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What 1S a tax haven?

Lim Cher Hui

WHATDOESIT MEAN?

There is no formal agreed defini-
tion or list of tax havens, and the cri-
teria applied to evaluate a country
or jurisdiction as such vary depend-
ing on the agenda of the person or

group using the term.

There are, however, a few at-
tributes that are consistently
agreed upon, the first being very
low or zero tax rates offered to
wealthy foreign individuals or busi-
nesses. They may also offer gener-
ous tax incentives and exemptions
to foreign investors.

Another common feature is pro-
viding secrecy to non-residents
who deposit funds in their jurisdic-
tion, and an avoidance of exchang-
ing information on these funds or
cooperating with foreign tax au-
thorities. Tax havens are therefore
said to be opaque or lack trans-
parency regarding the funds de-
posited and who owns them.

Tax havens also tend to lack sub-
stantive economic activity of their
own since their primary goal is to
entice “clients” who have purely
tax-driven agendas to their shores.
They benefit by drawing capital
into their banks and building a fi-

nancial services sector well above
the means of their domestic econ-
omyalone.

Funds deposited by non-resi-
dents in tax havens are often said to
be held “offshore”, indicating the
money is deposited in a different
territory to where it was earned or
owned. The term “offshoring”,
sometimes used interchangeably
with tax havens, gives rise to the
misperception that tax havens are
always physical islands, but this is
notalways the case.

WHY ISIT IMPORTANT?
Being labelled a “haven” generally

sounds like a positive thing, but in
the case of “tax haven” it is a term
much more often used to condemn
thanasabadge ofhonour.

Mostly it is used by governments
or other agencies which complain
that due to a lack of tax trans-
parency, billions of dollars in legiti-
mate tax revenue are lost because of
funds held in tax havens. They say
tax havens unfairly allow compa-
nies to artificially shift profits
across borders to avoid paying cor-
porate tax where it should be paid.

Moreover, regulators and the law
enforcement authorities also com-
plain that, because of their secrecy,

tax havens can be used to hide or
launder money or conceal illegal ac-
tivities.

IFYOU WANT TO USE THE TERM...

“Tax havens are used to facilitate
the tax-driven strategies of multina-
tional enterprises and wealthy indi-
viduals, both for abusive and bene-
volent causes. As such, there are
varying shades of grey in the classifi-
cationof what a tax havenis.”
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