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TThe issue of income, assets flowing into offshore 
jurisdictions is thrust into the limelight every 
year in both developed and underdeveloped 
countries when relevant information is leaked 
out or scandals break out.

In 2013, the confiscation of bank deposits 
in cyprus drew attention to Russian assets 
rescued to an Eu member state (Kuznetsov, 
2013), while in the same year, an e-mail was 
leaked out about 2 million offshore transac-
tions on the British Virgin Islands. The selec-
tive disclosure of the documents known as 

“Panama Papers” was a similar case recently. 
The public discussion of the topic triggered 
political as well as regulatory responses. As far 
as we know, regulatory attempts following the 
offshore scandals did not eliminate the phe-
nomenon, cash flows were only restructured 
between the individual offshore destinations. 
The periodically arising public interest does 
not lead to the availability of up-to-date and 
comprehensive statistics, systemic research or 
consistent public policy means. Rather, on the 
contrary.

The concept of offshore countries means 
states of different size and situation. opinions 
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vary even on whether this phenomenon is ad-
verse or acceptable (capitalism coordinated 
through market), and there is no consensus 
on which countries are the actual losers and 
which ones benefit from this type of capital 
flight. These contradictions characterise the 
presentation of this topic in Hungary (as a 
drop in the ocean). While data on substan-
tial capital flight are disclosed one after the 
other (albeit without the presentation of well-
founded calculations), no real efforts are vis-
ible to summarise precise statistics and no 
substantial combative measures can be seen at 
the level of government and public adminis-
tration in terms of official statistics, and no in-
terest is shown in this topic by the academia.

WHAT Is oFFsHorE?

The congress of Vienna that closed the 
Napoleonic wars acknowledged the neutrality 
of switzerland in 1815. Thus, the first offs-
hore jurisdiction was born and it became the 
destination of capital flight within Europe. 
switzerland developed bank secrecy as known 
today in 1934 and it has served as a model for 
a long time (HELVEA, 2009). Monaco has 
not taxed incomes since 1868. The Britons 
and canadians first established investment 
institutions at the Bahamas in 1936. The 
original meaning of the English word “offs-
hore” is: away from the shores, open-water, 
outside the country. The term “offshore” 
came into use in the financial sense relatively 
late, in the 80’s. The literature discussing 
this phenomenon is characterised by the 
lack of a standard definition (cobham et al., 
2015; Murphy, 2009). As to which state or 
jurisdiction is called “offshore” is not an issue 
of quality but of ranking – some state that 
even the united Kingdom can fall into this 
category since its financial sector is oversized 
(Mcclendon, 2010).

1 The term “offshore financial center” 
(ofc)1 replaced “tax haven” in the eight-

ies. ofc means a state/national economy which
•	has an oversized financial sector compared 

to its population (Mcclendon, 2010; 
Zoromé, 2007; sinha-srivastava, no year), 
or whose financial sector is governed by 
non-residents (Davis, 2008),

•	is specialised on attracting the investment 
assets of foreigners (cobham et al., 2015),

and to this end,
•	has special bank and business secret regu-

lations,
•	or can consciously apply rules on immig-

ration, citizenship, settlement through which 
it will attract investments (Van fossen, 2015).

The first condition is well presented by an 
extreme case: the size of portfolio investments 
in the cayman Islands is 424 times larger than 
the country’s total annual GDP (foad, 2012). 
According to the infamous example, nearly 
12,000 companies are registered at a single ad-
dress in the cayman Islands (Pogátsa, 2016). 
However, the other elements of the definition 
include criteria requiring relative and addi-
tional deliberation: “disproportionately large”, 
“special regulation”, “conscious application”.

2 The older term “tax haven” does not nec-
essarily tally with ofc. Generally, in tax 

havens
•	there are no taxes or they are very low,
•	there is no substantial exchange of infor-

mation with other states,
•	the registered company performs reals econo-

mic activities elsewhere. (oEcD, 1998)
In summary, while all ofcs are tax havens, 

not all tax havens are ofcs.

3  secrecy jurisdiction means the legal sys-
tem of states which creates rules for non-

resident subjects in law which will protect for-
eign subjects in law from being identified by 
the bodies of other states.
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4 The financial secrecy Index (fsI) devel-
oped by theTax Justice Network represents 

a new attempt to create a definition. The fsI 
does not define “either/or” criteria but ranks 
the individual countries with the help of a se-
crecy score from 0 to 100 (where 0 = total 
transparency, 100 = no transparency) by re-
viewing 15 criteria and then weights this 
(GsW = Global scale Weight – global share in 
the provision of financial services). The corre-
lation is presented in Equation 1.

                                ——(1) FSIi=Secrecy Score3
i√GSWi

5 The Basel Anti-Money Laundering Index 
(AML or BAMLI) measures the extent of 

anonymity ensured by the individual offshore 
entities and the risk of money laundering and 
terrorist financing of countries based on 14 
indicators which examine the given state’s reg-
ulatory environment.

6 NccT (Non cooperative countries and 
Territories) The financial Action Task 

force (fATf), an inter-governmental organi-
sation created in 1989, defines the so-called 
“high-risk, non-cooperative” jurisdictions in a 
document disclosed three times a year, where 
such jurisdictions are deemed to take insuffi-
cient measures against money laundering/ter-
rorist financing.2 By now, the fATf list only 
includes nine, mainly politically isolated 
countries.

7 “Eu list”: The European commission 
announced its action plan for fair and ef-

ficient corporate taxation on 17 June 2015. 
Within this framework, it disclosed a list com-
posed of 30 countries which are included in 
the “blacklist” of at least ten states as non-co-
operative jurisdictions. Naturally, the list of 
the commission does not contain Eu mem-
ber states (Great Britain, Luxembourg), but 
Monaco and Andorra are added to it besides 

several countries from the caribbean region. 
As the continuation of the member states’ 
“least common multiple”, the commission 
plans to initiate the preparation of a list devel-
oped based on independently defined criteria.

8
In 2000, the oEcD identified 47 harm-

ful preferential tax regimes among the mem-
bers of the oEcD. since then, 19 of them 
have been deleted, 14 have been changed and 
13 have been later identified as non-harmful.

Table 1 provides an overview of the major 
criteria used by the oEcD, the aspects men-
tioned in the working paper of IMf (2000) 
and the definition recommended by Zoromé 
(2012). of course, these definitions include el-
ements that are subject to deliberation such as 
a financial sector of a “disproportionate” size.

BlAck lIsTs

Proscriptions by the individual international 
organisations provide another pragmatic 
definition of offshore jurisdictions. The most 
well-known ofcs are the Bermudas, the Bri-
tish Virgin Islands, the cayman Islands, Jer-
sey, Luxembourg, the Bahamas, Mauritius, 
Gibraltar.

The oEcD launched its campaign against 
harmful tax competition in 1998, which deter-
mined the criteria of tax havens. In 2000, the 
oEcD identified 47 jurisdictions that can be 
considered as offshore, while the IMf prepared 
a list including 26 countries (IMf, 2014). 
However, the rating is rigid, it reviews the taxa-
tion environment (oEcD, 2000) or the cross-
border nature of the financial services (IMf). 
In the past years, the scope of non-cooperative 
states included in the list grew significantly nar-
rower. Between 2000 and 2002, the oEcD ac-
cepted the formal commitment of 31 countries 
and removed them from the list. The next list 
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(foad, 2012) aggregates the 2009-2011 off-
shore list of the two organisations.

countries included in both the oEcD’s 
and the IMf’s lists: Andorra, Anguilla, Aruba, 
the Bahamas, Bahrain, Barbados, Belgium, 
Belize, the British Virgin Islands, Brunei, cay-
man Islands, cook Islands, costa Rica, cura-
cao, cyprus, Djibouti, Dominica, french Pol-
ynesia, Gibraltar, Grenada, Guernsey, Hong 
Kong, Ireland, Isle of Man, Jersey, Liberia, Li-
chtenstein, Luxemburg, Macao, Malta, Mar-
shall Islands, Mauritius, Monaco, Montserrat, 
Nauru, Dutch Antilles, New Zealand, Niue, 
Panama, Philippines, Pitcairn Islands, samoa, 
san Marino, seychelles Islands, singapore, 
sint Maarten, st. Kitts and Nevis, st. Lucia, 
st, Vincent, switzerland, Turkey and caicos, 
uruguay, Vanuatu.

countries included only in the IMf’s list: 
Austria, Belgium, the Bermudas, Guatemala, 
Hungary, Kiribati, Latvia, the Maldives, us 
Virgin Islands.

The Tax Justice Network disclosed its fsI 
list in both 2013 and 2015. The survey in-

dexed 82 and 92 jurisdictions with its score 
system ranging from 0 to 100. The fsI Index 
confirms the countries traditionally recog-
nised as offshore along with the fact that there 
are offshore jurisdictions in the developed 
world, the centre states. The first countries on 
the blacklist are British crown Dependencies, 
but the us is the sixth, while Germany is the 
eighth least transparent country.

Table 2 ranks the 10 most dominant coun-
tries with the 2013 and 2015 fsI, secrecy 
score and BAMLI indices (least transparent, 
providing offshore services with the largest 
weight). It is obvious that the fsI Index, sup-
plemented with the global weight of finan-
cial services, indicates a completely different 
group of countries as being the most affected 
than the Basel Index which only focuses on 
regulatory solutions. The BAMLI list includes 
countries where the weight of financial servic-
es is not typical at all, the necessary infrastruc-
ture is not even in place.

As mentioned above, by now the fATf list 
contains only nine countries that are anyway 

Table 1

The major criTeria used by The oecd, The aspecTs menTioned in The working 
paper of The imf, and The definiTion recommended by Zoromé (2012)

oecd imf Zoromé

No tax liability or only of a nominal 

value. 

An especially high number of financial 

institutions providing services for foreigners. 

An oFc is a country or jurisdiction 

that provides financial services for 

non-residents to an extent that is 

disproportionate compared to the size 

and financing need of its national 

economy.

lack of efficient exchange of 

information 

Foreign assets and liabilities are 

disproportionately large compared to the 

financial intermediary system of the national 

economy. 

lack of transparency Existence of one or all of the following 

conditions: 

•	 low or zero taxes, 

•	moderate or light financial regulation, 

•	bank secret, 

•	anonymity.

lack of actual activity

Source: oEcD, IMF, Zoromé
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politically isolated, including North Korea 
and Iran.

since 1977, several studies and interna-
tional organisations have tried to clearly iden-
tify offshore/tax haven type states and to pre-
pare a “blacklist” of them. The usability and 
exhaustive nature of the lists are questioned 
by the fact that these criteria have never been 
uniform, blacklists differ despite certain over-
laps. It is also clear that countries squeezed to 
the periphery in international cooperation or 
not in alliance with the West more frequently 
show up on these blacklists, while with the 
formal introduction of certain international 
standards some countries can easily be re-
moved from the list.

As part of the briskened campaigns against 
offshore, blacklists did not result in anything 
apart from offshore scandals that time and 
again pilloried certain countries or tax evasion 
methods; i.e., instead of eliminating the phe-

nomenon of offshore economy, they only rear-
ranged capital flight among the individual off-
shore areas. It could only prove efficient in the 
competition of the individual offshore areas.

In the domestic use of blacklists it repre-
sents a risk that in the application of the Anti-
Money Laundering Act, the National Tax and 
customs Administration keeps records of the 
countries deemed to be non-cooperative based 
on the extremely narrow fATf list. The bill of 
LMP would have only incorporated the Euro-
pean list that operates based on the principle 
of the “least common multiple” into the legal 
system. for more details, see the part on “cer-
tain rules related to offshore”.

THE sIZE oF THE oFFsHorE EcoNoMy

The problem of the quantifiable size of an offs-
hore economy is derived from the uncertainty 

Table 2

The 10 leasT TransparenT counTries providing offshore services  
wiTh The largesT weighT

rankings secrecy score fsi fsi bamli bamli

2013 2013 2015 2013 2015

1 samoa switzerland switzerland somalia Iran

2 Vanuatu luxembourg Hong kong Afghanistan Afghanistan

3 seychelles Islands Hong kong UsA Iran Tajikistan

4 st. lucia cayman Islands singapore cambodia Bissau-Guinea

5 Brunei Darussalam singapore cayman Islands Tajikistan Mali

6 liberia United states of 

America

luxembourg Iraq cambodia

7 Marshall Islands lebanon lebanon Bissau-Guinea Mozambique

8 Barbados Germany Germany Haiti Uganda

9 Belize Jersey Bahrain Eritrea swaziland

10 san Marino Japan United Arab Emirates 

(Dubai)

Myanmar Myanmar

Source: Based on cobham et al. (2015), and TJN and BAMlI 2015 data
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of the definition of offshore, while it is a source 
of additional uncertainty itself. The essence of 
offshore is the application of the asset-hiding 
practice, and its important element is secrecy, 
therefore, it is difficult to estimate its extent. 
The data referring to the extent of offshore 
are primarily the imbalances in the balance 
of global international trade starting from the 
eighties3 as well as the abnormal cash usage of 
the areas that are close to the individual offs-
hore states (Henry, 2012c).

one fifth of the us’s missed annual tax reve-
nues, nearly usD 100 billion, can be exempted 
from taxation through offshore schemes. The 
European commission estimates that the tax 
evasion and non-payment of taxes affecting the 
Eu as a whole is around EuR 1 thousand bil-
lion (sikka – Willmott, 2013).

According to Henry’s estimate made based 
on a cumulative offshore asset model, by 
2010, assets totalling usD 21 thousand bil-
lion were held in offshores, while in the case 
of the 139 reviewed country of origin, it rep-
resents a capital flight of usD 7.3–8.3 thou-
sand billion (Henry, 2012a).

According to Foad, portfolio investments of 
a value of usD 6.1 billion were made in 2008 
in the ofcs identified by the oEcD. This 
amount equals the total investments made in 
Germany, Japan, france and Italy together 
(foad, 2012).

According to Zucman, nearly 8 percent of 
the world’s financial savings i.e. usD 7 and a 
half thousand billion is held currently at off-
shore financial centres (Zucman, 2013; 2015).

According to the data of Helvea, in 2008, 
the amount held by foreigners on swiss ac-
counts may total cHf 2.2 thousand billion, 
while 80 percent of the nearly cHf 1 thou-
sand billion derived from the Eu and man-
aged on swiss accounts can be unreported 
income. According to Gaggero’s estimate, 85 
percent of the assets held by Argentinian citi-
zens abroad may be untaxed. (Meinzer, 2012)

Pogátsa discloses that 43 percent of the 
working capital flowing into India was from 
Mauritius in 2007, while the largest source 
countries of working capital flowing into chi-
na were Hong Kong and the British Virgin 
Islands (Pogátsa, 2016).

THE oFFsHorE coNTExT

According to the arguments condemning 
offshore practices, offshore distorts financial 
processes, undermines the integrity of tax 
regimes, corrupts tax morale, transforms the 
ratios of the sharing of public dues towards 
non-mobile sources (work, consumption, 
property). (oEcD, 1998, p. 16) When app-
lying transfer pricing, since the GDP is the 
sum of the values added by the individual 
companies, the officially measured gross 
national product may also deviate from the real 
value. According to Pogátsa, if the aggregate 
added value (GDP) in reality is higher than the 
one shown by the official statistics after transfer 
pricing, productivity and salaries should also 
be higher. (Pogátsa, 2016) According to those 
arguing for the acceptability of offshores, 
offshores increase public good because they 
optimise investments and capital allocation 
and facilitate international capital flows. 
offshore is a legitimate player in the world’s 
financial regime since the fsc system and 
foreign aid policy of the us4 supports the 
presence of offshore in the uK’s caribbean 
sphere of influence. The proximity of offsho-
re areas increases banking competition and 
competitiveness (Rose, 2006) and it may make 
a positive impact on interest rates. There is an 
explanation that uses the competitive edge of 
offshore as an argument for further decreasing 
tax levels (Kudrle, 2013). others say that after 
the regulatory initiatives in the decade after 
2000 there will be less opportunities to launder 
money through offshores (Mcclendon, 2010).
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It is worth reviewing the arguments related 
to the judgement of offshore in order to de-
termine the conditions which enable offshore-
type capital flights and to see whether we can 
identify systemic effects that go beyond the 
individual (illegal) capital flight methods.

The driving force behind offshore capital 
flight is generally explained/verified along the 
lines of a microeconomic rationale: such rea-
sons may include capital flight in general, fear 
of expropriation by the state, evasion of the 
rules of lawful inheritance, evasion of the rules 
for share issuance, erosion of lender coverage, 
tax base erosion, manipulation of financial re-
sults, exemption from liability for damages, 
taking advantage of registries (shipping/avia-
tion companies). (Mcclendon, 2012; foad, 
2012)

However, in the context of global political 
economy it is clear that the strengthening of 
offshore capital flight of developing (periph-
ery/semi-periphery) states happens at the 
same time as the upswing of their debt trajec-
tory (Henry, 2012a), the expansion of neolib-
eral public policies in centre states and finan-
cialisation that goes hand in hand with this.

The oil price boom of the seventies result-
ed in the growth of the dollar savings of the 
oPEc countries, and the appearance of oil 
dollars facilitated the expansion of European 
and global financial markets. simultaneously, 
high oil prices resulted in the fall of global 
demand which had adverse effects on the 
possibilities of the Western exports of semi-
periphery/periphery economies (including 
Eastern Europe). Decreasing exports, imports 
becoming expensive because of the oil price 
and cheap funds due to the oil dollars con-
tributed to the indebtedness of these econo-
mies to a great extent. from the seventies and 
eighties, therefore, periphery states in south 
America and Eastern Europe pursuing a con-
vergence policy become indebted. After the 
Volcker shock (Varoufakis, 2011), the Ameri-

can monetary adjustment, which followed the 
oil crisis, their debts increased with hardly 
manageable interest rates.

Perverse flow of  capital?

one of the characteristics of a (semi)periphery 
situation is the scarcity of capital. In the 
meantime, in the individual world economy 
cycles, capital is flowing from countries with 
high capital concentration to the peripheries 
because of falling profit rates, relatively high 
labour costs and public dues in various forms 
(like loans and fDI), in search of more 
profitable recovery. consequently, economic 
growth and investments may appear as well as 
financial bubbles. Regardless of the dependency 
theories, these periods are often identified as 
convergence: less developed economic areas are 
believed to have converged to the developed 
centre.5

These phases may be characterised by the 
fact that in the meantime the world economy 
is re-specialised, and the forms of production 
appearing on the peripheries will not dominate 
the economy of the centre any more. However, 
the period of capital inflow is generally not 
lasting forever, after a while, repatriated profits 
and interest rates exceeds the extent of capital 
inflows. If we accept that parallel to the inflow 
of loans and working capital, capital owners 
save some of this in offshore jurisdictions on 
the semi-periphery, then a new form of capital 
flight can be identified on the periphery besides 
back-flowing profits and interest rates. so from 
the perspective of global political economy, 
within the framework of offshore capital flight, 
capital is flowing from capital-scarce and 
indebted national economies to rich financial 
institutions/economic regions which are in a 
lending position (Henry, 2012b). All this is an 
important supplementation of the traditional 
hypothesis of economics which states that 
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countries with high capital concentration ex-
port capital to the poor, and over time this 
may lead to the moderation of inequalities. 
We can call any reverse process as a “perverse 
flow of capital” (Prasad et al., 2007). It will 
not result in the moderation of inequalities 
but rather in the accumulation, regeneration6 

of advantages and under-development. While 
from the nineties, Eastern European countries 
have dismantled their welfare systems and 
privatised their production capacities under the 
weight of indebtedness, a significant portion 
of former state properties and income was 
concentrated in the hands of private individuals. 
The new owners hid these incomes, partly in the 
offshores tied to the centre states, taking them 
away from the tax administration of the given 
national economy. Palan modulated the image 
of the losers and winners of this phenomenon. 
He emphasises that as opposed to the traditional 
expectations of dependency theories, the 
capital flowing out of undeveloped countries 
will not create a more advantageous situation 
for the developed world, either, since offshore 
investment instruments are outside its range. 
offshore has an adverse effect on developed 
countries also due to the narrowing of tax bases 
and increasing inequalities. All this, among 
others, also contributes to the break-up of the 
European democratic consensus since high-
income groups do not have to make allowances 
for their own governments, and an easy access to 
ofc has an adverse effect on the development 
of the local financial market (Palan, 2012).

According to Henry, from the seventies, 
parallel to capital flowing in in the form of 
loans to the peripheries, a huge capital flight 
was observed from these countries towards 
the offshore centres that are dependent on de-
veloped countries. Having studied 139 semi-
developed, (semi-)periphery “indebted” coun-
tries, the study established that from these 
flows, nearly usD 7.3–9.3 thousand billion 
was accumulated in the offshore financial 

centres by 2010. The same 139 countries ac-
cumulated foreign debts of nearly usD 4.08 
thousand billion (Henry, 2012b). Therefore, 
if the estimate is correct, these countries are 
not in a net debtor position, they might even 
have a surplus. Zucman partially contradicts 
this, stating that having performed the calcu-
lations for the euro area, the net debtor euro 
area (taking into account the assets that flew 
to offshore from there) is probably a net lend-
er (Zucman, 2015).

According to the calculation that primarily 
relies on the practice of transfer pricing, capi-
tal flowing out of developing countries against 
the rules totalled usD 7.8 thousand billion 
at real value in the period between 2004 and 
2013, which represented an annual growth of 
6.5 percent. It only fell back somewhat in the 
years following the financial crisis (Kar-span-
jers, 2015). In correlation with international 
aids, it has been shown that the poorest coun-
tries receive aid from the G20 countries in an 
amount of usD 120 billion, while they may 
suffer a loss of nearly usD 1 thousand bil-
lion due to the unlawful capital flight (sikka 
– Wilmott, 2013).

In summary of the overview of Meinzer and 
Palan, in relation to the global south (countries 
with low or medium income) and the global 
North (countries with high income), offshore 
regenerates the inequalities shown in Figure 1.

Financialisation

As we have seen, the indebtedness of the 
(semi)peripheries and the following fDI 
dependency trajectory may be connected to 
the widening of the offshore phenomenon. 
However, opinions on the connection of 
financialisation and the build-up of the offs-
hore world vary. It is a general opinion that 
according to the interests of the financial 
intermediary system, the easing of the rules on 
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the system of financial institutions aimed at 
the conscious swelling of the sector, which in 
turn lead to the strengthening of the offsho-
re institutions. However, according to others, 
the widening of tax bases, the increase of tax 
burdens, the tightening of the rules for financial 
services and the convertibility of most of the 
national currencies aimed at mitigating the 
increasing deficits already as from the sixties 
in developed countries collectively contribute 
to the widening of the offshore phenomenon, 
and not the looser financial requirements 
accompanying financialisation.

Sovereignty

The political economical correlation appears 
in the dimension of intergovernmental 
relationships where ofc is arranging the 

“sove reignty business” and in exchange for 
the incoming investment instruments, it 
provides the state guarantee of secrecy and 
anonymity. often, this is embodied in the 
conflict where small states providing services 
in the “sovereignty business” are presented as 
the ones causing the offshore phenomenon 
and which have to forced to cooperate by 
the large states with stricter rules. The G20, 
fATf, oEcD regulatory initiatives essentially 
follow this perception, while they fit into the 
trend seen prior to 2008 which addressed 
problems with international standardisation 
and legal unification. This endeavour refers to 
investments flowing into ofcs not according 
to their political economic importance, 
but for the sake of sanctioning, it applies 
phrases (money laundering) which shifts the 
phenomenon towards the zone of criminality. 
from the perspective of ofcs and small 

Figure 1

offshore in relaTion To The global souTh (counTries wiTh low or medium income) 
and The global norTh (counTries wiTh high income)

Source: Meinzer (2012), Palan (2013)

norTh
financial bubbles, attracting 

southern funds, unrealistic purchasing 
power of national currencies, increasing inequality

souTh
scarce domestic capital/aid/fdi dependency, capital flight, 

external indebtedness, volatile national currencies, 
narrow tax base, high tax wedge, missing market 

mechanisms, informal economy
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states entering tax competition this appears as 
if countries with greater influence threatened 
their sovereignty  (Van fossen, 2015, p. 158).

Additionally, only a small portion of the in-
frastructure ensured by ofcs can be tied to 
the given offshore state’s sovereignty rights. A 
significant portion of infrastructure represents 
private banking services providers, legal of-
fices, bookkeepers, tax consulting institutions 
working in the services sector of the “offshore 
industry” (sikka – Wilmott, 2013). The own-
ership background of these entities is often 
tied to the countries of origin of the offshore 
assets. so examining only intergovernmental 
relations, the fact that the beneficiaries of the 
existence of ofcs are not the individual states 
but the small or large countries themselves, 
hardly receives attention. It is much more a 
layer of transnational owners that, in the con-
text of offshore, uses the infrastructure offered 
by both large and small states to optimise its 
income and, as we presented above, the losers 
of the offshore capital flight are the less devel-
oped economic regions from where the capital 
is fleeing.

ofcs themselves are not necessarily the 
winners in this mechanism. The ofc be-
comes greatly dependent on a single sector i.e. 
the financial sector. According to many, it has 
effects similar to the resource curse (Dutch 
disease) of national economies built on the ex-
port of one type of raw material (raw material 
exporting African countries, oil exporters of 
the Gulf region, Russia). The whole economy 
and population of the given ofc does not 
profit from the success of the financial sector 
because the one-sector economy pushes out 
the rest of the industries, weakens the entre-
preneurial sphere, leads to higher inequali-
ties, volatile economic performance, despotic 
political systems and access to corrupted and 
criminalising public services.

The functions that the offshore financial 
centres fulfil in the world economy were not 

necessarily the results of conscious planning, 
up until the recent past. capital flight utilised 
historical and legal precedents such as the 
neutrality of switzerland or the network that 
continues to exist as a remnant of the British 
Empire (Palan, 2013, 2015). However, it is 
clear that a significant portion of global high-
wealth is interested in the further operation of 
the practice of offshore asset hiding.

HUNGAry AND oFFsHorE

Based on the data of Henry (2012b), the loss 
incurred by Hungary was quantified at usD 
242 billion. The following list shows this in 
comparison with other countries. (See Table 3)

In proportion to population numbers, the 
total outflow of usD 242 billion means that 
Hungary may be the 3rd biggest loser of off-
shore capital movements. Based on this calcu-
lation, rescued assets of usD 24 thousand may 
be allocated to each Hungarian citizen (ap-
prox. Huf 7 million). for details see Table 4.

It makes the country one of the biggest 
losers in terms of offshore, to an extent that 
is much bigger than our weight in terms of 
population and world economy. It was not 
by accident that the relevant data reached the 
majority of the Hungarian public.

Figure 2 shows the global breakdown of 
assets rescued to offshores, in respect of the 
countries affected the most.

According to the estimate examining the 
extent of average, unlawful capital flight net 
of cyclic effects over a four-year period (Kar 
– cartwright-smith, 2008), Hungary is the 
tenth biggest loser of such capital outflow 
(usD 13.5 billion) which equals the with-
drawal of equity afflicting Poland, whose 
population is the quadruple of that of Hun-
gary, and hardly less than half of the equity 
withdrawal smiting Russia. Data are shown in 
Figure 3.
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Table 3

exTenT of capiTal ouTflow from hungary (esTimaTe)

The most important offshore centres greatest losers in europe usd billion

switzerland russian Federation 798

luxembourg Hungary 242

Territories under British rule (Virgin Islands, Guernsey, Jersey, cayman 

Islands, Bermudas, Granada etc.)

Ukraine 167

Netherlands Poland 165

Ireland

cyprus

Hong kong

singapore

Source: Pogátsa (2016), Guardian, Tax Justice Network (2007)

Table 4 

losers of offshore capiTal movemenTs

rankings country offshore assets per person 

 (usd)

1. kuwait 190,989.60

2. singapore 37,077.67

3. Hungary 24,243.64

4. south korea 15,822.72

5. Venezuela 14,558.23

6. saudi Arabia 10,937.11

7. Malaysia 10,308.90

8. Argentine 10,039.00

9. kazakhstan 8,996.09

10. cote d’Ivoire 7,674.30

11. russian Federation 5,619.36

12. Poland 4,328.89

13. Mexico 3,792.46

14. Ukraine 3,607.92

15. Brazil 2,726.34

Source: Privátbankár, http://privatbankar.hu/ado/dobogos-helyen-magyarorszag-az-egy-fore-juto-offshore-penzek-listajan-249199
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However, it is problematic that the precise 
calculations behind the data relevant for Hun-
gary, the methodologies, the original sources 
and several relevant studies of Henry and the 
Tax Justice Network have been studied, dis-
cussed or compared to data from other sources 
by neither journalists, nor academics. We do 
not know which data and data sources Henry’s 
study was using when defining the figure for 
Hungary.

Disputing the methodology of the survey, 
some state that such an amount could only 
leave the country if the post-soviet financial 
assets flowing through Hungary in the nine-
ties also formed part of the statistics (D. Ko-
vács, 2012). At the same time, it is also im-
portant to see that several studies that were 

prepared independently and in different views 
also present Hungary among the top losers.

Apart from the lack of precise calculations 
and based on the aforementioned estimates 
only, in the absolute term and in proportion 
to its population and GDP, Hungary may be 
one of the biggest losers of offshore capital 
flight. If the estimates of Henry are correct, 
the amount that flowed out of Hungary from 
the eighties may make up two and a half times 
the amount of Hungarian public debt.

since Hungary participates in the central 
European tax competition, thus theoretically, 
of course, Hungary may be affected not only 
as a loser, since certain tax types and low tax 
rates, the level of corporate income tax and 
local business tax may have played a role in 

Figure 2

global ouTflow of asseTs  
(in 2010, usd billion)

Source: Tax Justice Network

Top 20 countries in total: USD 7,559 bn

Cote d’Ivoire, 141

China, 1189

Russian Federation, 798

Mexico, 417

Malaysia, 283

Turkey, 158

Kazakhstan, 138

Iran, 147

Nigeria, 306

Ukraine, 167

Singapore, 169

Hungary, 242

Poland, 165

Saudi Arabia, 308

Indonesia, 331

Argentine, 399

Venezuela, 406
Kuwait, 496

Brazil, 520

Korea, 779
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the establishment of certain corporate man-
agement centres in our country. According 
to Cekia, a czech economic consultant and 
Hospodárské Noviny, a slovakian newspa-
per, slovakian and czech companies estab-
lished branches in Pest county from 2012 
because they found Hungarian corporate, 
dividend and royalty taxes to be low. At cer-
tain Hungarian settlements such as csomád 
and Újlengyel, no local business tax had to be 
paid, transnational companies with high sales 
revenues could operate their subsidiaries at 
these places (Bódis, 2012; Deák, 2012). Ac-
cording to some, the technique of “carousel” 
type VAT fraud may be behind the establish-
ment of companies in Hungary.

The issue of how Hungary can be affected 

by the offshore world’s cash flows through the 
investments coming into Hungary is illus-
trated by a phenomenon that arose as a sta-
tistical problem. since 2006, when preparing 
the balance of payments, the National Bank of 
Hungary has prepared the indices of foreign 
debts and the debt ratios with two approach-
es. There are several companies operating in 
Hungary with foreign ownership and a regis-
tered office in Hungary about which it can be 
assumed that they do not use their financial 
assets for the financing of their tangible ac-
tivities in the real economy, but rather, they 
finance other parts of the corporation and ful-
fil a financial intermediary function between 
those parts. Again, there is no international 
consensus on the characteristics of these spe-

Figure 3

The 10 counTries wiTh The highesT average normalised illegal cash flows,  
2002–2006

Source: kar – cartwright-smith, 2008
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cial Purpose Vehicles (sPV), the MNB itself 
took the recommendations of the oEcD as a 
basis in order to identify these companies. The 
MNB had 768 such companies on its records 
in 2006 (VG, 2006), while their number fell 
below 500 by 2011. In light of the sPVs, the 
invested working capital would be the third 
highest value in Hungary in proportion to the 
GDP, after Luxembourg and Hong Kong, al-
though we have to add that the data calculated 
without the sPVs is also the 10th highest (Ko-
roknai et. al., 2011). All this also raises the 
issue of the reliability of the data calculated 
without the sPVs. The domestic operation 
of these companies is similar to the functions 
seen at offshores. for example, they may have 
appeared here because of the provision, which 
has been cancelled since, which allowed them 
to decrease their corporate tax base by half of 
their net interest revenues. At the same time, 
while examining the whole of the global in-
vestment cycle, it is possible that they use the 
tax advantage achieved in Hungary and the 
amounts that flew through the system for fi-
nancing actual investment activities in other 
countries. The amounts flowing through the 
domestic sPVs may have an auxiliary impact, 
just like other forms of capital flow to offshore 
targets, where they maintain the financial and 
legal infrastructure which is indispensable for 
their existence. However, we do not have a 
comprehensive view of the local consultancy 
and legal activities specialised in this area or 
the income that lands here. Thus, the indirect 
negative effect of sPVs is that debts appear in 
the gross statistical data in a distorted man-
ner and this may have an adverse effect on our 
rating at the credit rating agencies that take 
it as a basis. As the MNB writes: “The actual 
target of their investments is not local direct in-
vestment: the net investment that appears in the 
various financial instruments is nearly zero on 
the long run. At the same time, large amounts 
are moved through them, thus the accounting for 

their transactions increases particularly the gross 
data of the financial account, distorting the sta-
tistics that describe the financial processes of the 
national economy “ (MNB, 2014).

INDIVIDUAl METHoDs  
IN oFFsHorE cAPITAl FlIGHT

offshore areas play a great role in the hiding 
of the income derived from illegal activities 
(money laundering). At the same time, 
reducing the impact of offshore to money 
laundering would be an over-simplification. 
Below we review the more well-known 
withdrawal of equity and income hiding 
techniques and the National Tax and customs 
Administration’s relevant knowledge of this 
topic.

Transfer pricing is a tax base erosion prac-
tice of high significance. The survey of Ernst 
and Young performed among affiliated com-
panies in 2008 found that according to 70–
80 percent of company managers, transfer 
pricing is “very important issue of vital im-
portance” (silbertzein, 2010). Transfer pric-
ing is a conscious tax policy on behalf of a 
group which has subsidiaries/sites in several 
countries, and which may itself determine 
the commercial prices to be applied between 
them. Through intentional wrong pricing, 
profit is rearranged to countries where taxes 
are lower. This practice lowers the tax base 
in the country of origin and the official gross 
domestic product may deviate from the real 
value (Pogátsa, 2016). The “double Irish” 
arrangement also reduces the corporate tax 
base. With this technique the Irish subsidiary 
of a multinational (e.g. us) company has the 
royalty related to the manufactured products. 
But the office where the company registered 
in Ireland is governed is actually located in the 
territory of an offshore jurisdiction. Accord-
ing to the us tax rules, the company counts 
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as an Irish corporation, but from the perspec-
tive of the Irish rules, it qualifies as one with 
a registered office in an offshore jurisdiction 
(e.g. cayman Islands). In view of the Irish 
regulations, the company has a minimal tax 
liability in the us. Thus, the sales revenues 
of the taxpaying company are derived from 
a third market, regardless of the fact that it 
has an American origin, while according to 
the Irish tax rules, it has to pay taxes after the 
minimum tax base valid at the offshore juris-
diction. The essence of the “Dutch sandwich” 
solution is that a person hiding its assets actu-
ally borrows his own funds from himself. The 
person participating in the transaction either 
establishes a bank in any of the tax havens 
and finances himself, or applies for a loan at 
a commercial bank while placing an amount 
kept on an offshore company’s bank account 
as a security deposit.

The 2015 report of the NTcA’s financial 
Intelligence unit (NAV, 2015) recorded two 
dominant forms of money laundering: The 
first form is the application of a transit pay-
ment account. Here, transfers typically arrive 
from payment accounts managed by credit 
institutions with a registered office abroad, 
then the amounts are further transferred to 
credit institutions with a registered office in 
a country other than the dispatching country, 
possibly in offshore centres. Transfers usu-
ally take place in the same amount, within a 
short while. Transfers between own accounts 
are generally performed between the payment 
accounts of offshore institutions. often, the 
offshore company’s payment account is used 
as a dormant account. The credited amount is 
available on a payment account for years, then 
its transfer or withdrawal is initiated in the 
same amount. The NTcA assumes that the 
basic crime of money laundering is committed 
in these cases abroad, while the payment ac-
count managed in Hungary may serve to hide, 
cover up the origin of the liquid assets derived 

from the crime. In the other case of commit-
ting the crime, the payment accounts of the 
offshore companies that can be linked to the 
activity of the domestic taxpayer are opened 
for the offshore company at credit institutions 
with a registered office abroad. According to 
the report of the National Tax and customs 
Administration, the typical banking transac-
tions between an offshore company and the 
economic associations with a registered office 
in Hungary and their business partners are 
lending, provision of owner’s loans, payment 
of share capital, fixing deposits, transfer of 
dividends or dividend advances, purchase or 
sales of business shares, purchase of receiva-
bles, realisation or re-investment of earned in-
terest (interest revenues).

oTHEr rUlEs rElATED To oFFsHorE

The phenomenon of offshore economy was 
supposed to be confined by the individual 
national rights and several international 
agreements. These regulatory initiatives are 
so numerous that their exhaustive review and 
evaluation would require an independent 
study. Below we describe Eu and domestic 
regulations directly related to the topic along 
with the domestic institutions and initiatives. 
We cannot evaluate the efficiency or specific 
deficiencies of the regulatory initiatives as part 
of this study, but we need to premise that all of 
these regulators altogether failed to eliminate 
offshore capital flight.

The purpose of council Directive 2003/48/
Ec is to enable the taxation of capital income 
generated in the form of interest in one of the 
member states but payable for a private per-
son who is resident in another member state 
and is entitled to the payment of interest, ac-
cording to the legal regulation of the country 
where the person is resident. The enforcement 
of the directive is ensured in Hungarian law 
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by the Act on the order of Taxation and the 
Act on Personal Income Tax. In the case of a 
private person resident in an Eu member state 
other than the paying agent’s country and en-
titled to capital income, the directive requires 
a minimum content for the information to be 
provided by the paying agent mandatorily for 
the competent authority of the Eu member 
state of establishment. The information pro-
vided by the paying agent should contain the 
interests separated, according to the interest 
types defined in the directive. However, the 
individual member states may limit the man-
datory minimum contents of the information, 
for example, to the total amount of the inter-
est or the income. The directive provides for 
an automatic exchange of information; it re-
quires the competent authority of the paying 
agent’s Eu member state to annually inform 
the authority of the Eu member state where 
the person entitled to the interest is resident. 
Directive 2003/48/Ec does not cover, for ex-
ample, financial assets equivalent of interest-
bearing securities and certain methods used to 
possess interest-bearing securities indirectly. 
Directive 2014/48/Eu was accepted in light of 
this, and the Eu member states have to incor-
porate this into their national law in order to 
remedy the situation by 1 January 2016. The 
European Banking Association was against the 
directive, while Austria, Belgium and Luxem-
bourg requested temporary exemption from 
certain provisions of the directive. Instead of 
participating in the automatic exchange of 
information, from 2011, these countries levy 
a 35 percent withholding tax on the interests 
payable not to their own citizens. It is consid-
ered to be a major deficiency of the directive 
that only natural persons count as potential 
parties entitled to interest payment. It simpli-
fies the circumvention of the regulation that 
the income hidden behind non-natural per-
sons or various legal grounds will be removed 
from the scope of the directive.

Transparency

According to Article 39 (1) of the 
fundamental Law, aid can only be provided 
or contractually paid from the central budget 
for organisations whose organisational 
structure and activity that is subject to the 
aid are transparent. Act cXcVI of 2011 on 
National Assets and Act cXXXVI of 2007 
on the Prevention and combating of Money 
Laundering and Terrorist financing define 
the notion of a transparent organisation. The 
state of Hungary, the municipalities and a 
foreign state are transparent organisations. 
Domestic or foreign legal entities or economic 
organisations without a legal personality are 
also transparent if

•	their ownership structure and the 
actual owner defined by the Act on the 
Prevention and combating of Money 
Laundering and Terrorist financing can 
be known,

•	and it has a tax residency in an Eu member 
state or a state with which Hungary has a 
double taxation convention,

•	and it does not qualify as a controlled 
foreign company under the Act on 
corporate Income Tax and Dividend Tax,

•	and, if the aforementioned conditions 
prevail in respect of a legal entity or 
economic organisation without a legal 
personality, who, directly or indirectly, 
has a share, influence or voting right in 
the economic organisation in excess of 25 
percent.

A civil organisation whose executive officers 
can be known and whose registered office is 
in an Eu member state or a state with which 
Hungary has a double taxation convention.

The definition is also included in other legal 
regulations: according to the Act on National 
Assets, the state and the municipality cannot 
establish an economic organisation and can-
not acquire a share in an economic association 
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which, or whose member, is not transparent. 
The act stipulates that the ownership right of 
the national assets can be transferred to a nat-
ural person or a transparent organisation. Ac-
cording to the Act on General Government, 
a budgetary subsidy can be provided if the 
applicant qualifies as a transparent organisa-
tion. under Act XV of 2016 on the National 
Home Making communities, only a trans-
parent organisation can be an “organiser”. The 
Act on Public Procurement provides that the 
party that is not transparent according to Act 
cXXXXVI of 2007 or is not registered in a 
state with which Hungary has a double taxa-
tion convention cannot be a bidder.

The phenomenon of transfer pricing is reg-
ulated within the framework of corporate in-
come tax. According to section 18 of the Act 
on corporate Income Tax and Dividend Tax, 
when in their transactions between each other, 
affiliated companies apply prices that deviate 
from the arm’s length price, the corporate in-
come tax base has to be modified accordingly. 
Act cXXXVI of 2007 on the Prevention and 
combating of Money Laundering and Terror-
ist financing incorporated into the Hungar-
ian law the dimensions of the phenomenon 
of offshore economy related to money laun-
dering i.e. Directive 2005/60/Ec of the Eu-
ropean Parliament and of the council on the 
prevention of the use of the financial system 
for the purpose of money laundering and ter-
rorist financing. The law requires in specific 
cases that the service provides subject to this 
obligation have to establish the person and 
identity of the so-called beneficial-owner in 
the case of non-natural persons. A beneficial-
owner is primarily the natural person who

•	holds, directly or indirectly, at least 
twenty five percent of the voting rights 
or ownership shares in a legal entity or an 
organisation without legal personality,

•	if the legal entity or the organisation 
without legal personality is a company not 

registered on a regulated market to which 
disclosure requirements that are in line 
with community laws or the equivalent 
international requirements apply.

The Anti-Money Laundering office oper-
ating within the organisation of the National 
Tax and customs Administration performs 
the tasks of the financial information unit. 
According to the international requirements, 
the states designate a central authority that re-
ceives and evaluates the reports of suspected 
money laundering, and forwards the results of 
the evaluation for law enforcement purposes. 
This central unit is called the Financial Intel-
ligence Unit (fIu).

Initiatives

The LMP submitted a bill under No. T/5803, 
which intends to achieve the following by 
modifying the Act on General Government, 
the Act on the Legal status of civil servants, 
the civil code and the Act on Public 
Procurement:

•	to prevent state and government officers 
from holding offshore assets,

•	to reveal who the company’s beneficial-
owner is during the company registration 
process, and

•	to extend the prohibition on granting 
benefits to non-transparent organisations 
from the state budget and economic 
associations owned by local governments.

Based on all this, the bill may only mean a 
moderate step forward in light of the fact that 
it extends the use of the term of “transparent 
organisation” which already exists in Hungar-
ian law and implements the use of the offshore 
list compiled in the Eu based on the lowest 
common multiple principle.

The Hungarian government already react-
ed occasionally to the news about offshores 
several times: In 2013, Minister János Lázár 
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initiated to contact switzerland, Austria and 
cyprus in order to detect Hungarian deposits 
held there and to tax them with a one-off 35 
percent withholding tax, and also suggested 
that the NTcA, the Ministry of the Interior 
and the Ministry of foreign Affairs and Trade 
should review the local legal framework. We 
have no information on the outcomes of the 
measure. After the meeting of the National 
security cabinet held on 11 April 2016, the 
NTcA and the Police created investigative 
teams to detect offshores. Lately, the Prime 
Minister requested the Minister of the In-
terior, the secret services and the Minister 
overseeing the tax authority to investigate 
at least the Hungarian offshore threads one 
by one. According to secretary of state Pál 
Völner, offshore activities were strongly lim-
ited, and in the case of state assets, practically 
banned, after 2010, but it cannot be prohib-
ited in itself.

ABoUT THE PossIBIlITy  
oF sAo AUDITs

since offshore asset rescue makes a significant 
impact on the national economy, this in 
itself may justify that the related tasks to be 
performed by the state should be audited by 
an independent controlling body. The issue 
may arise whether a sAo audit is justified 
in an area where one of the major features 
is that it is difficult to describe the state’s 
tasks in relation to it in terms of regulation 
(since a portion of the offshore capital flight 
is legal), while the quantifiable mapping 
of the phenomenon itself is in its infancy 
and a significant portion of the factors that 
enable this is derived from its situation in the 
international economic system of relations. 
The rough review of the following working 
papers and reports suggests that primarily 
those activities of the tax authorities can be 

checked which aim at limiting the offshore 
asset rescue. such types of activities can be 
detected in the case of the Hungarian tax 
authority, as well. Although the two reports 
mentioned here do not cover this, but it is 
worth considering that the actual application 
of the international exchange of information 
that is already valid should be in the focus 
of a potential audit. It means an opportunity 
even if otherwise we know that these 
information exchange agreements did not 
limit the phenomenon of offshore economy 
globally. such an audit could still give ac-
count of the resources that the responsible 
area is operating with, and whether they are 
sufficient. The decision-maker would have an 
insight into the implementation and result 
of the treaties as well as the monitoring 
possibilities.

A working paper of the INTosAI Working 
Group of Extractive Industries (schneider – 
Pilskog, 2015) draws attention to the impor-
tance and potential directions of a sAo audit 
of the losses incurred by the state in respect 
of transfer pricing. Where the supreme audit 
institution does not have an insight into trans-
fer pricing through the control of a partially 
state-owned company, it has an opportunity 
to audit the area partially through the audit of 
the tax authority. It is common in the rules for 
transfer pricing that companies will have an 
information transfer and documentation obli-
gation for the judgement of the market price. 
The GAo, the supreme audit institution of 
the us audited four tax authority programs 
(GAo, 2013) that aimed at the repatriation 
of the capital rescued in offshores, by miti-
gating criminal consequences and tax penal-
ties, in exchange for the voluntary disclosure 
of taxable capital. The GAo reviewed data 
that were available for the federal tax author-
ity from other sources and established that 
it could have detected offshore capital flight 
based on these. The GAo phrased a recom-
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mendation for the tax authority that it should 
better inform taxpayers about their obliga-
tions regarding offshores, explore the possi-
bilities for developing a more well-founded 
methodology about offshore asset rescue that 
can be established from other sources and an-
alyse those who report offshore accounts for 
the first time.

one of the reports of the audit institution 
of the united Kingdom (NAo, 2003) was 
about the auditing of the anti-fraud activities 
of the tax authority in respect of taxes and tax 
credits. The report pays special attention to 
the tax authority’s activity related to taxable 
income held on offshore financial accounts 
and at offshore institutions. The report estab-
lishes the ratio of offshore schemes applied in 
tax evasion and the fact that the tax authority 
does not have any estimates regarding the tax-
able assets and income held on offshore ac-
counts.

The audit applied the following methods 
regarding the activity related to offshore: in-
terviews, evaluation of the office’s risk analy-
sis, based on a “good practice” questionnaire 
prepared by an external consultant, compari-
son with the activities of foreign supreme au-
dit institutions and government players qual-
ifying as “good practice”. The report states 
that the offshore tax base erosion has become 
more extensive and complex since 1990, the 
individual cases detected by the tax author-
ity imply extensive systemic tax base erosion. 
The treaties and national legal regulations of-
fer a wider opportunity for exploration. In 
respect of taxable income held in offshores, 
the report recommends that the tax author-
ity has to closely cooperate with the players 
of the bank and credit card industry in order 
to utilise the opportunities of the exchange 
of information treaty and it has to be clearly 
communicated that the control of offshore 
assets by the tax authority is increasingly 
likely.

In its report disclosed in 2007, the NAo 
(NAo, 2007) evaluated the risk management 
of the foreign and commonwealth office in 
relation to the British crown Estates. In re-
spect of the crown Estates qualifying as off-
shores, they established that there was a pro-
gress regarding the regulation of the ofcs 
but the 4 largest ofcs perform better com-
pared to the offshore areas which have smaller 
regulatory capabilities. The funds of caicos, 
Anguilla and Montserrat are not enough to 
satisfy a complex international regulation, the 
government of the united Kingdom has to 
strengthen the audit capacity and regulatory 
level of these areas.

The state Audit office of Hungary made a 
statement regarding offshores after being con-
tacted by the National Assembly. on 30 May 
2016, the Parliament conducted the political 
debate titled “On the measures required in the 
step-up against offshores”, to which the state 
Audit office of Hungary sent the technical 
document titled “INfoRMATIoN on the 
sAo audit of the enforcement of the require-
ments relevant for transparent organisations”. 
for the preparation of the information, the 
sAo’s risk analysis reviewed in the 2015 sAo 
reports the sAo’s findings related to the legal 
criteria of a “transparent organisation”.

sUMMAry AND coNclUsIoNs

The two essential elements of offsho-
re jurisdictions are that, on the one hand, 
they ensure secrecy for the origin, owner of 
the capital that is fleeing there, and, on the 
other hand, they offer favourable rules on the 
sharing of public dues and tax exemption. The 
two conditions appear in the case of specific 
offshore countries to a variable extent. In the 
aggregate, it enables the capital and income 
of both welfare states with a more developed 
taxation culture and developing countries 
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to come back into business circulation at a 
certain point, exempt from the public dues of 
the source country, in an anonymous way.

It is evident from all this that intergovern-
mental tax competition and the elements of 
business and bank secrets used in civilised 
countries are the factors based on which off-
shore can be outlined. so which state or juris-
diction is considered as an offshore and which 
ones are not – it is not an issue of differentia-
tion in terms of quality but rather in terms of 
degrees.

Discommended offshore states are not 
characterised by a clear legal limit only but 
by the emphases of the regulation and the re-
sulting financial dynamics: The capital flow, 
whose target is the offshore jurisdiction, and 
the financial services sector, which is oversized 
compared to the population of the destination 
country.

The offshore jurisdiction/country hides 
behind the state’s sovereignty in a legal sense 

(Van fossen, 2003, 2015). However, cer-
tain offshore areas are clearly dependent on 
the united Kingdom and the Kingdom of 
the Netherlands. The financial institutions, 
banks, legal offices of the developed world 
offer their services in the offshore countries. 
While the offshore creates a deficit of billions 
of dollars even in the budget of developed 
countries, these very countries, while some 
of them are Eu member states, are at the 
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Kingdom.7
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