Corporate Tax Haven Index 2021

Haven Indicator 5:
Sectoral Exemptions
What is measured?
This indicator measures the availability of broad exemptions from
corporate income tax (CIT). It covers exemptions applicable to companies 1
engaged in specific activities or sectors. The indicator is divided into two
sub-indicators:
1. Investment Sector: we measure tax exemptions for companies
engaged in financial and real estate investment. In this context,
economic undertakings with passive income streams (capital gains,
dividends and interest/rents) are analysed.
2. Active Income Sectors: we assess tax exemptions applicable to all
other economic sectors, including natural resource extraction,
manufacturing, transportation and storage, and business services.
Situations are assessed where companies that are engaged in a
specific activity are subject to lower corporate income tax rates.
For this indicator, only tax exemptions for corporations are considered.
As such, any exemption extended to shareholders on income received
from a corporation are not assessed. Generally, we only consider
exemptions for corporations that are tax residents in the assessed
jurisdiction. However, when a jurisdiction has a deficient corporate tax
residency scope (see haven indicator 1), we also consider in this indicator
any exemptions offered to “non-resident” corporations in a specific
economic sector.2
The assessment includes only exemptions that are considered “broadly
available” to tax residents provided they engage in a specific activity.
These tax exemptions are permanent (i.e. not limited in time) and
generally available to companies established in any part of the
jurisdiction’s territory (i.e. not limited to a specific area or zone).3
Importantly, only “profit-based” are penalised by this indicator. Profitbased exemptions are applicable to a tax resident company merely
because the company is engaged in a specific for-profit activity. In
contrast, “cost-based” exemptions are tax reductions available on the
condition that the company has additional expenses. This may include
hiring additional employees or investing in fixed assets or research and
development.
Tax exemptions that are received by companies for added expenditures in
the economy (cost-based) are not penalised. However, if a nominal
amount of additional invested funds triggers a tax exemption, and there is
no actual requirement for the company to expense these funds in fixed
assets or to incur specific costs, then the exemption is considered profit-
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based (i.e. not cost-based) and is penalised both in this indicator as well
as in haven indicator 6.Why is this important?
In other words, we analyse situations where companies engaging in a
specific activity are accorded a tax rate that is lower than the headline
rate4 usually applicable by default to any economic activity, without being
subject to cost or expenditure requirements.
If the lower rate is zero, we consider the exemption “full”, and otherwise,
the lower rate will constitute a “partial” exemption. The score is
computed as follows in Table 5.1 below.

The maximum score for each of the two sub-indicators is 50 points.
Therefore, if a jurisdiction fully exempts four or more economic sectors, it
will have a 50 points haven score in the second component of the
indicator (active income sectors).
Furthermore, in cases where four or more economic sectors are fully
exempt, then in haven indicator 1 we consider the lowest available
corporate income tax rate applicable to any of such exempt sectors. The
threshold of four exempt sectors may be reached through any
combination of four fully exempt and/or eight partially exempt active
income sectors (one full exemption is assessed as two partial
exemptions).
Similarly, if a jurisdiction presents a tax exemption under a special entity
regime; such regime will be accounted for in this indicator, insofar as the
entity is allowed to undertake activities included in any of the reviewed
sectors. When the number of economic sectors covered under this
exempt entity regime reaches the above-mentioned threshold (i.e. four
fully exempt or eight partially exempt), then the exempt entity regime will
be accounted for in haven indicator 1 as the lowest deviating corporate
income tax rate applicable to specific types of companies.
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In addition, for this indicator, we do not take into account cases where a
jurisdiction systematically exempts foreign-source active income from
the corporate tax base (haven indicator 1 lowest available corporate
income tax Step 3.3). If, however, there are legal provisions that
effectively exempt income in specific sectors by reclassifying income
from specific activities as foreign exempt income (deemed or treated by
case law as foreign source income), we will consider such exemptions in
this indicator.
For consistency purposes, we consider the following as equivalent: (i) a
business entity is taxable under the corporate income tax law, but if the
entity is exclusively engaged in a specific activity, it is subject to lower or
no tax; and (ii) an entity is taxable under corporate income tax law, but
income derived from a specific activity is subject to lower or no tax.
Accordingly, this indicator covers broad activity exemptions as described
above. The methodology presented below describes in further detail the
coverage logic for each of the two sub-indicators: (1) investment sector
and (2) active income sectors.
(1) Investment sector: The first sub-indicator assesses the income tax
rate applicable to investment activities for entities engaged in investment
that are organised as limited liability corporate entities. Tax exemptions
in this sector may be given based on the special status of companies
exclusively engaging in investment activities; or alternatively, tax
exemptions may result from the non-taxation of principal income
streams. Table 5.2 below highlights the focus of the analysis.

In line with the aforementioned principle of equivalence, if an investment
entity is exempt or investment income streams are untaxed, or both, we
consider that a tax exemption is offered by a jurisdiction for investment
activities.
The terminology used to refer to entities engaged in investment activities
varies significantly under the laws of each jurisdiction. Depending on the
jurisdiction, these entities or collective investment vehicles (CIV) may or
may not be organised as separate legal entities:5
3
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Although a consistent goal of domestic [Collective Investment Vehicle
(CIV)] regimes is to ensure that there is only one level of tax, at either
the CIV or the investor level, there are a number of different ways in
which States achieve that goal.6
We consider that eliminating tax at the entity-level in order to achieve
“only” one level of tax is a harmful tax policy goal. Thus, while investorlevel exemptions are excluded from this indicator7, entity-level
exemptions are covered as explained below.
As mentioned above, for purposes of consistent assessment, we only
assess the tax regime applicable to investment entities with legal
personality that are not organised as partnerships or trusts under the law
(i.e. “corporations” or “companies”). Thus, we do not cover an investment
entity exemption if non-taxation is derived from partnership legal form
(tax-transparency) or from the merely contractual nature of the
investment. We consider these contractual funds as largely equivalent to
a direct investment by the investor into a portfolio. An explanatory
diagram is provided in Annex 1 below.

If a jurisdiction allows various investment fund regimes and entities in its
domestic law, the lowest tax rate available among those funds that may
be organised as separate legal entities (or generally “companies”) will be
used in the assessment of this sub-indicator.
For example, in Spain, investment funds are considered taxable legal
entities, and these are taxed at a rate of 1 per cent.8 Furthermore,
companies investing in real estate (Sociedades de Inversión en el
Mercado Inmobiliario, or SOCIMIs) are subject to a special regime, where
the entity is exempt from income tax if shareholders – holding more than
5 per cent of the capital stock – are subject to tax at a 10 per cent rate
or more.9 In these cases, we therefore consider that “financial
investment” is partially exempt, while “real estate investment” is fully
exempt. The measurement is thus 12.5 + 25 = 37.5 points, out of a haven
score of 50 points maximum score.
4
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Where investment activities are tax-exempt, usually both financial and
real estate investments are covered under a single regime. When the
sources we use provide no indication that real estate investment is taxed
under an alternative regime, we consider that real estate investment
activities are taxed under the same regime as financial investment.
However, if our sources indicate restrictions or exclusions for real estate
from the financial investment regime, we consider that the investment
exemption covers financial investment only.
Our data sources for the assessment of investment sector tax
exemptions are mainly from the International Bureau of Fiscal
Documentation (IBFD) (country analyses, surveys and reports),10 Deloitte
(International Tax Highlights),11 PricewaterhouseCoopers (Worldwide Tax
Summaries)12 and Invest Europe (Tax Benchmark Study 2018, in
association with KPMG).13
(2) Active income sectors: In this sub-indicator, we measure the
incidence of broad tax exemptions in specific economic sectors. We only
cover exemptions that are broadly available to companies that are tax
residents of the assessed jurisdiction. That is, where such exemptions are
permanent and generally available to companies established in any part
of the jurisdiction’s territory.
For consistency purposes, we distinguish in this sub-indicator between
“activities”(A = {a, b, c, d, …}) and “sectors”(S = { S1, S2, S3, …}). We
consider that a sector contains various activities (S1 = {a, b, c}; S2={d, e, f};
S3={g, h, …}..), which may or may not be tax-exempt under the laws of a
jurisdiction. In order to achieve comparable measurements, we refer to a
fixed list of economic sectors and activities, derived from the United
Nations Statistics Division classification,14 and Eurostat15 (see Annex 2).
The aim of using this framework in Table 5.6 in Annex 2 is to avoid
assessing two or more exemptions applicable to closely related activities
as separate sectoral exemptions. Instead, we consider the lowest tax rate
among the activities included in an economic sector as the tax exemption
rate attributable to that sector.
Jurisdictions often offer alternative tax regimes under the same
corporate income tax law or a special law applicable to specific entities
or activities. This is usually the case for holding companies as well as for
banking or insurance sectors when these are not completely exempt.
Where companies carrying out specific activities benefit from a tax base
that excludes certain items of income, or that the tax is not assessed on
the companies’ income (e.g. the tax is determined in accordance with the
extent of the company’s expenditures), we consider that such activities
are partially exempt.16
Our methodology distinguishes for each sector between “no exemption”,
“partial exemption” and “full exemption”. While the latter corresponds to
5
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a zero per cent rate, “partial exemption” is assessed when the statutory
or constructive tax rate applicable for an economic activity is lower than
the headline tax rate applicable to unspecified economic sectors. As
such, when alternative regimes are available for certain economic
activities, we consider that such regimes amount to a partial exemption.
For instance, in Belgium, credit institutions are taxed pursuant to an
“annual bank tax” regime, whereby the taxable amount is based on the
average debts held towards customers during the accounting year.17 As of
2020, the applicable rate is 0.13231 per cent on that amount.18 Although
the tax is not assessed on income, we consider that Belgium offers a
partial exemption with regards to the “banking & insurance” sector.
The rationale for this assessment rests on the following consideration. If
an alternative tax regime is not structured as an “alternative minimum
tax", we consider that the effective tax is likely lower than the corporate
income tax that would otherwise be due. Indeed, with “alternative
minimum tax” regimes, if the tax due under the alternative regime is
lower than the corporate tax calculated pursuant to the general regime,
the general corporate income tax applies. On the contrary, with
“substitute” alternative tax regimes, if a lower tax is applicable under the
alternative regime, such lower tax is due. Thus, we consider that all
alternative regimes that are not legislated as alternative minimum taxes
are constructively equivalent to partial exemptions to corporate income
tax.
In the Corporate Tax Haven Index 2019, we retained an exception to the
above rationale with regards to “tonnage tax” regimes. Under such
alternative regimes, boat-owning companies must register their ships and
account for their tonnage capacity. Then, a nominal tax base is
determined based on registered ships’ carrying capacity (tonnage). It is
common for tonnage tax regimes to be regressive; that is, the higher the
total tonnage of a shipping company, the lower the marginal tax will be
for each additional tonne (e.g. Malta19 or Spain20).
In 2019, we considered that a “tonnage tax” regime limited to
transportation and necessarily related activities was in line with
“international tax standards”. For this reason, if a tonnage tax regime was
not overbroad, it was not accounted as an exemption. However, after
more detailed analysis of tonnage regimes, we concluded that such
regimes where not adopted by a majority of jurisdictions. Due to the
inconsistent coverage and depth in the analysis of tonnage tax regimes in
IBFD, a systematic review of those regimes was conducted through MayJune 2020. Consulting relevant legislation and other available sources,
the objective of this review was to ascertain the availability (and width of
coverage) of tonnage tax regimes in our sample.
We found that over and above the 13 no-corporate income tax or zero per
cent corporate income tax countries in our sample, there is parity
between jurisdictions that do not provide any exemption to the shipping
business, and jurisdictions that provide for tonnage taxation of such
activities (around 35 per cent of the sample). Overall, tonnage regimes
appear to be popular mostly among European Union member states and
dependent jurisdictions (Curaçao, Gibraltar). Thus, it does not seem
6
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appropriate to disregard tonnage regimes in the analysis of (partial) tax
exemptions, on the basis that such regimes are internationally accepted.
For this reason, we consider in Corporate Tax Haven Index 2021 that
profits-based tonnage tax regimes are alternative regimes akin to partial
corporate income tax exemptions. This is also consistent with the
treatment of alternative tax regimes in every other sector.
Where the tonnage regime is applicable to activities other than shipping
and necessarily related activities (storage, loading, unloading), we
consider that such other activities are partially exempt. For instance, in
Malta, income from bars, spa and wellness services, as well as betting
and gambling activities are covered under the tonnage regime.21 Therefore,
we consider that the “accommodation, food and recreation” sector is
partially exempt.22 It is not uncommon that activities in the “extractives”
sector are covered by tonnage tax regimes, as is the case in Cyprus,
Denmark, Netherlands, and Malta (see ID 526).
Finally, given that preferential tax regimes relating to the exploitation of
intellectual property are covered under haven indicator 7 on patent
boxes, we exclude such regimes from assessment in this Haven indicator
5.
All underlying data can be accessed in the Corporate Tax Haven Index
database23. To see the sources we are using for particular jurisdictions
please consult the assessment logic in Table 5.5 and search for the
corresponding info IDs (IDs 524-538) in the database report of the
respective jurisdiction.

Why is this important?
The most classical (or neoclassical) argument against tax incentives is
that they create economic “distortions” that affect the “natural”
allocation of capital and promote economic activity that would otherwise
not have resulted from “the market”.24 For example, if investment in
fossil fuels is profitable at 5 per cent when taxed under the regular
regime, and a country provides a tax incentive that makes the investment
profitable at 20 per cent, then “rational” economic actors are likely to
increase their investment over and above what would have resulted if
“market forces” applied equally to every type of business. However,
jurisdictions are sovereign and thus can incentivise specific sectors for
purposes they deem legitimate, such as for promoting green energy over
fossil fuels.
The data collected in this indicator allows a comparison between existing
permanent tax incentives in different economic sectors. We assess every
sector under the same harmfulness standard even though the promotion
of certain activities can be clearly more harmful for environmental or
social reasons. This is because we consider that all profit-based
incentives are harmful. We focus on tax reductions that are available to
7
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corporations that merely engage in a specific economic activity or are
licensed or registered under a specific regime. These incentives are
particularly harmful because it is much easier for multinational
corporations to allocate profits to a tax-exempt company if the
exemption regime does not ensure that the exemption applies to income
resulting from domestic economic activity. By contrast, cost-based
incentives are meant to ensure that the tax incentive applies only to
companies effectively engaged in the domestic economy, by investing in
fixed assets, hiring employees, or supporting research and development.
Indeed, the International Monetary Fund (IMF) differentiates between
these two types of incentives and indicates the harmfulness of profitbased incentives compared with cost-based incentives. In its 2015 report,
the IMF emphasises that cost based incentives,
[…] may generate investments that would not otherwise have been
made […]” whereas profit based incentives tend to “[…] make even
more profitable investment projects that would be profitable, and
hence undertaken, even without the incentive.25
Thus, while cost based tax incentives may also be harmful, particularly in
cases where the expenditure requirement is not properly enforced, this
indicator focuses only on profit-based incentives.
Although the OECD started to monitor the harmfulness of special tax
regimes more than 20 years ago, tax competition and lobbyists managed
to block attempts at progress. In its 1998 report, the OECD established
the “Guidelines on Harmful Preferential Tax Regimes”. This report
highlighted two key criteria to identify harmful tax regimes: “no or low
effective tax rates” and “ring-fencing”.26 In addition, the report focuses on
tax regimes that are “usually targeted specifically to attract those
economic activities which can be most easily shifted […], generally
financial and other services activities”, even though this was not
considered as a criteria of harmfulness .27
However, by the time of the 2008 financial crisis, harmful tax regimes had
increased in number and intensity. In 2012, an IMF study found evidence
that “[f]or special regimes, […] the ‘race to the bottom’ has long taken
place, with effective tax rates close to zero”.28 The authors also make the
following remark:
[S]pecial regimes which reduce effective tax rates to close to zero
remain widespread. In countries where these are present, the
normal relationships break down. Increasing tax rates does not
boost revenues, not even in the short term. The most likely
explanation is that profits then shift to the special regimes, either
because investment takes place there, or through some profit
transfer scheme. In those countries investment cannot be
encouraged through lowering tax rates either. This is because any
tax-sensitive investment probably already takes place only under
8
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the special regime, so that the standard tax rate becomes
irrelevant.29
Indeed, where exemptions are widespread, the standard tax rate
becomes irrelevant. In this regard, the findings of this haven indicator 5
are astonishing. In our sample of 70 jurisdictions, which includes all
European Union member states and dependent territories, ten
jurisdictions apply no or zero corporate tax, five others present
permanent exemptions in all economic sectors, and a further four
jurisdictions apply a wide range of harmful exemptions covering several
economic sectors. Together, nearly 30 per cent of the jurisdictions we
assessed present widespread profit-based tax exemptions in all or nearly
all economic sectors. Among these 19 jurisdictions, more than 70 per cent
are European Union member states or European Union-dependent
jurisdictions.30
The OECD has been monitoring the abolishment of harmful tax practices.
Today, it considers that providing tax exemptions to “geographically
mobile financial and other services activities” is a “key factor” in
identifying a harmful regime.31 Yet, curiously, neither the absence of all
corporate income taxation nor the non-taxation of particularly mobile
activities is consistently considered to be “harmful” by the OECD.32 As a
result, a number of regimes fall through the cracks. In particular, the
OECD 2020 monitoring report on harmful tax practices does not recognise
the harmfulness of the most common exemptions available: that is, those
applicable to investment activities, banking and insurance and business
services.33 Indeed, we found that profit-based exemptions applied to
financial investment in 99 per cent of the jurisdictions we assessed, and
66 per cent applied full exemptions. In addition, about 30 per cent of the
jurisdictions we assess imposed no tax on certain banking and insurance
activities or business services activities.34
Precisely because these activities are “geographically mobile services
activities”, which can be carried out cross-border, a policy decision has to
be made internationally. Either policymakers openly accept that
multinationals engaging in such activities should remain untaxed, or we
ensure that jurisdictions abolish all profit-based exemptions. In our view,
it would be wise for the OECD’s Forum on Harmful Tax Practices to
consistently abolish all zero or near zero tax regimes applicable to mobile
activities and to adopt the profit-based criteria of harmfulness, as
emphasised in a 2015 report by staff from the IMF, the World Bank, and
the OECD itself.35 Furthermore, the Forum needs to pay particular
attention to jurisdictions that replace one harmful tax practice for another.36
Such loophole-building intentions may eventually render the process
largely ineffective.
Finally, constituencies and lawmakers should require governments to
publish estimates of tax losses caused by each exemption regime and to
9
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ensure that tax incentives in the extractives sector are abolished as soon
as possible.37
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Annex 1. Investment Sector (sub-indicator 1) coverage diagram
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Annex 2. Economic sectors and activities classification
Table 5.6 below provides an overview of the classification of economic
sectors and activities used in the Corporate Tax Haven Index. The
classification derives from the United Nations Statistics Division’s
sectoral classification (Rev4 2008)38 and the European Commission
Eurostat’s statistical classification of economic activities in the European
Community (NACE Rev.2, 2008).39
Two notable differences are the following: 1) investment activities are
separated from the more functional side of finance (Banking and
Insurance); and 2) natural resource extractive activities (Extractives) are
separated from other raw material producing activities (Agriculture and
Farming). Sector designated A-F are excluded from analysis due to usual
direct control by public authorities, or informality.
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Consistent with current coverage in the Corporate Tax Haven Index, the term
“company” or “corporation” refers to business undertakings organised in the
form of a legal entity that is distinct from its owners. The index covers for-profit
corporate entities that offer limited liability to all shareholders/members but are
a separate legal entity for business purposes. In contrast, transparent or passthrough entities (eg trusts and partnerships) are generally not considered
“corporations” and thus are not covered in the corporate income tax. Although
the tax regimes associated to for-profit transparent entities may be used for tax
evasion, these entities are excluded from assessment for the Corporate Tax
Haven Index.
1

For example, in the “Transportation & Storage” sector, although we disregard
exemptions in Peru and Kenya, we penalise the tax exemptions provide by
Montserrat and Liberia. Although all such exemptions concern “non-resident”
companies, Montserrat and Liberia have deficient tax residency scopes, while
Peru and Kenya have sufficient tax residency safeguards. For details, see IDs 587
and 531.
2

In contrast, exemptions that are limited to a specific territory (economic zones)
and/or time (tax holidays) are measured in haven indicator 6. In addition, this
Haven Indicator 5 excludes cases of exemptions resulting from a patent box
regime or exclusively relating to capital gains. These are covered in haven
indicators 7 and 4, respectively.
3

By “headline rate” we refer to the lowest available corporate income tax rate
applicable to any sector or activity that is not subject to a special rate under the
law. This rate is taken into account in haven indicator 1, usually using the rate
provided by the OECD, and in some cases applying technical corrections and
adjustments when the tax rate that is broadly applicable to large corporate
taxpayers is different than the one published by the OECD.
4

According to the OECD: “The determination of whether a CIV should be treated
as a ‘person’ begins with the legal form of the CIV, which differs substantially
from country to country and between the various types of vehicles. In many
countries, most CIVs take the form of a company. In others, the CIV typically
would be a trust. In still others, many CIVs are simple contractual arrangements
or a form of joint ownership” (The Organisation for Economic Co-operation and
5
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