ASPECTS OF PUBLIC FINANCE IN A TAX HAVEN:
' THE CASE OF THE BAHAMAS

By
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| In recent years, tax havens have become the centre of a great deal of at_tention.
This attention, it should be pointed out, does not spring from any common 1_ntercst.
hile, for example, tax havens do not arouse more than academic curicsity in some
circles, for others there are more practical considerations involved. To marny p'nvatc
individuals and corporations tax havens are secn as 2 means of reducing their tax
burden and hiding their assets. To foreign governments, particulm:ly those oPcratlng
relatively high tax structures, the use of tax havens by residents often re:sults ina ‘loss
of public revenue. To the country providing the facilitics,_tax haven busmegs provides
employment and inicome. In brief, tax havens affect different pcople differently,
depending on their position and particular point of view.

In this paper we are concerned with only one small area of t!‘f’ .whol_e subject,
and this is the fiscal experience of one country offering tax haven facilities. Smce. there
are many prevailing misconeeptions about tax havens it might.be useful to be_gm our
discussion by stating what we mean by a tax haven, and outline some of their more
popular uses. We shall then go on to discuss the particular fiscal structure ?f the
Bahamas and some of the financial problems facing this particular country in the
context of its tax haven policy.

Essentially a tax haven is a country offering certain financial facilitif:s with the
object of atiracting foreign funds and encouraging the c:.o_nduct of certain types of
;operations from within its shores. Generally, thesc facilities relate not only to_tux
izm'::mgr:mcnts. as the term *tux haven’ implies, but also to exchange'control regulations
and certain other legal and administrative practices. It should be pomt?d out, howew.:r,
that there is no standard tax haven and every centre tends to have its own peculiar
attractions. For cxample, while some jurisdictions impose very low r:zt?s of taxes on
income and profits, others refrain from any major form of direct taxatlun: _Thcre are
some cenires too, which are renowned for their numbered account facility, v-vluie
others rely for a considerable past of their business on trust operations anq the }?nv?te
jcompany. There are also a few which operate laws with a view to attracting shipping
registration. Besides certain financial Facilitics, some havens, of course, al§0 offer a
pleasant living climate. It should also be notcd that factors like cornmumca?mrz, t_rans-
portation, financial infrastructure and political stability also help to .dxscnm%nat_e
between tax havens. Location can also be a very important consideration for insti-
| tations wishing to engage in offshore Euro-currency operations.
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Tax havens are used for a wide varety of purposes ranging from pure tax
avoidance to outright illegitimate activity. Their proponents, of course, argue that they
operafe within the framework of law based on sentiments akin to what Lord Atkins.-
expressed many years ago that “the subject, whether peor and humble or wealthy;g'iﬁii'57
noble, has the legal right so to dispose of his capital and iricome as to atffaé”‘\liﬂb“n :
himself the least amount of tax™.! In other words, a distinction is soughf to'he made
between tax avoidance (a legal act by Atkin’s interpretation) and tax evasion {which is
the flouting of the laws of one’s country). While undoubtedly a large part of the
activitics that take place in tax havens are what can be termed legitimate, there are
countless instances which show that they are often put to illegal purposes.

To people making use of tax havens the benefits can be quite significant, parti-
cularly in the context of the rapidly increasing taxation and regulations of various
kinds in many countdes. To centres offering the facilitics there are also, of course,
benefits to be derived in terms of income and employment. The main sacrifice is in the
arca of public revenue. This sacrifice, it is often argued, has io be examined from the
perspective that part of the total income and employment generated would not have
been created without the tax haven facilities. There is undoubtedly some truth in this,
and this has prompted some havens (e-g- Panama and Hong Kong) to operate a two-tier
system under which income derived from local activities is subject to tax, while
income arising from foreign sources is exempt from any form of taxation or regu-
lation. Within this framework exceptions can be made in both spheres depending on
existing conditions and the objectives which are sought to be achieved.

At this point there is another misconception which needs to be clarified, and it is
this. When the term ‘tax haven’ is used in reference to any country, it does not mean
that the particular country has no taxes at all Generally what it implics is that certain
forms of taxes are absent or the tax rates are very low. Tax havens, like other
countries, also have public obligations to discharge. These might include the costs of
administration, the provision of social services, and the maintenance and development
of public infrastructure — arcas for which private enterprise generally disclaims any
responsibility. In the following section we shall examine the pattern of revenue and
expenditure prevailing in the Bahamas (which is regarded as one of the world’s leading

tax havens) in an effort to highlight somec of the fiscal problems that can emerge in a
tax haven situation.

The Pattern of Revenue in the Bahamas

A ook at Table I shows that in the selected years between 1969 and 1974
revenue [rom tuxes ranged between 16 and 22 per cent of GNP. Though this
proportion is not quite as high as those achioved by some of the more developed
countries, it tends to reflect (on the surface) a much better perfoanance than that
attained by a number of other developing nations. The absence of income and profit
taxcs may appear to make the tax level in the Babamas look cven more remarkable. It
is obvious, however, that the heavy reliance on import duties in a situation of extreme
dependence on foreign trade 2 provides the major explanation. It should be borne in
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SELECTED GOVERNMENT FINANCES, 1969 TO 1975

TABLE 1

B$m

Average Per Cent
Growth Rate

Rev. and Exp.
Elasticities

of Rev,, Exp. and
GDP 1969-75

1969-1974

1973 1974 1975

1971

1969

ftems
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0.9255
(0.9041)
1.1993

119.067
(97.931)
113.881

115,361
(103.189)

108.794
(96.177)

71.503
{68.626)

74.572
(67.246)
61.777
+12.795
16.639

Current Revcm;ea
(Tax Revenue)

(6.9)
10.8

105.492
+9.869
35.387

140.879

—25.518

490.000

93.500.
+15.294

79.580
—-2.077

Current Expenditure

=(1) - (2)

2,

+5.186
12,231
136.112

3.

13.532
107.032

12.47%
92.05%
—14.556
430.000

Capital Expenditure

4.

1.3491

9.6

78.416

—3.844
308.000
4.2

=(2)+(4)

5.

—17.045

+1.762
440,000

(1 -G

GNP (at Current Market Prices)

6.

10.3%

n.a.

7.

n.2.

24.7 23.5

18.0
21.4

(1) as a Per Cent of (7)
=(5) as a Per Cent of (7)

8.

IL.a.

28.7

24.3

254
21.8

na.

1.8 21.0

16.0

Tax Revenue as a Per Cent of GNP

10.

Indirect Taxesb as a Per Cent of

Total Tax Revenue

11,

69.0

69.7

69.9

80.8

B6.0

— =} of cts an p ble w valent series presented
Thi fi s exclude refunds in respect incentive Acts and other refunds and therefore are not comparable with the equr 31 P
a ese Igure

in Table I,

b — Defined here to include only Customs Puties (including Emergency and Inland Taxes) and Fxcise.

c-— 1969 to 1974,

Central Bank of The Bahamas, Quarterly Review, Various Issues; The GNP figures are World Bank estimates,

Sources:
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mind, tod, that revenue from the casinos
included in the tax figure. The casinos’ co
from $0.5m (1.2 per cent of current reve
cent of current revenue) in 1975.

(which is largely an offshore activity) is alse
ntribution® to government income increased
nue) in 1965 to an estimated $9.3m (6.9 per

While the primary purpose of a tax system is t

o bring the public authorities the
revenues required for carrying out their functions,

there are considerations which

which has long been recognised, js that there must be a certain amount of equity in the
system, and this bears directly on the tax striciure, ‘There are no income, profit,
capital gains, gift, inheritance estate or withholding taxes in the Bahamas, In Table 2
an attempt is made to show the main contributors (in broad terms) to government’s
income. As cin be seen there, the largest single source is import duties which in recent

years have been contributing over 50 Per cent on average to current revenue and
between 60 and 70 percent o tax revenue. In absolute terms income from this source
increased from $54.9m in 1970 to an estimated $71.9m in 1975 ar by 40 per cent, A
large part of the estimated increase between 1975 and 1976 is expected to come from

the abolition of the preferential marging traditionally accorded imports from Com-
monwealth sources,?

The real property tux shown is levied on property improved by a vahue of $3,000
or more. The rate ranges from % of 1 per cent to 13 per cent per annum, depending
on the market value of the property. The tax does not apply to exclusively agricultura]
land, while a $20,000 exemption is allowed for owner-occupied property. Realizing
this tax had the effect of tncouraging speculation, the Minister of Finance in his 1976
Budget Communication indicated that the government proposed introducing a tax on
undeveloped land owned by non-Bahamians and non-Bahamian companies both in
New Providence and the Out Islands, He also pointed out that the principle will be
exiended Lo cover non-Bahamians and non-Bahamian companies owning developed

land in the Qut Islands. The figures relating to the “Tourism Tax’ comprise (as
footnote ¢ in Table 2 indicates) a departure tax, a passenger ticket tax and a hotel
occupancy tax. Hotels in New Providence with more Lhan 10 rooms (more than 25
rooms in the Out Islands) pay an annual licence {ee of $3 per room. In addition they
are also required 1o pay a tax of 17¢ per guest-day in the summer season, and 25¢ per
guest-duy during the winter, A large part of these charges is passed on by the hotels to
the guests in the form of a toll,
The item ‘Other Taxes’ is broken down
the Bahamas pay an annual fee of §250. 5
60 per cent owned and controlled by B

instead of $250. Banks and trust companies pay fees ranging between $300 and
36,000 per year depending on the type of licence they hold. Exchange control
privileges carry additional annual charges of between $15-30,000. Insurance operators
pay an initial registration fee of between $1,000 and $3,000 depending on the kind of
business they write as well as annual renewal fees based on the amount of new business
wiritten, the minimum payment in any one year required, however, being set at $500.
As from 1976 insurance comparies will be required to pay 1 per cent of their gross

in Table 3. All companies registered in
As from 1976 all companies which are not
ahamians will be required to pay $1,000



TABLE 2 Sources or GOVERNMENT CURRENT REVENUE, 1970-1976

1970
$'000 %
Import Duties 54,864 59.9
Excise Duty 4,099 4.4
Real Property Tax 1,095 1.2
Motor Vehicle Tax 1,150 1.3
Gaming Taxes 6,730 1.3
Tourism Tax® 3,211 3.5
Stamp Tax 3,295 3.6
Other Taxes 3,462 1.8
Total Tax Revenue 11908 85.0
Fees and Services Charges 2,754 3.0
Revenue from Government Property 921 Lo
Intezest 499 0.5
Reimbursement and Loan Repayments 2,813 3.1
Services of a Commercial Nature 6,733 7.4
Total Non-Taex Revenue 13,720 15,0
Toral Current Revenue® 91,626  100.0
a — estimate

1972

$'000 %
50,782 49,0
1,873 1.8
1,534 L5
1,429 1.3
7,820 7.6
5,533 5.4
4,039 39
6,703 6.5
79,733 77.0
4,980 43
638 0.6
55 0.0
10,574 10.2
7,550 7.4

123,797 23.0
103,530 100.0

1974

$'000

70,990
3,141
2,840
2,881
8,898
4,956
6,474
6,054

106,234

5,120
2412
458
5,881
7,548
22,019
128,253

b~ includes inland taxes on cigareties, radio, T.V. sets, gasoline and fuel oils plus export duties,
¢ — hotel occupancy tax + passenger ficket tax + departure tax.
d — for a breakdown see Table 3.
& ~ these figures include refunds jn respect of incentive Acts and other refunds,

Source:  Official Estimates of Revenue and Expendirure, Ministry of Finance.

TABLE 3

19758

$000 %
71,900 53.8
3,000 2.2
3,000 2.2
2,987 22
9,290 6.9
5,910 4.4
5,750 4.3
6,590 4.5
108,427 80.9
6,355 4.7
5,800 4.3
606 0.4
2,071 1.5
10,625 1.9
25,457 19.0

133,884 100.0

CONTRIBUTION OF SELECTED TAXES TO GOVERNMENT'S REVENDE 1970-1976

1970

$'000 %
Bank and Trust Co. Fees 484 14.0
Insurance Co. Fees 67 Lg
Companies’ Fees and Registration 1,436 41.8
Business Licences - -
Trade and Professional Licences 68 2.0
Immigration Feeg 1,365 9.4
Sundry Taxes 42 1.2
Total 4 3,462 160.0

a — estimate

b — includes penalty charges of $6,060

Sourcer  Official Estimates of Revenue and Expenditure, Ministry of Finance,

1972

000 %
1,841 27.4
91 14
2,096 2
117 1.7
2,485 7.1
73 L1
6,703 100.0

1974
$000 %
1,556° 257

91 L5
1,967 325
3 0.0

92 LS
2,090 34,5
257 4.2
6,054 100.0

19758
$000 %
1,600 24.3

120 1.8
2,000 0.3
1,000 15.2

120 L8
1,500 22.8

250 3.8
6,590 100.0

T T RO

19762
$000

80,380

4,650
3,487
9,278
5,550
8,550
8,670

120.565

6,876
4,558
3,957
1,478
19,559

27,427
147,992

19763
$000

1,600
500
2,000
2,000
i20
2,300
150

8,670

%

is4

231
23.1

26.5
L7

100.0
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premiums into the public treasury. The stamp tux payable on property conveyances
varies with the value of the transaction. The scale starts at .75 per cent on values up to
$6,000 and increases up to 4.5 per cent on sums of $100,000 or over. As from 1976
the new rates applicable to conveyances of real and personal property to Bahamians

andfor Bahamian companies are as follows:

(1) where the value of the conveyance exceeds $30,000, but does not exceed
$50,000, 3% per cent of the value;

(b) where the value of the conveyance exceeds $50,000, but does not exceed
$100,000, 4% per cent of the value;

(c) where the value of the conveyance exceeds $100,000, 5% per cent of the
value.

Where land is sold to non-Bahamians andf/or non-Bahamian companies the rates are to
be twice the rates applicable to land sold to Bahamians and/or Bahamian companies. 8
As from 1976, the distinclion between real and personal property is to be abolished.
Personal property will attract the same rates as real property. The stamp tax also
includes levies on import and export entries. As from 1976 the existing import stamp
tax of % of 1 per cent of the value of all import entries {except those spscifically
exempted by any other Act) has been increased to 1 per cent. As for the stamp tax on
export entries Lhis has been changed lrom the specific rate of $1 on every set to an ad
valorem rate of ¥ of 1 per cent. In order to encourage greater employment of
Bahamians or at least to accelerate their training for jobs held by expatriates, imini-
gration fees have also been increased from 1976. These now range from $5,000 in the

highest bracket to $100 in the lowest.

Even after all the 1976 tax adjustments are taken into account, import duties are
expected to still account for over 50 per cent of lotal eurrent revenue or for 67 per
cent of tax income as a look at Table 2 shows. One reason for the continued heavy
reliance on this source is that the authorities cannot significantly increase certain taxes
without jeopardising the tax haven status of the country. Also, there are limits to the
extent to which some others can be made to yield revenue without seriously affecting
the activities to which they relate. There are other considerations, too, which the
govemment cannot continue to ignore, and seems to be fully aware of.” The most
important of these is perhaps the problem of equity. Import taxes have certain
advantages attached to them, particularly in the context of developing countries where
collection of income taxes pose certain problems. The most important of these is the
ease of valuation and collection. They can also be used to help achieve certain policy
objectives related to the balance of payments and domestic production. Like a number
of other indirect taxes, however, import duties tend to be regressive in nature, ie. they
take a higher proportion of the income from the poorer clusses than they do {rom the
wealthy. True, some element of progressivity ¢an be built into the system by

structuring it in such a way that the rates on essential items are kept Jow while they
are increased proportionately on goods which are considered less essential. Heavy
dependence on import duties as a source of revenue, however, carries with it other

|
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drawbacks. One is that in a IEVeNUe context i

orawback ; : ; [ rates cannot be Increased i
he :;1 rtj;yﬂc{l:;l:; c:l'i: lxmpo’rts‘whm.h form the hase of the tax. Second!y(f ittnist;;ieplm?;
ot oo ng:npta at an import substitution programme aimed at reduc}:’in
imports. wier cou‘rsio‘v;:‘rnnfent _has z}ve.?tec] interest.i_n encouraging a high leve] o?
o et e i} :so have implications for domestie savings. Heavy reliance
on in jnstn,men} o ba;;mf oft: revenue also lfas the effect of weakening this measure
o  ans pre‘:isc.[y g S;: 01 payn?ents 'pohcy. In the event of 5 foreign exchange
o s gy occisely Ty’ goods (which attract te highest rates) that are likely

The Growth and Pattern of Expenditure

As indicated earlie ) i
o g ted earlier governments in tax havens have the same kinds of financial
o ) bu-].; as é;overnmen[s in other countries. They have to maintajn 2 civil mfld
: » Oulld and maintain physical nd ol
ter sical infra-structures provigde ical
P bulld mainiai : 8 provide medical and edpeation,
e t axpl;ezf law and order and so forth. Even in countries with a bmz‘z(’imz:r:‘:il
. 3 em, these responsibilities tend to exert id i

public finances.® The roblems, of Vore in s atin o the

p » OF course, become much worse in a situation with in

mne ld.\l.lc tdx Sybtem a ld FiS Uig P [ C]ld tu S 2 a W
1] sl 8 “hhc X 1t
P I lndUCLd by grO lng pﬁpulﬂtlon

the ex i ' i
Ccedwczﬁt;zg(c;é 1973,.total exp'endxture (current and capital) has consistently ex.
o ‘venue in the period shawn in the table, and the difference js likely to
Mdicalgcmnbio?fcrmneni pushes ahead with jis development programimes witho:t a
ange in Lhe tax siructure. So far borrowin .
ical chang : , g has played a ke i 5
i‘gh:;;,;rzi, of :tsl actmt;es: The public debt increased from $]S.2};n at tllzirlezf}?;g;
per;:em.a“m tat th‘e er_1d of 1970 and to $117.3m a1 the end of 1975 (see Ta;ble 4). 1
poree dtne erms this represents an increase of almost 700 per cent between 1965 : :!1
§ 8t 2n average amnual rate of 227 pe i : "
_ : -/ per cent. In pe : S
Increased from $107 at the end of 1965 to $564 at the enrfo;' ICSI;'ISM forms the fgure

As thi bt is hej i ,
evenmn g:l‘::; &ti;i:thmlbez.ryg repaid, there will obviously be incrsased pressure on
Dince to,repay e 101'6 astll;lty o{‘ the system. Further borrowing of course, can take
its limits, Thep - I;1lns. orjrt'n‘mng, however, in a situatio:} of Stagnating revenues has
community to %‘oviden-]tem- }Ms often bozsied that the willingness of the financial
have jn the ad P ice 1L with foan funds reflecis the measure of confidence financiers

¥ administration. It can also, of course, be lodked upon as a measure of the

g N Yy
I IIS ] te]o )
ovemment’s Hlab!ht to mobiljse SUI.‘ cent d(}ﬂlbh“c resources fo meet its de I

e ﬂﬁngl;r:lcc of Fa.bllff I shows that publie expenditure has been Increasing at a faster
 than re; enue, particularly the tax compone:.: An idea of the main areas in which
ﬁﬁ:’;:n?:zt 6s ?f;]ertls are being concentrated ean be got from Tables S and 6. In 1975
s 2 fo. et“i 31 can be regarded ac social expenditure) took 46 per cent of the
get and 13 per cent of the capital hudget 1espectively. This latter pro-
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TABLE 4  GROWTH OF THE NATIONAL DEBT, 1965 1O 1975 (END OF YEAR POSITION)

70 1973 1975
1965 1967 19
$°000
DIRECT CHARGE
EXTERNAL ) B _ _ )
Govt, Sec. 7-;82 20,818 22,274 31,614 28,103 8
1 10 5
Other ) 262 20818 22,274 31,614 2,103 ¥
TOTAL EXTERNA. 3
INTERNAL 8.000 _ - or)
i 8,000 : , o
Gov, Securiies held by Contrel Bk 438 1,350 7211 10,025 2eom 2
Treasury Bills w - _ - 49,325 2
Other Govt. Securities 3,114 1,945 23,920 30,345 \ )
Local Loats 7'552 11,295 39,131 40,370 83,244 a
\ : ' 117,348 @
TOTAL INTERNAL 15,234 32,113 61,405 71,984 E
TOTAL DIRECT CHARGE ; 2
=
CONTINGENT LIABILITIES 500 §743 10610 16213 12,; ii 5]
B.EC. - 6,753 11,126 20,869 162
BAIECI;:N?I‘INGENT 9,809 15,496 21,736 37,082 :
TOTA -
142,314
I NATIONAL DEBT 25,043 41,609 83,141 109,066
TOTA 3 0

e ——

Source: Central Bank of The Bahamas, Quartcriy Review, Various [ssues,

TABLE 5 FUNCTIONAL CLASSIFICATION OF GOVERNMENT EXPENDITURE, 1969 TO 1975
BSm
i
1969 1971 1973 1974 1975
Category Current  Capital Current  Capital Current  Capital Current  Capital Current  Capital

1. Genzral Public Service 15,2 0.8 18,4 0.4 22,7 0.5 25.5 0.2 28.0 0.2
of which =
{Gensral Administration ) {8.6) (0.0} (9.9) (0.0) (13.0) (=) 14.7) =) (15.6) (-} g
(Public Order and Safety} (6.6) {0.8) (8.5) (0.4) 9.7 {0.5) {16.8) (0.2} (12.4) (0.2) =
2, Educztion 13.5 1.9 19.9 3.0 23.7 5.6 26.7 8.8 20.8 16 (]
3. Heelth 9.0 8.2 117 0.3 15.1 0.2 165 0.4 17.8 0.1 =
q, Socizl Benefits and Services 3.0 - 36 - 4.3 - 1.8 - 4.4 - z
5. Housing 0.1 0.3 0.1 0.1 0.1 0.0 0.1 3 ol 0.1 ;
6. Other Community and Social Is]
Services 0.2 - 0.2 - 0.0 0.0 04 - 0.l - =
7. Econosmic Services: 16.8 13.2 194 8.4 20.6 7.2 23.0 25.6 234 16.3 z
of which ke
(Agricultural and Fisheries) (0.5) (0.F) (1.8) (0.4) {0.7) (0.4) (L.0) {0.3) (L1} 3.6) =]
{Tourism) %.n (=) (6.9) - (8.1 -) (8.4) £20.0) (8.7) - &
(Public Wotks and Water —
Supply} 5 (8.4) (6.8) (8.0} {6.1) (8.7 (4.5) (9.9) (4.2) (10.0) (4.4} ;
(Transportation) {0.5) (4.6) (1.8} 1.2y’ (1.8) (2.1 (2.0 (1.0) (2.0) 4.2) é
8.  Other 4.2 0.3 6.2 0.2 6.9 0.2 9.0 0.2 10.2 29 z

of which
(Interest 2nd Public Debf) (3.8) {-) (5.8) (-} (5.7) (=) (7.9} (-) (10.2) (=)
Tatal 61.8 16.6 70.6 2.5 93.5 i3.5 105.5 35.4 113.% 22,2

Noie: Detalls may not zdd to toial due to rounding.
Source:  Centrzl Benk of the Bahamas, Querrerly Review, Various Issues,
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portion is much less than it was in previous years when education alone was taking an ' 5 =
averuge of over 20 per cent of capital expenditure. While much of this expenditure is ™ ] a l o n B | b e l l
in the nature of a Jong term investment, it tends to have expansionary repercussions on & - O Swgde o ldelg ;5 L8
the current budget. Besides the social obligations which government has assumned, it is i '; & T =
also responsible for the development and maintenance of basic infrastruciures to meet ' = E] _
the expanding needs of the economy and saciely. In some cases (e.g. electricity, 3 E 3533233 52888598 o
telephone, etc.), the provision of the service is associated with a charge. Whether or = © set= D e ]
not this charge covers the cost of the service, ultimate financial responsibility is the 2 —
government's, as it is in cases where there are no direct charges involved, ¢.g. sanitation S ‘g ETERT 1w aERER0~
services, law enforcement, ete, In circumstances like these where the private sector is | g . O “Tex- fegodsd cé
not preparcd to assume any obligations, the tax system has a crucial part to play in LE & -
providing the government with a substantial part of the resources required to perform o E, NE Ao e
these functions, both as they relate to the provision of current services and the i 5 (;:7 Sy 8 32z S¥an “ 2
development of the capital base of the country. Eo = M nTEEE O e
From the above discussions it is clear that one of the major problems facing the [ =
authorities stemns from the [act that the fax system is not geared (or is not structured) 5 @ 2i8am g 22 § TERw~ o
to recoup for government as lazpe a part of the income generated by its activities as it = o © o WETRLT g
required in a situgtion where it carries such heavy social responsibilities. For many E S
countries, the income tax with its ability to incorporate a progressive incidence is a a E MBETanea coRoRS_ A
useful instrument in this context. Complementary measures normally include taxes on I 3 REB8EYS Sgés g g N g g
eamings of entilies which benefit in one form or another from govermnment’s = -
operations. Besides raising revenue these measures, of course, have other advantages. . E = s
For example, they can be quite vseful in influencing domestic demand conditions by :2’ 2 2 § a g 5! 158 J—:'gf 2T =
either increasing purchasing power or skimming off excess demand pressures. In brief = § © e~TEeTT 8
ithere would appear to be grave defects in taxation systems of ihe kind prevailing in the o 2 s w
Bahamas from several points of view. Some of these defects, of course, give rise to Q ;;‘—j o i‘g SRV VAR SAeA o
greater concern in circumstances where there is limited scope for the use of monetary & S SZERETC Sydésdes g
policy. = -

To be sure, the effects of a tax haven policy are not limited to Lhe public {_Q_ :f: ©BF e — 2
finances or to government’s policy instruments. It can also have implications for the = 5§ Ye¥g- ! : ;;; 3; o212 E
disposition of capital funds mobilised through private channels. In some tax havens E g\% o = 5
{and the Bzhamas is & good example in this respect) there is the tendency to treat & - B R 2
resources generated locally in the same way as foreign source income. The result of a § Tmg¥eay aNEEEELT o -
this policy is that funds that should be employed in domestic development are per- g o TEEe- ~Eggeve g 2
mitted to flow out of the country. Lven such resources that remain tend to be put to g e . 3
uses in accordance with private objectives, without regard to national priorities and to g g . _ = £ &
the social imperatives of the situation. One suspects that failure to introduce any sort = z § 5 2 § ] § ] g E
of direction in the use of local funds stems not only from the inability lo properly A 2 ._;:E’ﬂ P Sz 2 £ 2 E
articulate a strategy, but {tom a misconception that interference with the laissez-faire (;%;g E :% f, g g E E é g
type atmosphere would damage the tax haven image of the country in a real sense. 2 S%% s E oz £3_% P

Some Fallacies o 3528 528EE555 855 _
In recent years there have been reports of govemments in the region intent on B - VE§ g $28a = g
establishing tax haven regimes as a means of solving their financial problems. On the ;“'_“ Teso = & 3
% e
© - N g o E

face of it, this trend appears to be molivated not so much by a desire to alleviate the
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tax burden of their citizens 2s by the hope (no doubt fanned by foreign interests) that
their countries would become centres for wealthy refugees and refugee capital capable
of playing a crucial part in efforts at economic Lransformation. In this respect the
experience of the Bahamas offers some important lessons.

The first is that by definition a tax haven situation is not likely to enhance the
revenue position of the government either directly, or even to any significant extent
indirectly by any extra economic activity generated. The difficulty ihat this raises has
to be seen against the fact that government’s public responsibilities tend to be no less
heavy in tax haven conditions than they are in a sitwation where major direct taxes

exist.

A second myth which needs to be exploded is that a tax haven does not have a
capital problem. This arises from a basic misconception about the functioning of tax
havens. To be sure there are some havens (e.g. Switzerland) which have a high level of
domestic savings to provide the resources on a significant scale for local capital
formation. There are also, however, a number of havens with underdeveloped
economic structiires where not only are domestic savings low, but desired investrment
opportunities in terms of rsk and maturity are also scarce. In these circumstances the
vast funds that are registered as being held in the tax haven tend to be invested abroad
mainly in the developed countries with a record of political and economic stahility.
This explains why despite the enormous resources held by the banks and tmust
companies in the Bahamas, basic sectors of Lhe economy remain short of capital and
undeveloped. True, the Bahamas has been able to attain a standard of living that
appears to be higher than that so far reached by many developing countries. This
however, can be largely attributed to its tourist industry, rather than to its tax haven
status per se.'® In fact one has to wonder whether the latler (as currently operated) is
not an obstacle to the development of a more vibrant and rationally planned tourist
industry which can bring to Bahamians a relatively more secure means of livelihood,
free from the intrignes and frequent scandals associated with the tax haven status of

the country.

This brings us to another point, and this is the precarjousness inherent in basing
the future development of a country on a tax haven sirategy to any extent. The laws
of the countries from which the tax haven business originates are constantly changing
in the attempt by these countries to close the loopholes which make tax havens
possible. Tax haven activity tends to be a highly volatile business which can keep a
country heavily dependent on it in a continuous state of anxicty. What is of even
greater concem is that the effort required to maintain the tax haven image of the
country can seriously interfere with decision-making affecting basis problems facing
the society, in terms of both policy formulation and the implementation of particular
measures designed to change existing conditions. This situation often stems more from
the psychological re-action to which such decisions give rise rather than from the
actual effects, which may have no fundamental implications in terms of the benefits to
be derived by foreign persons and entitics from the use of the haven.
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Concluding Observations

In this final section we discuss briefly the possibilities for i
P “ - ) e ‘ shi
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of its responsibilities. This policy bas iwo main advantages. The first and perhaps more
important is that it provides a broader base for public revenue which should then
become more responsive (0 changes in income. The second (which is directly related Lo
the tax haven status of the country) is that would lead an element of certainty to the
fiscal structure in terms of the elimination of the perennial speculation about changes
in the latter stemming from pressure on the public finances, and therefore should
enhance the image of the Bahamas as a tax haven instead of changing it, as some
people believe. A stronger financial position also means that government would be
better placed to deal with the social problems besetting the country, and in this way
contribute to the formation of a healthier and more relaxed social climate.

The capacity of-a tax syslem to generate revenue is noi unrelated to equity
considerations and this forms part of the dilemma facing the Bahamian authorities.
Given the restricted capacity of the present sysiem, the government is constrained to
piay more aitention to the revenue raising ability of fiscal meassures (that are easily
tolerated within the present policy framework) than to the equity implications of
these measures. In an environment where there is more scope for raising revenue and
greater freedom in the choice of measures, the government can afford to give more
thought to questions of equity and reconcile these Lo its need for revenue.

As indicated earlier, the Bahamas relies heavily on import duties as a source of
income and it is not easy to discrminate among income groups when applying this
measure. This system of taxation, it should be pointed out, also has implications for
the country’s tourismn industry which is the mainstay of the economy. There is a
definite impact of the cost/price structure of Lhe indusiry, which affects its competi-
tiveness and hence its ability to grow and provide increasing income and employment.
This is an aspect of the problem to which little attention has so Far been given. Even
the influence on the cost of living faced by residents has also so far not received
serious study, and this no doubt partly contiibutes to the view that economic well
being under a system based on indirect taxation is inherently superior to that asso-
ciated with a system of direct taxation. The feeling is widespread that living under the
latter necessarily means being worse off, since take-home pay may be less than it is
under the former system. It is quite possible that a system based on direct taxation
may result in a higher real income if the positive effect on the cost/price structure
(resulting from a concomitant rationalisation of the tax system) can succeed in trans-
forming the tourist indusiry into s more dynamic sector capable of genersting the
required level of income and employment. This would, of course, require the institu-
tion of policies and measures in other areas, and it is therefore extremely important
that various sectors in the system be seen in proper perspective. This wo ' help
considerably in the formulation of the relevant policy framework.

To summarise, then, it is clear that in view of the rapid increase in public expen-
ditures brought about by various factors, urzent attention will have to be given Lo tl.
existing tax structure which must be 1._.sformed to meet the larger vole which
government has assumed in recent years. One option, of course, is to hold the rise in
expenditures within the limits of existing revenues. This policy, however, is clearly
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ncitbcr desirable (given the stage of development of the countty) nor politic
feasible in the circumstances. There are some observers who seek to justif tﬁ? tlfdlly
sysFem on the grounds that it is not a burden on Bahamians, since the ozre y tl:’msent
society contribute an insignificant part of the total tax collected, Wheii?er cmlz::S ;ﬂta o
to agree Y)vit.h this or not, the question of the scope of government’s obli -t'c t‘JOS
respf)nS!b:h'ties still remains, and with it the need for funding. The two as 8dtl°ﬂ5
be viewed apart from each other in the present circumstances. PR
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FOOTNOTES

1 . .
From judgement in Inland Revenue Copun

2 .
Excluding oil imported ining i
aop. 2 por for refining and re-expori, imperts account for over 40 per cent of

issioners vs Duke of Westminister, 1936, A.CL

3a:
Since I Jupuary 1974, the easino tax structire h
Basic Tax

ns been as follows:

$200,000 for cach Casino
Winning Tax
On pross winmings in cx cess of §16m, up to and including $20m, 10 per cent.
On gross winnings in excess of $20m 5 per cent.
The mindmum tax payable in any one year by a casino is $2m.

4 .
aboﬁsmn:s ;}11 :gcn:;::;i, :t;:,- :Z;.;hl_.;rni. Convention, the Bahamus was faced with the option of either
i d references altogether, or extending them to afl EEC ‘
pagy H 2 [ (o 18 H - é d
zgﬁn.mus. Gn;en the revenue .posmon of the cauntry, it had litile choice but to adopt tl::l for‘?:g:-
rse, seven though this was likely to put further pressure on the cost of Lving,
This is in addition o initial régistration fees and stamp taxes.

& .
A Bahamian company is one whi

controllod by oo €0 ch is at lsust 60 per cent is beneficially owned and

7 . . L
Lo Pimllzlli :;1 ;:f:vﬁrjv ;Mﬂea in the Nasseu Guardian of 22 Tune 1976, the Prime Minister, My
.Q. ated hus concern about the existing system of taxati i i nors
: d c " taxation which he said fell more
heavily on the lower income groups. He pointed out the basic question was whether or not to

implement direet taxation “This™ he said, *“wi
. 2 said, “will have to come ; : 8
sovernment will have to come to grips with Lh’ts : * some stage. Somo futuse

8 This problem also has to be seen
aumber of hotels. To the extent that th
some of the pressure off the public reven:
(as Is the case at the moement) the strain

apainst the fact that the govemment owns an airline and 2
8¢ Concems operate or & profilble basis, this would take
ves. In the event, however, that they have to be subsidised
. on the government’s purse is correspondingly fncrensed.
Cur elasticity coefficient as nsed b

5TE e S Sue s § o .
wee made dudmg e poni ete reflects such changes in the fax base and/or rates as

IoIn the absence of 2 comprehensive study,
tax haven activities make to the Bahamian ceano
sector ‘Firance, Insurance, Real Estale and Busin
GDP. According to census figures, this seetor pPro
employed Jabour force in the same year. These
sense thut ‘insurance’ is larpely a domes
connected with the tourism than wiih the

it Is diffienit to say exactly what contribetion
my. The IBRD has estimated that in 1970 the
ess Services’ contrbuted about 13 per cent to
vided jobs amounting to about 9 per cent of the
: ﬁ_glfres have to be regarded as exaggerated in the
e activity, while ‘real estate’ is undoubtodly more
tax haven status of the couniry.
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In recent years with the stagnation in income and the increase in unemployment resulting
from the problems faced by tourisin and related activilies, thess proportions may have increased. It
is unlkikely, however, that the respective contrbutions have increased significantly in absoluie
terms.

1 This statement remains teue even in the light of the recent Jegislation designed to attract
the registration of ships {« Jz Liberia and Panama) and the expressed intention to make the country
a haven (g Iz Rermuda) for captive insurznce companies.

2The distdbwtion of income in the Bahwnas is highly skewed. According to the 1970
Census the lowest 60 per cent of the country’s households was receiving 27 per cent of personal
income while the top 20 per cent was receiving 51 per cent.
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