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Purpose

This paper is an effort to demystify tax havens — what they mean, what
they offer and why they are harmful. It offers a detailed analysis of
abusive tax planning by multinational corporations, involving the use of
tax havens, shedding light on how corporations use “egregious” tax-
sheltering techniques right from their incorporation to avoid payment of
income taxes. The paper also discusses global efforts against the
phenomenon and policy recommendations.

Design/methodology/approach

The paper brings together definitions from various sources to accurately
define and identify tax haven economies. The key contribution of the
paper is to diagrammatically explain the use of tax havens by MNCs right
from the time they are incorporated. It explains how every big and small
corporate decision is motivated by the desire to save taxes and how tax
havens come in handy for such corporations.

Findings

This paper finds that base erosion and profit shifting (BEPS) is a pervasive
phenomenon, largely due to the suppliers of tax haven operations. Here,
corporate decisions are divided into strategic and operational and
further subdivided into investing, operating and financing activities, and
provide real-life corporate examples of how tax havens fit into almost
every corporate decision. This is the key contribution of the paper.

Research limitations/implications

This is a review paper that sums up knowledge about tax havens and
their use by MNCs. It does not, however, use empirical data to
corroborate its findings. It would be interesting to see empirically
whether MNCs with greater tax haven operations actually have lower
effective tax rates.

Practical implications
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penalties, rewards and the like for both the users and providers of tax
haven services to curb massive base and profit shifting out of high-tax
countries.

Social implications

The paper is one small step in the direction of bringing about equality in
tax payments, i.e. to align real tax systems with the canon of equality
that Adam Smith once dreamt of. Taxes should be progressive in nature,
implying that the amount of taxes paid should increase with one's
income. However, with the advent of offshore financial centres and
egregious tax planning techniques, only the smaller corporations and
middle-class individuals end up paying taxes, while the rich and bigger
corporations get away easily.

Originality/value

The paper explores in detail the manner in which MNCs use, rather
exploit, regulatory loopholes in tax systems of different countries to
save on tax payments. By shifting their tax base from one country to
another, MNCs not only hamper Treasury collections but also breed
disrespect for the global tax system. The paper can help in designing tax
laws in tune with such corporate motives.
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