says
John Spellman, director of
Isle of Man Finance, which
promotes the island’s indus-
try. “We have demonstrated
that we can diversify within
financial services, but also
into related industries such
as space, e-business and
international trade.”

The island’s 44 banks and
building societies held
deposits of almost £54bn at
the end of June – up 10 per
cent over the previous 12
months, despite the increas-
ing gloom in global financial
markets. Indeed, annual
growth has been in double
digits since 2005 when the
European Union’s savings
tax directive was introduced,
much faster than in the pre-
ceding years despite the
introduction of a withhold-
ing tax and greater informa-
tion requirements.

“While it might seem
counter-intuitive, the sav-
ings tax directive has
boosted banking deposits on
the island,” says Mr Spell-
man. “As an international
financial centre rather than
a tax haven, we welcome
such changes as both legiti-
mising and giving confi-
dence to depositors attracted
to bank here.”

There are plenty of rea-
sons to do business in an
offshore centre such as the
Isle of Man, according to Ian
Bancroft, managing director
of Cayman National in Doug-

las. His bank arrived on the
island from its Caribbean
base in 1985 with a view to
being able to provide a broad
range of financial services to
customers on both sides of
the Atlantic.

“Many of our clients want
to be able to use our services
in the European time zone,
as well as the US east coast.
We were licensed here as a
bank in 1987, and are also
licensed for trust and corpo-
rate services, investment
management and fund
administration.”

On a somewhat larger
scale is Isle of Man Bank,
with 10 branches on the
island and 164 staff. Founded
143 years ago, it is now part
of Royal Bank of Scotland
and provides retail banking
services to more than half
the islanders as well as man-
aging the issue of banknotes
for the government. Once
the only source of home
loans other than the govern-
ment, it still has around 30
per cent of the domestic
mortgage market.

Geoff Gelling, managing
director, also doubles as
director of retail banking for
RBS International, which
serves expatriates and out-
siders working on the island
as well as providing institu-
tional services to interna-
tional clients through sepa-
rate RBS and NatWest
branches.

“IoM Bank still works by
the traditional values of
service through its unique
network, creating its own
products and serving local
customers. RBSI’s customers
are all over the world,” says
Mr Gelling.

Along with the rest of the
financial sector, the banks
have had to digest a swathe
of new legislation to comply
with international standards
on greater transparency,
anti-money laundering
checks and due diligence
procedures. This year has
seen important steps in con-
solidating the legislation on
financial regulation and a
new collective investment
schemes act.

“We can hold our head up
in any international assess-
ment, alongside bigger
brethren,” says John Asp-
den, chief executive of the
Financial Supervision Com-

mission. “In some areas we
exceed their requirements –
for example on the regula-
tion of trust administrators
who are not tackled by the
UK or US authorities.”

One priority for the island
is to further develop its
investment funds sector,
which accounts for around 8
per cent of GDP. Significant
progress has been made,
with funds under manage-
ment up from under $10bn in
2003 to $57.7bn this year,
after a review identified easi-
ly-removed obstacles to
attracting more business.

Brian Donegan, director of
foreign direct investment for
Isle of Man Finance, spends
much of his time trying to
persuade more institutional
funds to come to the island.
New fund types have been
introduced and the licensing
regime has been streamlined

so it can take just 12 weeks
to obtain a licence.

“Traditionally, funds
incorporate in the Carib-
bean, are listed in Dublin
and also administered in Ire-
land. Our offering is that
you can incorporate, admin-
ister and manage the fund
from the Isle of Man in the
same time zone as the UK,
one hour’s flight from Lon-
don, with sterling as the cur-
rency and in an English law
jurisdiction,” says Mr Done-
gan.

Unlike the UK and some
other financial centres, the
Isle of Man has a separate
regulator for the insurance
industry and pensions. As
with the FSC, the Insurance
and Pensions Authority has
been engaged in modernis-

ing the regulatory frame-
work, strengthening its pow-
ers on conduct of business
and anti-money laundering
procedures.

David Vick, its chief exec-
utive, says a small jurisdic-
tion such as the Isle of Man
is able to be nimble in adapt-
ing legislation and regula-
tion to meet new challenges
in the industry. “We have to
comply with international
standards, but we can focus
our regulatory activities in
areas where it is relevant to
our market.”

Derek Patience, head of
Marsh Management Services
Isle of Man and chairman of
the Manx Insurance Manag-
ers Association, says the
approach taken by the regu-
lator is one reason why the
island has attracted more
than 150 captive insurers.
These insurance companies
insure risks for their parent
companies, which are typi-
cally global non-insurance
businesses such as British
Telecom, UPM Kymmene
and Centrica.

“The proactive regulation
here is well known in the
industry,” he says. “The reg-
ulator talks their language
and is willing to develop the
regulatory regime to meet
its needs.”

The IPA also regulates the
14 international life assurers
operating from the island,
which employ around 2,000
staff. They provide policies
for internationally mobile
individuals such as airline
staff whose work moves
them around the world, as
well as for Manx residents.

Friends Provident Interna-
tional offers specialist
wealth management and
savings products to clients
as far away as Hong Kong,
Singapore and Dubai from
its Castletown base at the
south of the island.
Jonathan Hall, general man-
ager, says the most success-
ful life companies on the Isle
of Man are those that look
furthest afield, rather than
targeting the UK market.

And echoing the senti-
ments of Mr Spellman, he
says his company sells the
island as a source of special-
ist expertise, not a tax
haven. “We often pay more
tax here than would be paid
in our target countries.”
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Forced to stand on
its own three legs

What is the Isle of
Man? According to
Alistair Darling, the
UK finance minis-

ter, it is “a tax haven sitting in
the Irish Sea”. Tony Brown, the
island’s chief minister, says he
got only his geography right.
“We are not a tax haven [unless]
the definition of tax haven is so
broad it could cover everyone,
even the UK. We are recognised
as a well-regulated and co-opera-
tive jurisdiction,” he says.

Mr Darling’s statement to a
parliamentary committee hearing
this month showed just how
much work the island has to do
to burnish its reputation – and
how strained ties have become
with its big neighbour after the
collapse of Kaupthing Singer &
Friedlander, the Icelandic bank.
While the UK is representing the
island in talks with Iceland, it is
also holding on to £550m of the
£850m deposits of the Isle of Man
branch, which were clawed back
from Reykjavik just before the
UK arm was liquidated, trigger-
ing similar action from Douglas.

The tiny nation of 81,000
between the UK and Ireland lives
on its reputation. While the gov-
ernment has tried to diversify
the economy, financial and pro-
fessional services account for
more than half of the offshore
centre’s gross domestic product.

The worry is that huge inflows
of capital over the past few years
could easily change direction if
investors believe their money
would be safer in larger coun-
tries with deeper pockets to bail
out troubled banks.

However, while the island’s
small size makes it vulnerable, it
also enables it to react swiftly in
a crisis. After Iceland national-
ised its overstretched banks and
London put their UK subsidiaries
into administration, the island
had little option but to follow
suit. It soon became apparent
that London, with a long queue
of its own citizens to satisfy, had
little intention of protecting the
interests of the 8,000-plus island
depositors.

With outraged savers, many of
them British expatriates, fea-
tured on UK television and on
the internet, the government
eventually realised that its tradi-
tional reflex, looking for London

to provide leadership, would not
work. Within days Tynwald,
thought to be the oldest continu-
ous parliament in the world, held
its first emergency session in 40
years to agree to improve the
country’s deposit guarantee
scheme. A limit of £15,000 intro-
duced after the collapse of the
Bank of Credit and Commerce
International in 1991 was raised
to £50,000 for individuals and
£20,000 for charities.

Yet the government had
offended some of its most power-
ful constituents: the banks who
would have to pay for it. Two
weeks later Tynwald was voting
again, this time to approve gov-
ernment spending of £150m of its
precious reserves and cap bank
liability at £200m.

The fall-out from the crisis
may not end there. Several mem-
bers of the 24-strong House of
Keys have questioned whether a
director of KS&F, John Cashen,

should have been deputy chair-
man of the Financial Supervision
Commission, which regulated it.

Allan Bell, Treasury minister,
says the FSC has proved its
worth. He dismisses the idea of a
conflict of interest, saying that
Mr Cashen stepped back from
decisions on KS&F. “You need
people with recent expertise as
regulators, and on a small island
that inevitably means people
who may have other jobs,” he
says.

The financial commitment to
the deposit compensation scheme
– 7.5 per cent of gross domestic
product – was the flipside of the
island’s decision to stand on its
own two (or three) legs.

It is an independent country
with the Queen as head of state
and the UK representing it in
defence and foreign policy. It is
part of the European Union’s sin-
gle market for goods but not
services and is not a member.

Mr Brown, who codified the UK
relationship in an agreement last
year, says Mr Darling was badly
briefed, and the episode is a “hic-
cup”. He is seeking a meeting
with him and Jack Straw, the
justice secretary, to smooth the
waters.

Independence has served the
Isle of Man well with 25 years of
economic growth lifting income
from half the UK average in 1981
to more than 13 per cent above.

And some believe the island
may gain on its rivals in Guern-
sey and Jersey. Guernsey refused
to bail out savers in Landsbanki,
another Icelandic subsidiary, say-
ing precious taxpayers’ money
should be spent on its own

The global banking
crisis has exposed the
island’s vulnerability
but authorities have
reacted quickly, writes
Andrew Bounds
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