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THE CHANNEL ISLANDS AND THE EU 
FINANCIAL SERVICES  

 

Summary 

The Channel Islands (‘the Islands’) comprise the Bailiwicks of Guernsey and Jersey.  They are British Crown 
Dependencies and as such are not part of the United Kingdom.  Similarly, the Islands are not part of the EU and, whilst 
part of the Customs Union, are considered third countries for trade in financial and other services. Over the past 40 
years both Islands have developed into important international financial centres.   

This note provides an overview of the structure of the finance industry, the systems of regulation and supervision, the 
adherence to international standards, and the regulatory cooperation with the EU. It shows that Guernsey and Jersey: 

(a) have combined banking assets of £250 billion;  

(b) are the sixth largest European funds centre with institutional and retail funds under management and 
administration totalling over £500 billion;     

(c) are home to Europe’s largest captive insurance industry; 

(d) have financial regulation systems that are recognised as meeting the highest international  standards (both 
islands have achieved top ranking by the Financial Stability Board);   

(e) have demonstrated regulatory equivalence with the EU on several occasions, including for statutory audit, 
capital requirements (banking), and euro payments; 

(f) were in the first wave of three jurisdictions in 2015 assessed by the European Securities and Markets Authority 
(ESMA) as having funds regimes equivalent to those in the EU under the Alternative Investment Fund 
Managers Directive(AIFMD);  

(g) are among only eleven third country jurisdictions benefiting from EU data protection ‘adequacy’ decisions 
meaning personal data can flow between the islands and the EU on the same basis as intra-EU transfers.   

(h) have been independently assessed as having anti-money laundering (AML) and countering the financing of 
terrorism (CFT) regimes that are among the strongest in the world.   

(i) have demonstrated active and sustained commitment to tax transparency and tax cooperation, including as 
early adopters of the OECD Common Reporting Standard, strong political commitment to the OECD initiative 
for tackling Base Erosion and Profit Shifting (BEPS), and with tax regimes which have been assessed as 
compliant with the EU’s Code of Conduct on Business Taxation; 

(j) have rigorous regulation of Trust and Company Service Providers (TCSPs) and for the recording of beneficial 
ownership information, and are participating  in the G7/G20 process to develop a new international standard 
on beneficial ownership; and   

(k) voluntarily implement all EU sanctions.  They are founder members of the Camden Asset Recovery Inter-
Agency Network (CARIN).    
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Introduction 

1. The Channel Islands (‘the Islands’) comprise the Bailiwicks of Guernsey and Jersey.  They are British Crown 
Dependencies. They are not part of the United Kingdom, but the UK has ultimate responsibility for their 
external affairs and defence. The Islands enjoy a high degree of autonomy, including their own fiscal and 
judicial systems, and receive no financial subsidy from the UK or the EU. As a consequence of Protocol 3 of 
the UK’s Accession Treaty, the Islands are part of the EU Customs Union and within the Single Market for the 
purposes of trade in goods, but not services.  As such, they are treated as ‘third countries’ (i.e. outside the 
EU) in financial services regulation.  The Islands are part of the Sterling Zone and by virtue of equivalence 
under the EU’s Wire Transfer Regulation are part of the UK’s payment and clearing system. 

2. The UK’s decision to leave the EU, therefore, does not have a direct impact on the Islands’ ongoing 
relationship with the EU on financial services.  Market access for Channel Islands firms is based on case-by-
case ‘equivalence’ decisions by the European Commission where the relevant EU legislation provides a third 
country regime. 

3. The OECD Convention was extended to Guernsey and Jersey in 1990 and they are part of the UK for the 
purposes of its membership of the OECD. OECD Decisions and Recommendations apply to Guernsey and 
Jersey to the same extent as they do to the UK unless the contrary is specifically stated in a particular case. 

The Channel Islands as international financial centres 

4. The Guernsey and Jersey economies are largely services based. In particular over the past 40 years both 
Islands have developed into important international financial centres. Both Guernsey and Jersey act as 
financial ‘entrepôts’ and are significant net providers of liquidity and investment funds to the EU economy, 
directly and indirectly.  

5. Financial services firms are major employers in the Islands, with around 20% of the workforce (almost 20,000 
jobs) employed in the different sectors.  

Banking 

6. The combined level of banking deposits across the Islands is around £208 billion (Q1 2017)1 . These deposits 
are drawn into the UK and the rest of Europe largely from the rest of the world and the Islands’ marketing 
efforts are directed at increasing this flow from the Far East, Gulf and other wealth creating countries outside 
of Europe.  

7. There are 24 licensed banks in Guernsey and 28 regulated banks in Jersey.   Many banking operations are 
branches or subsidiaries of parent banks based in the EU, including HSBC, BNP Paribas and Deutsche Bank.  
Both jurisdictions have their own deposit compensation schemes. 

Funds 

8. Guernsey and Jersey are leading funds domiciles with more than 50 years’ experience in the formation, 
administration and cross-border distribution of investment funds. At the end of March 2017 the overall value 
of institutional and retail funds under management and administration in the CI was over £530 bn.  This 
compares favourably to leading EU domiciles (based on net assets in the European AIF industry for Q1 2017).   

                                                           
1 As of July 2017, the exchange rate was 1 GBP = 1.13837 EUR.  
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9. A wide variety of funds are structured through the Channel Islands across a range of asset classes, including 
alternatives such as private equity, venture capital, real estate, infrastructure, debt, hedge funds and fund of 
funds.  Both islands have a deep pool of dedicated fund specialists.   

10. Although the majority of Channel Islands funds invest into the UK, more than a third of UK Private Equity (PE) 
funds’ investment goes to companies elsewhere in the EU2.   

11. European investors contribute approximately half of Channel Islands investment into European assets.  They 
are generally institutional investors: pension funds, insurance companies and family-offices.  The other half 
of Channel Islands investment into Europe comes from non-European investors. Channel Islands expertise in 
asset management acts as a mechanism to source and facilitate global investors to invest in EU assets. The 
Channel Islands funds markets also facilitate European investors in obtaining exposure to global alternative 
assets.   

12. The Islands have strong links with capital markets across the globe and are home to companies that have 
been the subject of significant listings on worldwide stock exchanges. Channel Islands companies are listed 
on global stock exchanges - from the LSE to the NASDAQ - and there are more Channel Islands FTSE 100 
companies registered outside the UK than any other jurisdiction.     

13. The nature of capital flows means that it is very difficult to put an accurate figure on the flow of investment 
to the EU. However a Capital Economics study of 2016 estimated that Jersey is a conduit for €188bn of foreign 
investment into the EU27, equivalent to 4% of total net international investment3.  That investment supports 
around 88,000 EU27 jobs, in addition to those created solely in the UK (currently estimated at 250,000 British 
jobs).   KPMG’s 2015 study of Guernsey’s fund management industry identified that, of the £220 billion of 
Guernsey funds under management and administration, around £105 billion is invested into assets in Europe 
and that over half of this originated from outside of the EU.   

14. The wider Channel Islands financial sector includes substantial fiduciary and specialist asset management 
expertise as well as insurance.   

Regulation and supervision 

15. The Channel Islands have a robust and internationally respected system of financial regulation and share a 
strong interest in a sustainable, stable regulatory environment both locally and in their key export markets. 
The Financial Stability Board (FSB) which monitors and makes recommendations about the global financial 
system, has placed Guernsey and Jersey in Group 1, which consists of jurisdictions ‘demonstrating sufficiently 
strong adherence to the relevant international standards’.  

16. The Islands’ independent regulators – the Guernsey Financial Services Commission (GFSC) and the Jersey 
Financial Services Commission (JFSC) - enjoy excellent regulatory cooperation with their EU counterparts, 
including the European Supervisory Authorities. The regulators also enjoy a respected profile in international 
standards bodies.  On that basis, they work with European Institutions directly or in collaboration with EU 
counterparts to ensure effective supervision of cross border firms’ activities.  In this regard, the Islands 
benefit from several ‘equivalence’ determinations through individual European Commission Decisions (see 
below for further detail).   

                                                           
2 Speech by Jonathan Hill, Commissioner responsible for Financial Stability, Financial Services and Capital Markets Union For a 
financial sector that promotes investment, London, 15 July 2015: 
http://europa.eu/rapid/press-release_SPEECH-15-5380_en.htm 
3 Jersey is also estimated to be a conduit for almost £500 billion of foreign investment into the UK, equivalent to 5% of the total 
stock of foreign owned assets. (Link to study) 

http://www.channelislands.eu/
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17. Additionally both Financial Services Commissions have signed Memoranda of Understanding (MoU) regarding 
mutual assistance in the supervision and oversight of Managers of alternative investment funds as well as 
cross-border delegates and depositaries with the European Securities and Markets Authority (ESMA) and 
many EU Member States.   

Reciprocal market access  

18. Guernsey and Jersey support the drive towards consistent international regulation and supervision.  The 
Islands have engaged actively on Capital Markets Union (CMU) by responding to consultations and calls for 
evidence.  In these responses, the Islands have emphasised the benefits of ensuring EU legislation keeps the 
single market open to foreign investment.  The Islands are concerned that this is not always the case. For 
example the European Long-Term Investment Funds Regulation (ELTIFs) limits use of the ELTIF brand to EU 
domiciled alternative investment funds (AIFs) and AIF managers. Similarly third country firms may not use 
the EU Venture Capital (EuVECA) brand.  

19. Where EU financial services legislation does provide third country market access, Guernsey and Jersey assess 
opportunities on a case-by-case basis and seek equivalence only after evaluating the importance of securing 
EU market access for their financial services industry.  As a result, the Channel Islands have been assessed 
under the Statutory Audit Directive, the Wire Transfer Regulation, and the Capital Requirements Regulation 
(for banking purposes) and received positive equivalence determinations through formal European 
Commission decisions. In May 2016 Guernsey and Jersey were approved for inclusion in the geographic scope 
of the Single Euro Payment Area (SEPA) cross-border bank payment schemes for transfers, debit card 
purchases and direct debits in Euros. Both Islands have transposed the relevant parts of the EU Payment 
Services Directive into domestic legislation. 

20. The Alternative Investment Fund Managers Directive (AIFMD) established an EU-wide authorisation system 
for hedge fund and private equity fund managers that actively market funds to professional investors, along 
with a ‘passport’ to facilitate cross-border marketing.  Guernsey and Jersey are among the first jurisdictions 
whose regulators concluded ESMA negotiated MoUs, which has enabled Channel Islands financial services 
firms to maintain market access through the national private placement regimes (NPPR).  In July 2015 and 
again in July 2016 Guernsey and Jersey, with Switzerland, Canada and Japan, received positive assessments 
by ESMA regarding their suitability for full access to passporting.  The decision, which is currently delayed, 
will be taken by the European Commission.  In many cases the Channel Islands enact legislation providing 
reciprocal market access. For example the revised Guernsey investor protection law unilaterally extends 
market access in Guernsey to EU firms from those EU Member States that have implemented AIFMD.   

Data protection 

21. The protection of personal data as well as efficient and secure data flows between jurisdictions is vital for 
Island public bodies and industry. Guernsey and Jersey’s privacy legislation is based on EU law.  They are 
among a small group of third country jurisdictions that been assessed and granted equivalence (‘adequacy’) 
through individual Commission Decisions. Following the adoption of the new EU General Data Protection 
Regulation (GDPR) in May 2016, the Islands have committed to implementing the new standards on the same 
timetable as EU Member States (i.e. so the legislation comes into effect by May 2018).  

Statutory audit  

22. Under the Statutory Audit directive, the Guernsey and Jersey ‘equivalence’ decisions (2013) confirm that the 
‘public oversight, quality assurance, investigation and penalty systems of the islands are of a comparable 
standard to EU Member States’. In June 2016, the European Commission granted an adequacy decision which 
allows Jersey and Guernsey competent authorities and the EU Member States to transfer audit papers. 

http://www.channelislands.eu/
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Tackling Financial Crime  

23. The Channel Islands recognise the important role they have to play in tackling financial and economic crime, 
particularly as regards anti-money laundering (AML) and countering the financing of terrorism (CFT).  The IMF 
has assessed Guernsey’s and Jersey’s compliance with AML/CFT standards, concluding that their legal 
systems and enforcement were among the strongest in the world.  The Financial Action Task Force (2012) 
recommendations and the Jersey and Guernsey MONEYVAL Mutual Evaluation reports by the Council Europe 
(published in 2016) have resulted in policy and legislative changes for fighting financial crime in the Channel 
Islands.   

24. Guernsey and Jersey have also been internationally recognised as leading jurisdictions in preventing the 
misuse of companies and legal arrangements.   Following the G8 Summit in June 2013, the Islands provide 
accurate, adequate and timely information on the beneficial ownership of companies to competent 
authorities in other jurisdictions.   

25. The islands have regulated Trust and Company Service Providers (TCSPs) since 2000.  TCSPs are required to 
hold and keep up to date beneficial ownership information for all investments administered by them. That 
information is then available to the financial regulator and law enforcement authorities and can be provided 
to competent authorities in other jurisdictions using gateways provided for in the legislation, as well as under 
the Islands' tax agreements. 

26. The Islands comply with Financial Action Task Force (FATF) Recommendations 24 and 25 on transparency and 
beneficial ownership of legal persons and legal arrangements, which are also reflected in the EU 4th AML 
Directive. Guernsey and Jersey, together with all EU Member States, have committed to developing and 
implementing a new global standard for the automatic exchange of beneficial ownership information. This 
initiative was launched by the G5 countries in April 2016 following the Panama Papers scandal and is managed 
by the OECD and FATF under a mandate from the G20. 

Taxation 

27. Guernsey and Jersey have a considerable track record as reliable, active and cooperative partners with the 
EU and the international community on tax policy.  Further details are in a separate paper, but in summary, 
Guernsey and Jersey: 

 Base their tax policies on two key principles: non-discrimination between resident and non-resident 
owned companies, and tax neutrality combined with transparency and information exchange.  This is 
underpinned by strong general anti-avoidance rules (GAAR). 

 As international finance centres, act as financial ‘entrepôts’ in facilitating the investment of funds drawn 
from around the world into European financial markets. In the absence of Double Taxation Agreements 
the standard rate of corporate tax of 0% is required to avoid the double taxation of investment income. 

 Believe that each country should have the right to set its own tax rates according to its own requirements, 
recognizing that double non-taxation should not occur. Hence the Islands’ combine the zero rate of 
corporate tax with effective compliance with the international standards of transparency and information 
exchange so that other tax authorities may make their own decisions on any liability to tax.  A corporate 
tax rate of 10% applies for those engaged in certain financial services activity. 

 Have voluntarily committed to the EU Code of Conduct on Business Taxation since 2003.  The Code Group 
has peer reviewed both corporate tax regimes.  Changes to their legislation following the Code Group’s 
assessment has resulted in the Group finding the regimes “not harmful”.    

http://www.channelislands.eu/
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 Have committed to the early adoption of the global Common Reporting Standard (CRS) on automatic 
exchange of tax information (AEOI), the Islands will be first exchanging financial account information with 
all EU Member States in September 2017. This supersedes previous arrangements through the 2004 
European Savings Tax Directive (EUSD) which is now repealed. 

 Provide clear and full political support for the OECD Base Erosion and Profit Shifting (BEPS) project.  Both 
Islands are in the BEPS Inclusive Framework and have introduced legislation to implement the OECD 
standard for country by country reporting (CBCR) by large corporations.  In June 2017, the Islands were 
among the first signatories of the BEPS Multilateral Instrument, which is designed to facilitate the 
implementation of the treaty aspects of BEPS.  Additionally, at the BEPS Inclusive Framework meeting in 
June, Jersey was elected as a member of the new Ad Hoc Advisory Task Force which has been established 
to determine the direction of future BEPS-related work.  Jersey is the only non-sovereign jurisdiction to be 
elected to this Task Force. 

28. In January 2016 the EU Commissioner Pierre Moscovici said “I very much welcome the continued active 
engagement of Guernsey and Jersey in the key international initiatives for fighting tax evasion, fraud and 
abusive tax avoidance, in which they are important partners of the EU [...] and reinforce their standing as 
cooperative jurisdictions.”  

Developing countries 

29. The Islands actively explore ways to helping developing countries to enhance their revenue raising capacity, 
working in collaboration with other international partners.  Both Islands have put in place legislation designed 
to stop creditors, including so-called ‘Vulture Funds’, from pursuing inequitable payments from ‘heavily 
indebted poor countries’ (as defined by the IMF/World Bank) through the Guernsey and Jersey legal system. 
The Islands provide a safe and well-regulated business environment which facilitates African access to 
investment funds which the continent needs to fulfil its economic potential. For further information, a 2014 
independent study by Capital Economics has examined Jersey’s value to Africa.   

30. As founder members of the Camden Asset Recovery Inter-Agency Network (CARIN), the Islands help countries 
that have emerged from dictatorship to recover assets illegally hidden abroad.  Channel Islands authorities 
have assisted in prosecutions affecting Brazil, Kenya, Indonesia, Nigeria, Norway, Denmark, South Africa and 
the United States, resulting in significant restraint of assets or their confiscation and repatriation. Notable 
examples include Jersey’s identification and return of over US$160 million to the Nigerian Government 
following investigation into corruption involving General Abacha, and Guernsey’s Garnet case, which has 
prevented the transfer of EUR 36m related to Tommy Suharto of Indonesia, and which the Guernsey 
authorities successfully defended under judicial review.  

International Sanctions 

31. The Channel Islands voluntarily adopt all EU sanctions and asset freezes, to ensure Islands-regulated 
institutions cannot be misused.  The Islands have implemented all EU restrictive measures imposed since 
January 2011 and administer the measures robustly.  Significant attention is paid during the grant of any 
licences or authorisations, and the Islands’ competent authorities communicate proactively with their 
counterparts in the EU Member States. This close operational cooperation has led the European External 
Action Service to informally regard Guernsey and Jersey as ‘likeminded jurisdictions’ on sanctions-related 
issues.   
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Useful links 

Channel Islands Brussels Office 

The States of Guernsey  The States of Jersey  

Guernsey Financial Services Commission Jersey Financial Services Commission 

Guernsey Finance Jersey Finance 

Office of the Information/Data Protection Commissioner for Jersey and Guernsey 

 

 

CHANNEL ISLANDS BRUSSELS OFFICE, July 2017 
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