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ANNOTATION

The article analyzes the approaches to the definition of
offshore jurisdictions, the reasons for their occurrence and the
marn characteristics. The most typical motives for the use of
offshore and the economic efiects of their operation in the
conditions of globalization are considered. The reasons of
using ofishore by companies, turnover dynamics and main
directions of genesis of ofishore business are analyzed. On
the basis of the structural-finctional approach, the classifi-
cation of subjects of ofishore business was proposed, which
made 1t possible to determine the positive synergetic efiect of
combining traditional and ofishore tax optimization schemes.
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INTRODUCTION

The concept of the development of an international
“offshore industry” was traditionally based on differences
in territorial and resident tax approaches; moreover, these
differences allowed countries that apply different tax re-
gimes to receive real benefits. With the development of the
global offshorization of the world economy, and in par-
allel with it, the regulation of offshore entrepreneurship
evolved at the level of both developed countries and in-
ternational organizations. The versatility of economy off-
shorization is due to the complexity of obtaining specific
results in the medium-term perspective, while, according
to existing publications of specialists working in this area,
many provisions and proposals raise doubts about the
possibility of their practical implementation. In the mod-
ern domestic and Western theory and practice, the use of
preferential regimes of economic activity lacks a unified
approach to the definition of offshore jurisdictions; there
are numerous differences in the terminology used both in
scientific literature and in normative legal acts. In addi-
tion, the principled methods of using offshore jurisdictions
for tax planning purposes and for tax evasion are similar
or identical.

LiteratureReview. Among the studies of Ukrainian
scientists in this area, we will note developments of I.
Burakovsky, V. Dergachev, O. Plotnikov, A. Filippenko,
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which are devoted to theoretical issues of offshore busi-
ness organization, peculiarities of regulatory of offshore
companies and tax optimization, problems of counteract-
ing abuses carried out using offshore companies. From
Western authors, it should be noted works of T. Neal [1],
H. McCann [2] and A. Zomer [3], in which authors assess
the impact of offshore business on the countries of origin
of investments and explore the benefits of using offshore
for the investor, as well as work J. Henry [4], who em-
phasize the quantitative assessment of the role of offshore
in the global financial system. Despite the existence of a
large number of scientific works, there is no clear idea of
the economic substance of offshore jurisdictions and their
impact on macroeconomic stability.

The purpose of the article is to analyze the modern
characteristics of offshore processes in the globalized
economy in the context of the formation of modern world
financial architecture.

The Research Objective and Results. The term “off-
shore” is a symbolically simplified interpretation of the
phenomenon that appeared in the early 2000’s in the re-
ports of international organizations such as the OECD, the
IMF, the FATF, the Forum for Financial Stability [5; 6; 7;
8]. In the scientific literature, the terms “offshore zone”,

EERNNTS

“offshore jurisdiction”, “offshore business”, “offshore fi-
nancial center”, “tax haven”, “tax paradise”, “tax oasis”
and others were used. However, in this article, in the anal-
ysis of offshore jurisdictions as a financial instrument for
international tax optimization, the author will not combine,
firstly, the categories “offshore” and “offshore zone”, since
it is customary to call offshore companies operating out-
side the country of registration - in offshore zones, that
is, countries with zero or simplified taxation for business
entities registered in these states. Secondly, the definition
of “offshore” as a legal and economic entity with “offshor-
ing” as a process of transferring production abroad in or-
der to increase profits by cutting taxes, using cheaper labor
force, approximation of production to the consumer, and
overcoming high import duties on finished products.
Therefore, in our opinion, only certain criteria (the
ability to significantly reduce tax and other payments, a
comfortable legal environment for the organization and
doing business, including simplified administrative and
financial supervision, the ability to anonymously con-
duct financial transactions, hiding the real beneficiaries
of offshore companies) are the basis for the formation of
various offshore jurisdictions. Moreover, to the latter, as
well as to specific corporate structures (companies, banks,
funds, trusts, etc.) created by foreign investors, receive
income from abroad, carrying out commercial activities

in this offshore jurisdiction and using offshore legislation,
the attention of national and international regulators is
highlighted.

The term “offshore” includes not only legal but also
economic and geographical concepts, since it first ap-
peared in one of the publications in the United States in
the late 50’s of the XX century, devoted to a fundamen-
tally new financial organization, which contributed to the
avoidance of government control by geographic selectivi-
ty. Gradually offshore jurisdictions were transformed into
more complex forms (offshore centers) due to the follow-
ing main factors. First one is proximity to the centers of
business activity in the industrialized countries - the USA,
Canada, the UK, the Netherlands, Switzerland, Singapore,
etc. The other one is the lack of internal resources for de-
velopment in the island states of the Atlantic and Pacific
Ocean, which deliberately went for the adoption of leg-
islative acts promoting the attraction of foreign capital.
In addition, for some countries (Cyprus, Virgin Islands,
Vanuatu, etc.) the incomes from offshore business are the
main source of financial resources in the context of the
introduction of the latest information technology that al-
lows to establish and maintain a 24-hour real-time con-
nection between the leading financial centers of the world.
The main customers of the financial industry of offshore
centers are TNCs and TNBs, investment funds, insurance
companies, trusts, legal, consulting and accounting firms
in almost all countries [9].

The mentioned indicators represent a significant off-
shorization of the world economy at the present stage of
its development. So today, according to the OECD, 1/3
of world’s bank deposits are kept in the largest centers of
offshore business, even though capital flight does not stop,
and a significant part of it comes back from offshore as
“foreign” investments (for example, about 40% of capital
assets from Russia, Ukraine and Kazakhstan are kept in
offshore and “reinvested” in the indicated form, while in
the USA and Japan this share does not exceed 2%, and
in the EU - 10%). [10]. According to the estimates of the
leading non-governmental organizations of the United
States - Center for Tax Justice and the US Public Interest
Research Group Education Fund, % from the list S & P
500 largest US corporations have subsidiaries in offshore
areas in the Bermuda, Ireland, Luxembourg and the Neth-
erlands and are stored on offshore accounts more than
$2.1 trillion. Using such a scheme, they pay only 6% of
tax revenues abroad, whereas in the United States they
would have had to pay 35% [11].

The main advantages of registering a business in off-
shore jurisdictions are: a) low tax rates and a minimum
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amount of taxes; b) transparency and simplified reporting,
absence of various kinds of fines, penalties and other ac-
counting accruals; c) rapid access to cross-border invest-
ment, international capital markets, as well as to targeted
assets in which the offshore company owner is interested
(through purchase / sale, outsourcing, transfer of owner-
ship and inheritance, including cross-ownership, etc.); d)
international legal protection against corruption and raid-
ing (including judicial in accordance with international
rules and norms of international justice); ¢) the inability
to find out the final beneficiaries or a complex system of
obtaining data on the final beneficiaries; f) low cost of off-
shore jurisdiction maintenance.As for shortcomings, this
is a special “system of restrictions” applied by individual
countries to offshore companies in national markets: a) re-
strictions on obtaining certain licenses, access to privatiza-
tion of state-owned objects, budget tenders, state lending,
preferential taxation, mining operations, land lease, etc.;
b) restrictions on the admission to the national financial
market, on the national currency market, to participate in
the purchase of government securities; c) restriction to the
admission to the national security and military-industrial
complex; d) restrictions on the full and effective defense
of their rights in a particular country, in accordance with
the rule of law on the advantages of national legislation
over international law enshrined in the Constitution. In ad-
dition, the subject of offshore jurisdictions is heightened
by the attention of national law enforcement and fiscal
authorities (it must prove that the capital it owns is not
acquired by criminal means), not to mention the low im-
age and trust in a business structure owned by unknown
offshore structures and final beneficiaries.

In the literature on the periodization of the develop-
ment of offshore business, there are different points of
view [12; 13], but the author, on the basis of a retrospec-
tive analysis of the genesis of international economic rela-
tions and world economic relations, suggests the following
periodization. The first stage (until the end of the 1950s)
is the stage of forming an offshore business through the
creation of autonomous entities that enjoy various benefits
in comparison with other state territories and is the “proto-
type” of future offshore jurisdictions. This period is char-
acterized by an increase in tax rates on incomes of citizens
of industrialized countries, including income from foreign
investments. For nearly thirty years, under conditions of
increasing currency control, the process of adapting the
established offshore jurisdictions (the Channel and Baha-
mas, Panama) to the needs of the world market in order
to conceal the incomes of individuals and legal entities
through the use of intermediaries has taken place.

The second stage (the end of the 1950s - the begin-
ning of the 1980s) is the stage of the offshore business in
its classical form. Offshore jurisdictions have developed
significantly and expanded their functions. High growth
rates in the number of offshore countries and companies
registered in them were accompanied by the use of high-
ly specialized and individually designed for the needs of
an individual client, “offshoring” methods (most often
TNCs). More than 70 offshore companies emerged: in
South America - 19 Europe - 17, in Asia - 12, in Oceania
- 7, in North America - 5, in Africa - 4, in Africa - 1, with
75% of all offshore jurisdictions created in developing
countries, the rest - in industrialized countries. The main
factors were the accelerated process of internationaliza-
tion of the world economy, the intensification of integra-
tion interaction (primarily in Europe), the rapid growth of
world trade and development of international markets for
financial (especially loan) and industrial capital. The re-
turn of funds from tax-attractive jurisdictions in the form
of foreign investments was widely supported by the gov-
ernments of economically developed countries interested
in their growth (residents enjoyed the benefits and advan-
tages that were offered to foreign investors). However, at
that time the possibilities of offshore jurisdictions were
rather limited compared to modern ones.

The third stage (late 1980s - mid 1990s) is associat-
ed with the accelerated growth of offshore jurisdictions.
During this period, the method of offshore tax optimiza-
tion was widely recognized, classical schemes of using
tax-free companies, which did not need high-quality eco-
nomic consulting, but only legal (attorney) services, were
created. In addition, a new stage of development of tech-
nological revolution began - the introduction of advanced
information technologies and communications, the spread
of international protection of intellectual property rights
and the use of privileges of low-tax and tax-free offshore
“enclaves” by individual states. This stimulated the pro-
cess of structuring “classic” offshore companies into off-
shore financial centers (OFCs), territories with a devel-
oped capital market, liberal tax and currency regimes. At
the national level, restrictive measures have been taken on
the use of offshore companies in the process of hiding tax-
es and illegal incomes.

The fourth stage (late 1990s — mid 2000s) is the trans-
formation of OFCs into a specific tool for stimulating in-
vestment activity, minimizing the tax burden for non-res-
idents due to partial or full removal of customs and trade
restrictions, low or completely canceled accounting re-
quirements and auditing, the availability of bank and trade
secrets. The functional component of offshore was signif-

06M35BNIAN I3MEMIANGd RO 3960135/ INNOVATIVE ECONOMICS AND MANAGEMENT Ne3, 2018

N\ 223



[} / LYIMDBMAOLM 30BEILN R 3I6IA3IMBY - INTERNATIONAL BUSINESS AND ENTREPRENEURSHIP

icantly expanded - real estate and other types of proper-
ty transactions, purchase / sale of copyright, payment of
foreign exchange contracts, transfer of industrial equip-
ment in leasing, supply of raw materials, hiring staff, spec-
ulative operations in global financial and stock markets,
offshore programming, the creation of “virtual casinos”
(in connection with the development of the Internet), etc.
At the same time, the introduction of anti-offshore regu-
lations and requirements for greater transparency in the
offshore business have been launched, and information se-
crecy is perceived as ignoring the recommendations of in-
ternational financial organizations to regulate and control
banking and monetary and financial systems of offshore
jurisdictions [14, p. 56-84].

The most interesting, from the point of view of this
study, is the current fifth stage (2000s - modern time),
which is characterized by the following four common fea-
tures: 1) the transformation and adaptation of the offshore
business to the state control systems that are gradually be-
ing formed; 2) the complication and lengthening of the
“old” and the introduction of new offshore schemes; 3)
modification of the organizational and legal forms of the
offshore business; 4) attempts to create an effective inter-
national system to combat illegal offshore schemes.

Indeed, in recent years there has been a decrease in
the number of offshore zones and jurisdictions that have
not accepted international standards of transparency and
continue to use anonymous tools of the offshore business.
Some countries are leaving the offshore “industry” mar-
ket, others are looking for new niches for using offshore
mechanisms (for example, offshore outsourcing services,
operations in the information and communication tech-
nology markets, organizing online gambling, captive in-
surance, etc.), third countries enter the offshore business
market for the first time. However, in general, the ten-
dency of increasing control over the business structures
of affiliated offshore companies by international organ-
izations (OECD, UN, IMF and others), whose activities
extends not only to the offshore jurisdiction itself, but also
to onshore, preferential tax regimes industrialized devel-
oped countries, has been clearly defined. By implementing
international standards for offshore regulation, which in
practice is carried out in two directions (combating un-
fair tax competition and counteracting the financing of
criminal activities), the main means of strengthening the
state and international regulation of global offshore busi-
ness have changed: reducing the level of banking secre-
cy, increasing access of authorities to information on real
owners of offshore tools, restrictions on the use of bearer
shares, expansion of information exchange about taxation,

a significant limitation of anonymous offshore banking

operations.

With regard to the criteria for classifying offshore ju-
risdictions, there is a wide range of points of view among
domestic economists, but all of them are based either ex-
clusively on the types of offshore zones [15; 16; 17], or
on certain characteristics of offshore jurisdictions [18,
19; 20] or on the peculiarities of the forms and the list of
privileges established for taxpayers [21; 22]. Indeed, there
are offshore jurisdictions with “zero” income taxation (in-
cluding for certain types of activities and companies), with
special preferential tax treatment for holding companies,
using the territorial principle of taxation, etc. However,
despite the wide variety of views of Ukrainian and foreign
specialists in the field of offshore business, the author sup-
ports the classification developed by the FSF (Financial
Stability Forum), the criteria of which are:

e  low taxation of income from entrepreneurial or in-
vestment activities;
lack of taxes on repatriation of income;
simple and flexible rules for incorporation, licensing
and supervision;

e simple and flexible rules for using trusts and other
corporate structures;

e  optional physical presence for financial institutions
and / or corporate structures;

e  high level of confidentiality of the client based on
strict domestic legislation;

e  lack of access to similar benefits for residents [23].
In this regard, the author proposes the division of all
offshore jurisdictions into the following four groups
(Table 1).

In addition, depending on the specifics of the privi-
leges established for taxpayers, offshore jurisdictions are
divided into those that: a) tax foreign income at reduced
rates; b) tax only income received in the country, while
exempting foreign incomes from taxes; ¢) tax foreign in-
come, while income received in the country is not taxed;
d) tax savings, while current income is not taxed. There-
fore, the author proposes to distinguish three groups of
offshore jurisdictions by method of taxation:

with a fixed fee for exemption from taxation (in the
form of a fee, duty, fixed tax - “classical” offshore juris-
dictions);

with a moderate taxation (fixed fee plus the established
percentage of income - zones of territorial taxation);

with non-taxation of certain types of commercial ac-
tivity (special list / register).

Offshore companies are created primarily to help the
owners of the company to minimize the cost of taxation.
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Table 1

GROUPS OF OFFSHORE JURISDICTIONS AND THEIR CHARACTERISTICS

Table 1
Groups of offshore jurisdictions and their characteristics
Groups Characteristics
I Complete offshore, i.e. states (mainly located on the islands), which officially recognize the

status of an offshore company and the conditions under which its activities are considered offshore.
Minimum amounts of tax payment (duty) and requirements for financial reporting, confidentiality,
simplified registration procedure.

I Offshore jurisdictions (countries) with preferential taxation of certain types of economic
activity. Tax concessions exist for holding and service companies in Switzerland, holding and
licensed companies in the Netherlands, holding and investment companies in Luxembourg. Financial
control which requires the maintenance of financial statements and an independent audit is provided.
Doubletaxtreatiesareinforce.

I Offshore jurisdictions are represented by territorial entities - states that have a federal
structure, create offshore jurisdictions in their individual territories, and provide an opportunity to
carry out offshore operations throughout the country (for example, Delaware, USA). The peculiarity
of countries with a federal structure is the existence of several levels of taxation (federal and local),
offshore territories provide tax privileges to a federal subject for those companies that are registered
in these territories, while conducting commercial activities and earning income outside of these
territories.

v Specific (atypical) offshore jurisdictions - countries with low tax rates (mid-shores), whose
activities are fully focused on offshore activities (for example, Mauritius, Singapore, Malta, Cyprus).

Source: compiled by the author according to [24; 25, p. 10-29; 26, p. 33-54]

In modern conditions, according to UN estimates, about
90 states practice, in one way or another, the development
of the offshore industry on their territory. At the same
time, although the industrialized countries themselves suf-
fer losses from offshore companies, receive less taxes, the
offshore business has been developing at a rapid pace in
recent decades, including in the United States, Great Brit-
ain and the EU. That is, the damage from offshore compa-
nies is compensated by the benefits provided by offshore
to these countries. The system of offshore business tools
was created not by the governments of “microscopic” qua-
si-states providing tax privileges to companies registered
in them, but by economically developed states (first of all,
Great Britain and the USA), which means, that it was cre-
ated not spontaneously, but purposefully.

The current practice of using offshore companies is
quite diverse - there are several dozens of tax optimization
schemes (including investment and corporate). Inthefieldo
fcommercialactivitiesoffshoreareused:

e  for price manipulations in transfer transactions;

e tocreateholdingstructures;

e  toavoidprofittaxation;

e  for investment and lending, including self-invest-
ment and self-lending;

forinsuranceandreinsurance;

to create trusts and transfer them a property to pro-
tect against the use of penalties;

to use agency and commission schemes;

for leasing operations;

to provide transportation services;

for the possession of commercial vehicles and pri-
vate yachts;

to participatein construction;

for production on the basis of raw materials;

for possession of intellectual property and payment

of royalties.
According to the OECD definition, it is necessary to
distinguish nine main forms of offshore activities: (1) in-
surance, (2) finance and leasing, (3) fund management, (4)
banking, (5) mode for headquarters companies, (6) mode
of distribution centers, (7) mode of distribution centers,
(8) mode for shipping companies, (9) mixed activities.

On the basis of combining the concepts of “offshore

jurisdiction” and “offshore company”, the author suggests
using the broader concept of “offshore business” as a set
of all participants in the offshore services market and the
financial instruments offered by them, management and
organizational and legal solutions. In this regard, all the
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subjects of offshore entrepreneurship can be classified by
structural and functional basis in the following way.

Offshore jurisdictions (macro level). At the macro
level, there is a restructuring of offshore jurisdictions by
geographic structure - from two global (Caribbean and
European) and two regional (Middle East and Asian) off-
shore business centers, groups of countries that leave the
world’s offshore services industry (unable to adapt to the
new, more rigorous international regulation) and those
that are just entering the global offshore industry, having
the potential of adapting to the conditions for international
control are formed.

Offshore companies (meso level). At the meso-level,
the goal of creating offshore companies is not so much re-
ducing tax payments as preventing political and econom-
ic risks, using jurisdictions that create the most favorable
conditions for doing a particular business, and modern in-
formation technologies and communication tools allow to
carry out this activity from any continent (offshore hold-
ing and insurance companies, offshore companies in the
field of gaming business, programming, education, etc.).

Offshore outsourcing services (micro level). At the
micro level, the trend towards an increasingly widespread
offshore provision of services in the area of consulting and
offshore outsourcing operations (especially IT services,
communications and satellite technologies) is rapidly de-
veloping. At the same time, offshore outsourcing is carried
out in two ways: within the company through the creation
of foreign affiliates (“intra-corporate offshore”) or through
the transfer of one or another service to any third party that
is a service provider (“offshore contract”).

In connection with such a classification it is neces-
sary to emphasize one more important feature. Today,
offshore jurisdictions use a certain type of tax policy-fis-
cally-competing, as an offshore area regulation tool that
coincides with the model of minimum taxes, stimulating
the involvement of economic actors under their own fis-
cal jurisdiction by creating tax preferences in comparison
with other countries. The purpose of the tax policy model
of fiscal-competing type is to stimulate not so much the
development of national production, but the redeployment
of foreign economic agents (first of all, TNCs) to the juris-
diction of government bodies, for the placement of man-
agement bodies and final transformation into national tax
residents, competes a number of other fiscal jurisdictions.
In addition, they compete for attracting investments of
non-residents and transfer management of their financial
flows to the territory of jurisdiction. So, today, according
to some estimates, offshore companies are most used in
such sectors as real estate (79.5% of all industry sectors),

investment and finance (61%), the banking sector (57%),
enterprises of the fuel and energy complex (49%). ), en-
terprises of telecommunications services (44%) and retail
(43%) [27].

One of the consequences of the rapid development of
the offshore sector of the world economy was the creation
of new opportunities for countries of the so-called world
periphery (or “small island states and territories with a
vulnerable economy”) through the formation of offshore
jurisdictions of “attractive” low tax orientation, away from
world financial centers. They have their own specifics and
distinctive features compared to offshore industrialized
countries (despite the tendency towards universalization).
They are characterized by the dependence on the import
of infrastructure elements required for the development
of offshore business, borrowing competencies in working
with capital (both developed and developing countries)
and activities to expand the list of services provided. The
funds from the registration of offshore companies, the
annual tax deductions of operating organizations and en-
terprises, and the annual payment of licenses form about
80% of the income of such countries.

The development of the offshore industry, which has
become a significant dominant of the economic systems
of these countries, the outsiders of the world economy,
brought them, deprived of traditional resources and es-
pecially vulnerable by numerous external factors, to the
first positions among the world’s developing countries ac-
cording to such indicators as GDP, level of social security,
level of technological equipment, level of development of
the service sector, etc. For the economies of these coun-
tries, the movement of financial flows in the offshore is
as natural as the transfer of industrial production from de-
veloped countries (US and EU) to Asian countries. The
data eloquently indicates that up to 50% of the modern
world capital flow is served through offshore centers, total
deposits of offshore centers exceed deposits of the three
modern “giants” of the world economy (US, Japan and
the EU) combined, and " of the world fleet is registered
under the flags of offshore ship-owners, such as Panama,
Cyprus, Liberia, Mauritius, Seychelles, and the Bahamas
[28, pp. 21-23].

In this context, offshore jurisdictions often use the
concept of “locational competition” as a form of competi-
tion for attracting production factors (technology, capital,
intellectual property), as one of the ways of which is the
tax policy. According to this concept, if the state provides
an effective infrastructure, economic and political stabil-
ity, as well as the inviolability of private property, then
quite comfortable conditions for the capital will be creat-
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ed, even if the tax rate will not be the most attractive [29,
p- 9-19]. Moreover, the governments of offshore jurisdic-
tions reasonably believe that there is no legitimate reason
for world’s national tax systems to include the same or
comparable levels of taxation. Developed countries also
ignore the fact that offshore zones are primarily places for
the accumulation of capital, which is invested in the West-
ern developed (onshore) countries.

The peculiarity of the process of world economy
offshorization today is that there is a rapid growth of so-
called “mid-shores” jurisdictions, which contain elements
of both offshore and onshore jurisdictions. The secrecy
and zero tax become less important criteria for choosing
jurisdiction, while the quality of service and the proxim-
ity to strategic markets become more important factors.
The advantage of mid-shores jurisdictions (or the “golden
middle way” jurisdictions) is that they are constantly at-
tracting new financial institutions, investment funds and
trust companies, especially due to their financial potential
and the number of well-to-do private individuals who are
served by them and redirecting their capital to mid-shores.
Mid-Shore jurisdictions such as Mauritius, Singapore,
Malta have not only offshore signs (low tax), but also
powerful legal systems, strong trade relations, numerous
double tax avoidance agreements (DTA) and skilled la-
bor. In addition, they are in a unique position, which helps
them to take advantage of the new international regulato-
ry framework, flexible tax systems, and reliable financial
services.

CONCLUSIONS

Existing offshore tendencies lead to increased vol-
atility in the financial and investment markets, as well
as the emergence of international financial centers and
peripheries, an increase in the gap between industrial-
ized and emerging markets. In the current conditions of
capital migration to offshore jurisdictions, a number of
countries, competing for investors and business entities,
began programs of substantial reduction of business taxes
with a reorientation of their main burden on individuals
and rent payments in raw material-oriented areas. That is,
the leading condition for combating capital outflow from
the country should not be indicators of this outflow, but
growth of residents’ foreign assets, reduction of internal
risks for the functioning and development of business
structures, and creation of a favorable investment cli-
mate. Indeed, re-registration of business in offshore juris-
dictions has a number of advantages and disadvantages,
but national state authorities need to consider and use all
available instruments for legalization and return of capital
for investing in the country. Offshorization is an objec-
tive manifestation of modern globalization and interna-
tionalization of world economic processes, therefore, the
national governing bodies of countries that are integrated
into the world financial-investment and trade relations, it
is necessary to build an optimal strategy for integrating
business structures into world economic processes by us-
ing offshore as branches of financial and investment flows
aimed at conquering highly competitive foreign markets.
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