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ABSTRACT 

The purpose of this research paper is to examine the operations of tax havens 
in the global financial system and how they may operate as a supply-side 
stimulator for unethical behaviour. It seeks to make the case that the 
discussion regarding corruption requires a second phase in which the 
importance of tax havens as supply-side stimulator is highlighted further. 

 

INTRODUCTION  

In comparison with different nations, tax havens include nations or territories with lower 

taxation rates as well as benevolent tax laws. These locations draw people and companies 

wishing to lower their tax obligations or hide their assets from taxes or regulatory scrutiny at 

home. 

Such tax havens may have low or no corporation taxes, taxes on capital gains, taxes on 

inheritance, or income taxes. Additionally, these tax havens could provide confidentiality, bank 

quietness, or restricted sharing data agreements with other nations, which would make it 

simpler for people and organisations to conceal their financial information and assets from 

taxing or regulatory agencies. 

The actions of these offshore tax havens have received little notice, even though it was 

recognised in 1961 that they attract “all sort of financial wizards, some of whose activities we 

can well believe should be controlled in the public interest1”. 

 
1  Extract from a memorandum concerning the Bahamas dated 3 November 1961 submitted by Mr W.G. 
Hulland of the Colonial Office to Mr B.E.Bennett at the Bank of England: seen by the author in the Bank of 
England archive. 
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More than fifty years later, it is becoming more and more obvious that tax havens have grown 

to be major players across the international finance industry: 50% of the world's trade flows 

through tax havens on paper despite only making up 3% of the world's gross domestic product 

(GDP); over half of all international bank borrowing; and roughly a third of foreign direct 

investment. 

List of countries consider as tax heavens  

Since the criteria used to define a tax haven might change, there is no comprehensive list of 

them. However, a few nations and areas that are frequently regarded as tax havens include: 

The Caribbean 

& Americas  

Africa  Middle East & 

Asia 

Europe  India & Pacific 

Oceans  

Anquilla  Liberia  Bahrain  Alderney  The Cook 

Islands 

Antiqua and 

Barbuda  

Mauritius  Dubai Andorra The Maldives  

Aruba  Melilla Hong Kong  Belgium  The Marianas 

The Bahamas  The Seychelles  Labuan  Campione 

d`Italia 

Marshall 

Islands  

Barbados  Soo Tome e 

Principe 

Lebanon City of London Nauru 

Belize  Somalia  Macau Cyprus Niue  
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Bermuda South Africa  Singapore  Frankfurt  Samoa 

British Virgin 

Islands  

 Tel Aviv Gibraltar  Tonga 

Cayman Islands   Taipei Guernsey  Vanuatu 

Costa Rica   Hungary   

Dominica   Iceland   

Grenada    Ireland (Dublin)  

Montserrat    Ingushetia  

Netherlands 

Antilles  

  Isle of Man   

New York    Jersey   

Panama    Liechtenstein   

St. Kitts & 

Nevis  

  Luxembourg   

St. Lucia   Madeira   
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St. Vincent & 

The Grenadines  

  Malta  

Turks and Cacos 

Islands  

  Monaco  

Uruguay   Netherlands  

US Virgin 

Islands  

  Sark  

   Switzerland  

   Trieste  

Source: TJN, “Tax Heavens by Region 

Legality of Tax heavens  

Till now if you are surprised by how these tax heavens work and how much these countries is 

holding finance capital with them then there should be a question arising in your mind whether 

there is any law regarding this whole system? 

Utilising tax havens to lower your tax obligation is not always prohibited. It is crucial to keep 

in mind that tax evasion, which entails purposefully hiding or underreporting income to avoid 

paying taxes, is unlawful and carries harsh consequences, such as fines and even jail. 

Many nations have laws and rules in place to combat tax evasion, and people or organisations 

that utilise tax havens to escape taxes risk facing legal repercussions if discovered. Using tax 

havens to avoid paying taxes can also be considered as immoral and unjust, particularly if it 

places an undue burden on other taxpayers. 
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If you want to be sure that your tax planning tactics are morally and legally sound, it is always 

important to consult with a certified tax specialist. 

In India if you follow politics then you must be aware that the current ruling party told the 

people about the black money stored in Swizz bank, to bring it back to India but it is more easy 

to say then to do because these tax heavens keep their client data and information with them 

securely. Even if any government wants to take out some of the information, they simply can’t. 

Here is another example of some US companies that reported offshore profits arising out of tax 

heavens 

Company name  Unrepatriated 

income $ Millions  

Estimated tax bill $ 

Millions 

Implied tax rates  

Netflix 65 23 35% 

Nike 8300 2,700 33% 

Apple 200100 60,884 30% 

Microsoft  108300 34,500 32% 

Bank of American 

Corp. 

10800 5,000 28% 

Qualcomm  28800 10,200 35% 

Citigroup  45200 12,700 28% 

Source: Citizen for Tax Justice 
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These profits are made possible with the help of shell companies situated inside these tax 

heavens. 

Shell Companies 

Large corporations frequently utilise shell firms to transfer earnings to nations with low tax 

rates and lower their tax obligations. Even if using shell corporations for tax planning isn't 

always prohibited, it may be contentious and come under investigation by tax officials. 

Many nations have policies and legislation in place to stop businesses from utilising fictitious 

entities, such shell firms, to evade paying taxes. If tax authorities think the structure was used 

to dodge taxes, they may in some situations contest its legality and apply additional taxes, fines, 

or penalties. 

It can be considered immoral and unjust to utilise shell corporations to transfer earnings to 

countries with low taxes, especially if it places an unfairly large burden on other taxpayers. 

Companies should think carefully about the ethical ramifications of their tax preparation 

methods and be open and honest about them. 

Depending on the individual facts and the relevant legislation in the relevant jurisdictions, it 

will be feasible to sue businesses for establishing shell corporations in tax havens.  

These shell companies help big companies to open a substitute company just by submitting few 

documents unlike in India there are many permissions and verifications making it so complex 

for one to successfully open up a company. Recently an American based research institute 

Hindenburg research blame Adani Enterprises for the biggest corn in the corporate history. 

They argued many things one of which is the tax theft.  

Can we sue these countries for money laundering and tax theft? If we question their legality 

then as long as the firms adhere to all applicable rules and regulations, using shell corporations 

for tax planning is generally not prohibited. However, if a business uses shell corporations to 

participate in unlawful activities like tax evasion or money laundering, it might suffer legal 

repercussions including fines, penalties, or even criminal prosecution. 

Additionally, a business might experience reputational damages or other types of public 

scrutiny if the use of shell corporations is perceived as immoral or damaging to stakeholders, 
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such as workers, clients, or other taxpayers. Stakeholders have a variety of options for 

expressing their grievances, including shareholder resolutions, boycotts, and open 

demonstrations. 

A company's use of shell corporations may or may not give rise to a legal claim, depending on 

the particular facts and prevailing laws. It is advised to consult a certified legal or tax 

professional if you have questions regarding a company's tax policies.  

The rules and legislation of the relevant jurisdictions will determine whether it is acceptable to 

create shell businesses for tax planning reasons. 

In general, laws and rules are in place in most nations to stop tax evasion and other financial 

crimes like money laundering. These laws could have clauses that forbid using manufactured 

entities, such shell firms, to hide or dodge taxes. 

The Foreign Account Tax Compliance Act (FATCA) and the Bank Secrecy Act (BSA), for 

instance, both impose tax and financial reporting obligations on businesses and people who 

have assets and accounts abroad. These rules mandate that businesses report the Internal 

Revenue Service (IRS) and other regulatory agencies about their overseas assets and accounts, 

including any kept in shell corporations. 

Similar to this, the European Union has put in place a number of measures, such as the Anti-

Tax Avoidance Directive (ATAD) and the Fourth Anti-Money Laundering Directive 
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(AMLD4), to combat tax evasion and money laundering. The use of artificial structures, such 

as shell firms, for tax planning reasons is addressed by the directives' requirements. 

It is essential to remember that different jurisdictions will have different laws and rules 

regarding the use of shell corporations for tax planning. To guarantee adherence to all pertinent 

rules and regulations, it is important to obtain the counsel of a knowledgeable legal or tax 

specialist. 

India’s outward FDI 

Year Outward FDI ($ Millions) 

2003 1,819 

2004 1,934 

2005 2,274 

2006 5,867 

2007 15,046 

2008 18,835 

2009 19,365 

2010 15,144 

2011 17,195 
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2012 11,097 

2013 7,134 

Source: RBI 

The above table doesn’t provide additional/ latest report beyond 2013 but recently these 

allegations were put on Adani enterprises (India’s biggest corporate industry). However, the 

Adani Group has often come under scrutiny and criticism for its use of offshore firms and tax 

havens for tax planning. For instance, a 2019 investigation by The Guardian and the Australian 

Broadcasting Corporation revealed that the Adani Group had utilised a network of offshore 

entities in tax havens to avoid paying as much in taxes on its Australian mining activities. 

According to the inquiry, the Adani Group utilised a convoluted network of businesses—many 

of which were established in tax havens including the British Virgin Islands and Mauritius—

to lower its tax obligations in Australia. According to the investigation, the Adani Group had 

also participated in other dubious practises such overbilling and under-pricing business deals 

amongst its subsidiaries.2  

The Adani Group has asserted that its tax planning techniques are appropriate and appropriate, 

and it has denied any misconduct. The dispute, however, draws attention to the ongoing 

discussion about the dangers and repercussions that might result from using offshore 

organisations and tax havens for tax planning. 

In its study on the Adani Group, which was released in June 2021, Hindenburg Research 

accused the company of a number of irregularities and unethical behaviour, including the use 

of offshore organisations and tax havens for tax planning.[2] 

The audit accused the Adani Group of utilising intricate schemes using shell companies in tax 

havens to evade taxes and conceal its financial operations, as well as inflating the worth of its 

 
2 Adani Group: How the world’s third richest man is pulling the largest con in corporate history. Published on 
Jan 24, 2023 by Hinderburg research company situated in America 
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ports and other assets to secure finance from foreign investors. The audit also claimed that the 

Adani Group had deceived investors and broken a number of labour and environmental laws. 

The Adani Group refuted the claims and charged Hindenburg Research of disseminating a 

research that was incorrect and deceptive. The Group said that it was devoted to ethical business 

practises and sustainable development, that it had complied with all applicable rules and 

regulations, and that it had done so. 

The controversy surrounding the Hindenburg Research study brings to light the ongoing 

argument over the dangers and repercussions of using offshore organisations and tax havens 

for tax planning. It also emphasises the significance of accountability and transparency in 

corporate operations, as well as the necessity for businesses to guarantee adherence to all 

pertinent rules and regulations. 

Why tax havens are top priority for rich people around the world  

Wealthy people and businesses seek to make deposits or invest their money in tax havens for 

a variety of reasons. The following are a few of the main aspects that draw people to tax havens: 

1. Low or zero tax rates: Many tax havens provide low or zero tax rates on income, capital 

gains, and other kinds of taxes, making them a desirable alternative for people and 

businesses trying to reduce their tax exposure. 

2. Confidentiality and secrecy: Tax havens frequently have stringent banking secrecy 

rules and regulations that make it challenging for authorities to follow or obtain 

information on the financial activities of their clients. This may offer a degree of 

anonymity and privacy that is not possible in other legal systems. 

3. Low monitoring or regulation: Tax havens sometimes have neither, which can make it 

simpler for people and businesses to build up complicated financial arrangements and 

participate in activities that would not be legal in other countries. 

4. Political and economic stability: Many tax havens are renowned for their political and 

economic stability, making them desirable travel destinations for people and businesses 

wanting to safeguard their assets from political unrest or economic upheaval in their 

own country. 



Indian Journal of Integrated Research in Law   Volume III Issue III | ISSN: 2583-0538  
 

  Page: 11 
 

5. Business friendliness: Tax havens frequently feature a business-friendly atmosphere 

with less red tape, which makes it simpler for corporations to set up and run their 

enterprises. 

PANAMA PAPERS 

The term "Panama Papers" refers to a major leak of private papers from Mossack Fonseca, a 

legal company in Panama, that took place in 2016. The International Consortium of 

Investigative Journalists (ICIJ) received the stolen data after they were obtained by the German 

newspaper Süddeutsche Zeitung and highlighted the widespread usage of offshore firms and 

tax havens by people and businesses throughout the world. 

More than 200,000 offshore organisations were profiled in the Panama Papers, many of which 

Mossack Fonseca had established on behalf of customers in different nations. These 

corporations were used to hide assets, avoid paying taxes, and partake in other illegal acts 

including money laundering and corruption, according to the papers. 

Many prominent politicians and officials, including the Prime Minister of Iceland and the 

President of Pakistan, resigned as a result of the Panama Papers disclosures that generated a 

worldwide scandal. The leak also spurred an international discussion about the use of offshore 

organisations and tax havens for tax planning, and it prompted demands for more responsibility 

and transparency in the financial system. 

The Panama Papers investigation, which involved hundreds of journalists from around the 

world, was one of the biggest and most difficult investigative journalism undertakings in 

history. 

The Panama Papers investigation resulted in substantial changes in how offshore organisations 

and tax havens are governed and monitored across the world, and the ICIJ and its media 

partners earned multiple accolades for their work on the subject. 

Value of money in tax heavens  

Since a large portion of the money is kept out of the public eye and is not reported to the 

authorities, it is challenging to determine the actual worth of the funds placed in tax havens. 
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However, according to various estimates, there may be many billions of dollars kept in tax 

havens and offshore accounts. 

Approximately $7.6 trillion of the $21 trillion to $32 trillion in private financial wealth is said 

to be kept in Switzerland alone, according to a 2017 research by the Tax Justice Network. 

According to the analysis, using offshore tax havens results in an annual loss of tax income to 

governments worldwide of over $200 billion.3 

In light of the fact that many affluent people and businesses are able to conceal their wealth 

through intricate financial structures and other methods of asset concealment, some estimates 

indicate that the true amount of money stored in offshore accounts and tax havens may be 

substantially larger. 

It's crucial to remember that not all of the money placed in tax havens was procured via illegal 

or immoral ways. Tax evasion, money laundering, and other illegal actions are, nevertheless, 

made simpler for people and businesses in these jurisdictions due to the lack of transparency 

and oversight. 

Black money kept by Indian people and organisations in Swiss banks has been the subject of 

discussion and controversy for many years. The quantity of illicit funds housed in Swiss banks 

is impossible to determine with any degree of certainty, but according to various sources and 

estimations, it may be in the billions of millions. 

The Indian government has been implementing a number of initiatives to combat the problem 

of black money, including the signing of treaties and agreements with Switzerland and other 

nations to enhance tax cooperation and the introduction of laws like the Black Money 

(Undisclosed Foreign Income and Assets) and Imposition of Tax Act, which imposes fines and 

penalties on people who fail to disclose their foreign assets. 

The confidentiality and complexities of the banking systems in these countries, as well as the 

difficulties in tracing and identifying the people and entities involved in such transactions, have 

all contributed to the limited success of these measures in recovering black money from Swiss 

banks and other offshore accounts. 

 
3 Tax Justice network research published in 2017, situated in England  
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It's crucial to remember that not all of the money stored in Swiss banks or other offshore 

accounts was earned dishonestly or illegally. Tax evasion, money laundering, and other illegal 

actions are, nevertheless, made simpler for people and businesses in these jurisdictions due to 

the lack of transparency and oversight. 

Can the government stop these investments in tax heaven? 

It would be very challenging to stop all transactions moving to tax havens since it would 

involve massive modifications to the global financial system and the agreement of many 

nations. 

To discourage or prohibit the use of tax havens for unlawful or immoral operations, a number 

of actions can be implemented, including: 

1. Increasing international tax cooperation: A number of nations have ratified treaties and 

accords to do this, including the OECD's Automatic Exchange of Information (AEoI) 

framework. 

2. Adopting tougher laws and monitoring: To stop unlawful or immoral acts, governments 

can adopt stricter restrictions and oversight of financial transactions, particularly those 

involving tax havens. 

3. Increased transparency and disclosure regulations can be implemented by governments 

and financial institutions to make it more challenging for people and businesses to hide 

their financial activity. 

4. Promoting corporate social responsibility: Businesses can be persuaded to implement 

more socially conscious policies and procedures, such as a pledge to pay their fair share 

of taxes. 

5. Public education can also aid in discouraging the use of these countries for unlawful or 

immoral operations by increasing public knowledge of the effects of tax havens and the 

value of fair taxes. 

It is crucial to keep in mind that tax havens can also be used for legitimate purposes, such as 

aiding international commerce and investment, so any actions taken to discourage their use 
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must be carefully weighed against the requirement to preserve a reliable and effective global 

financial system. 

Conclusion  

In the research paper, we covered tax havens and how rich people and businesses utilise them 

to reduce their tax obligations. We discussed some of the fundamental characteristics of tax 

havens, such as low or no tax rates, discretion, little regulation, stability, and ease of doing 

business. We also spoke about some of the possible downsides and dangers of tax havens, such 

as the potential for illicit activities like tax evasion and money laundering. Last but not least, 

we discussed some of the steps that can be taken to deter or prevent the use of tax havens for 

illegal or unethical activities, such as enhancing international cooperation, putting in place 

stricter regulations and oversight, raising the bar on transparency and disclosure, encouraging 

corporate social responsibility, and educating the public. 

 

 

 

 


