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four Persian Gulf states show that at least two of them, namely Ba-
hrain and the United Arab Emirates are involved seriously in harm-
ful tax practices. Now we see that the same finding is confirmed in
respect of Bahrain by the OECD as well. But nowhere can we find
a similar conclusion with regard to the UAE, while this country is
earnestly following the same behavior, even proudly declares it as
its official policy. Under these circumstances, it is not known why
the name of the UAE is not included, beside Bahrain, in the list of
the countries engaged in harmful tax practices, even as a jurisdic-
tion that meets the tax heaven criteria?

One may ask what have been the considerations that induced the
Organization of Economic Cooperation and Development to refrain
from paying due attention to the situation of the United Arab Emi-
rates and choose such an evident double standard in its approach
towards the issue of harmful tax competition. This big question is
of special significance for the victim countries whose capitals and
other resources are drained as a result of such harmful policies and
practices.

N

Sites of Maliyat Journal at the internet

English site: http://e-tax.tripod.com
Persian site: http:/irantax.tripod.com

E-mail: tavakkolmohammad@yahoo.com
Our mailing address: Tax organization, Shahid Dadman Street, Shahrak
Ghods (Gharb), Tehran.

The End
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forts undertaken against tax competition. But the members of the
British Commonwealth welcomed the respective initiation of the
OECD. In a common session held in Barbados (January 2001), the
members of the Commonwealth declared their agreement with the
measures of the OECD against harmful tax competition. Several
international financial organizations such as the IMF, World Bank
and Caribbean Development Bank had also participated in the
same session. _

In the year 2000 the OECD issued another report entitled “Towards
Global Tax Cooperation, Progress in Identifying and Eliminating
Harmful Tax Practices”. That report identified 35 jurisdictions that
were found to meet the tax heaven criteria. A more moderate term
used by the OECD is the harmful tax competition, which encom-
passes a wider range of countries and areas. The report identified
47 potentially harmful tax regimes.

The next report was issued in 2001, which was entitled “The 2001
Progress Report”. Then in 2002 another report was published,
which contained the list of uncooperative tax heavens. In March
2004 the OECD’s “2004 Progress Report” was issued, which up-
dated information on the harmful tax practices within the OECD
itself. The term “tax heaven” which is a harder title is not used in
this respect. A section of the report is assigned to tax heavens, ac-
cording to which several tax heavens (including Bahrain) had
promised to cooperate with the OECD in relevant spheres.

We may not, obviously, expect these efforts and measures to be-
come fruitful in an ideal manner in near future. But the mere fact
that the international community has paid attention to, and is fol-
lowing up this issue, is quite promising. It can be taken as sign of
formation of a negative attitude in the international conscience vis-
a-vis the harmful tax practices. The world is becoming concerned
for destructive impacts of such behavior, especially on developing
countries.

Double standard
As it was mentioned earlier, the studies in respect of tax regimes of
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costs needed for removal of shortages in the field of health all
around the world.

The international movement against harmful tax competition was
begun by the Organization of Economic Cooperation and Devel-
opment. This organization, which comprises all developed coun-
tries of the western world, plus a number of developing countries,
initiated a project in last decade to counteract harmful practices in
the field of tax competition. The project is carried out through the
Forum on Harmful Tax Practices, a subsidiary of the OECD’s
Committee of Fiscal Affairs. The activity of the Forum has pro-
ceeded on three areas: 1) identifying and eliminating harmful tax
practices within the OECD itself, 2) identifying tax heavens
throughout the world and seeking their commitment to cooperate
for elimination of their damaging practices, and 3) encouraging
non-OECD countries to associate themselves with the work against
harmful tax practices.

The first report of the Forum, “Harmful Tax Competition” was
published in 1998. In addition to establishing certain criteria for
identifying harmful tax practices and advancing standards in rela-
tion to transparency, the report also examined the measures de-
signed to protect countries from negative effects of harmful tax
practices. In this last regard the concept of “defensive measures”
was provided, which means the coordination of measures of indi-
vidual countries to support each other’s efforts against harmful
practices of tax heavens, etc.

The OECD took measures for identification of tax heavens and
could find a considerable number of them. Then the authorities of
those countries were contacted and encouraged to cooperate with
the OECD in its endeavor for elimination of harmful practices. The
names of other tax heavens were published as such in the OECD’s
report. Among them we can find the name of Bahrain, but no men-
tion is made of the United Arab Emirates.

Ironically, the U.S. took a negative position in this regard, though
it was an important member of the OECD. The U.S. Treasury is-
sued a press release and announced its disagreement with the ef-
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in this regard. Secrecy and absence of transparency in the field of
financial and banking affairs is another advantage that lures people
to tax heavens. The author is personally disposed to think that the
latter negative aspect of classic tax heavens may not be true in re-
spect of the countries in question. But this is a deduction based on
mentality only and a real study is to be made to see how genuinely
the states like UAE and Bahrain observe the rules of financial
transparency in practice, especially with regard to healthiness of
capitals that are flowed inward from abroad.

At all events, the elements of tax heaven in its contemporary sense
do exist in case of the aforesaid states. They have gone far from
lowering the rates or granting ordinary tax abatements, and moved
towards abolition of taxation as a whole. No other name may be
given to such behavior except the harmful tax competition and set-
ting up of tax heaven.

Under such circumstances it is fair to take into account the destiny
of victim countries that would thus lose their financial sources and
tax bases. The main question in this regard is whether the policies
and behaviors of this kind are permissible under the present condi-
tions of international relations or not. More precisely speaking, are
any international norms developed in this connection so far, or at
least has the international community begun a course that would
lead to formation of such norms?

International reaction

In response to that question, the minimum thing we can say is that
the attention of international community has been drawn to impro-
priety of that behavior. The main reason that caused the word con-
cern was the widespread destructive effects of harmful tax compe-
tition. According to a report published by Oxfam, a London based
charity institution, the annual damage sustained by developing
countries as a result of activities of tax heavens has exceeded a fig-
ure of $§ 50 billion. Such a huge amount is, according to the same
report, six times bigger than the money needed for education of all
deprived children of the world, and three times as much as the
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their own tax burden mutually, so that to prevent their sources of
income from being drained to other countries and, if possible, to
attract similar sources from abroad. It does not mean, of course,
that developed nations are immune from the negative effects of tax
competition. Ironically their need for tax revenues is very high, as
it can be observed from the relevant statistics of European devel-
oped countries which show the highest percentage to their gross
domestic product.

United Arab Emirates and Bahrain

As it was mentioned earlier, we have studied the tax regime of four
countries of the Persian Gulf region, namely United Arab Emirates,
Bahrain, Qatar and Kuwait. At least two of them (UAE and Ba-
hrain) have nothing in defect to meet the tax heaven criteria, as far
as the today’s signification of the term is concerned. One may even
find their conditions not so far from those of classic tax heavens. A
notable difference between those mini states and classic tax hea-
vens is the fact that the latter ones used to do their best for masking
their real face, while those Persian Gulf states never mind about
concealment and broadcast their intention and publicly declare that
they are very proud of that.

As an example we may refer to a statement from Sheikh Moham-
mad Bin Rashed the present Amir of Dubai that was made by him
during his staying in Jordan in May 2004. In response to a question
about imposition of taxation in UAE, he said:

“As regards your question about taxation and restoration of it to
the United Arab Emirates, I Mohammad Bin Rashed would contest
the idea of imposition of taxation in the UAE, because the issue
would concern the freedom of trade. The livelihood and prosperity
of UAE are all founded on trade and economic activity. We don'’t
want to shake that foundation”

Whether or not other inducements of classic heavens (in addition to
taxation) do exist in Bahrain and UAE is a separate question. Some
of those extra attractions do certainly exist. One of them is lack of
foreign exchange regulations. No limitation or control is imposed
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heaven” with a series of fantasies and misty imaginations. Every-
body’s attention used to be drawn to remote islands in areas like
Caribbean and similar places, where rich people were busy with
increasing their wealth and indulged in their every whim, while be-
nefitting from patronage of mysterious financial organizations and
local powers. Those fancies are forgotten today and the tax heaven
has become a more concrete notion, the existence of which is felt
even in the heart of Europe and in highly developed countries such
as Switzerland and Luxemburg.

The classic tax heavens provided not only lower or no tax burden,
which was considered as their principal attraction, but there were
other advantages that used to lure the people to those centers, such
as the possibility of money laundering, concealment of financial,
personal and business secrets, provision of various legal and ad-
ministrative services, and the like. Among those services one can
refer to getting the visas, residence permit, citizenship, passports,
identity cards, and even preparation of aristocratic titles and vari-
ous entertainments for the customers.

The tax heavens gradually lost their previous illusionary characte-
ristic and concentrated more and more on their principal attraction,
namely provision of substantial tax advantages and abatements.
Thus, the concept of tax heaven coincided more with the real deno-
tation of this term. Tax heaven denotes an atmosphere in which
taxpayers would feel themselves in a paradise as far as taxation is
concerned. Such kind of comfort can be felt when the burden of
taxation is removed or considerably lessened.

Nowadays people talk simply about the “harmful tax competition”.
That 1s the conduct of a state who tries to attract foreign invest-
ments and businesses through granting of sizeable tax exemptions
and abatements. A practice of this kind would not only deprive the
victim countries from the so drained resources, but also under-
mines their ability to collect necessary revenues for financing their
budgets.

This kind of competition is much more painful for developing
countries, since they would also become compelled to minimize
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prove relevant regulations of the tax law, so that to base the
taxation of respective businesses and activities on more rea-
listic and prudent considerations. Different people and or-
gans may embark on such studies including those responsi-
ble for taxation and housing, organizations engaged in eco-
nomic research and also the academic institutions. Maliyat
journal will also take its share in this field as far as its pos-
sibilities would permit.

DR. ALIAKBAR ARABMAZAR

Tax Heavens of Persian Gulf
And Double Standard of the Western World

By: Dr. M. Tavakkol

The tax regime of few mini states of the Persian Gulf area has been
studied in this, as well as the previous, issues of Maliyat journal.
The study was principally undertaken in relation to the incomes de-
rived from investments made, and activities performed by foreign-
ers in those countries. But, apart from the applicability of Iranian
taxation to those incomes, the issue can be studied from another
perspective, that is to see whether the prevailing conditions in such
countries, or in some of them at least, is not similar to those exist-
ing in tax heavens of the present world? And if it is so, what reac-
tion the international fora and organizations have shown to the is-
sue so far? .

Not too far before, the man in the street associated the term “tax

C O f 7
4 No. 47, winter 200708 [N


http://taxjournal.ir/article-1-316-en.html

[ Downloaded from taxjournal.ir on 2025-11-18 ]

very effective. Sometimes they are so significant and un-
avoidable that treatment by taxation would seem quite weak
in comparison with them and no remarkable results would
produce at the end. The experience gained from the outcome
of tax abatements aiming at reduction of rentals and hous-
ing prices would suffice for arriving at that deduction and
result.

Reconsideration of the issue, of a kind mentioned above,
would require, before anything else, a thorough study of all
aspects and angels of housing problem. A study of this kind
may, and is expedient to, include a systematic research on
experiences of other countries, especially those with condi-
tions similar to Iran. We should see what have been the eco-
nomic and social policies adopted by those countries for re-
solving of housing problem and what has been the outcome
and consequences of those policies. The role of tax policy, in
particular, is to be studied with special attention. How far
they have gone in this way and what has been the position
and relative weight that has been given to this specific ele-
ment within the overall housing strategy of those countries?
Then if the position of taxation is found to be relatively sig-
nificant, the most important thing would be to see whether
effective and considerable results have been derived from
those policies or not.

The first inference that can be drawn from the actual situa-
tion is that the tax abatements and exemptions granted in
relation to housing and rentals have produced little or no
desired effects. Nevertheless, this very aspect of the issue is
better to be studied methodically and more carefully. In case
the studies would confirm the same first deductions, then
we will have to see what amounts of revenue have been lost
due to such type of unproductive tax abatements.

The result of studies may be used by policy makers to im-
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tain vigorous factors. The most important among those fac-
tors has been the rapid increase in the population and hectic
demand for housing in the capital city Tehran and other big
towns of the country. That element, in combination with
greed of sellers and feverishness of the market, were the
strong obstacles that prevented the purposes of tax policy to
be realized. The same is true in respect of tax abatements
and exemptions that were granted for checking the rentals
from soaring upwards. Due to the factors and elements re-
ferred to above, tax facilities did not succeed in realization
of expected outcome and rentals have risen to an unprece-
dented level that is known to everybody.

Now that a long interval has elapsed since those exemptions
and abatements were provided and the prevailing situation
is of the kind explained above, the question that would natu-
rally arise is that whether the time has not come to have a
new look over the issue and reassess all aspects of it more
carefully and diligently? The common sense would require
giving a positive answer to that question. It would also call
for bewaring of being casual and carefree in dealing with
such issues, so that to refrain from taking this or that theory
or opinion as granted without taking into account the special
circumstances of relevant cases.

We may not, for instance, believe that by mere elimination of
tax burden from a business or activity, certain desired con-
sequences would necessarily arise. That kind of mentality is
a sign of carelessness and escaping from the hardship of
thorough study of the issue. It would be expedient to ex-
amine cases and problems much more cautiously by going
through all aspects and features of not only the core of the
issue itself, but also of the factors that constitute its circum-
ferential conditions as well.

As regards the case of housing, those peripheral factors are
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IN THE NAME OF ALLAH
FROM THE PRESIDENT

Since a long time taxation has been playing different roles in
the field of economic and social affairs. This vital phenome-
non is not only a must for financing the state budget, but it
is used also as an effective tool for directing the economic
activities and realizing the social goals.

One of the numerous problems of economic and social life,
for solution of which the taxation has been resorted to, is
the issue of housing. For years the question of housing has
been a concern for administrators and they have looked for
various plans to manage this critical affair. The logic behind
such overall diligence is quite clear, since housing is a mul-
tidimensional issue with extensive socio-economic repercus-
sions that would affect vast strata of the society.

Taxation is one of the devices used by the government to
overcome that imperative problem. Examples of such usage
can be found in the current taxation law. For instance, we
may refer to Notes 10 and 11 of the Article 53, Articles 65
and 69 and also the last part of the Article 77 of the Direct
Taxes Act. The abatements envisaged under those regula-
tions were granted, first of all, for encouraging more build-
ing construction to achieve the goal of abundance of supply,
reduction of prices, and thus to alleviate the burden that
low-income classes endure. Other non-tax instruments, in-
cluding low-cost loans and financial facilities in particular,
have also been utilized for obtaining that result.

But overall outcome has not been revealed to be so encour-
aging, since all those abatements and facilities have lost
their strength and effectiveness when confronted with cer-
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