
ECONOMIC ANALYSIS

Data Show Dramatic Shift
Of Profits to Tax Havens

By Martin A. Sullivan — martysullivan@comcast.net

U.S. multinational corporations are increasingly
shifting tens of billions of dollars of their profits to
such tax havens as Bermuda, Ireland, Luxembourg,
and Singapore, keeping those profits from U.S. tax
collectors, according to the latest federal data that
cover the years 1999 to 2002.

The profits of foreign subsidiaries of U.S. corpo-
rations in 18 tax havens soared from $88 billion in
1999 to $149 billion in 2002. Total profits of U.S.
multinationals’ foreign subsidiaries around the
world stood at $255 billion in 2002. That means
those 18 tax havens were home to 58 percent of the
foreign profits of those multinationals — a figure
that far exceeds the share of economic activity that
multinationals conduct in those low-tax countries.

These developments, aided by changes in U.S.
tax laws and cuts in effective tax rates in some tax
havens, mark a true watershed in international
taxation. Subsidiaries of U.S. corporations now gen-
erate profits mainly in tax havens rather than in the
locations in which they conduct most of their busi-
ness.

These latest figures confirm earlier, but less clear-
cut, indications about the behavior of U.S. corpora-
tions, as reported in these pages. (See Tax Notes, Feb.
9, 2004, p. 690, and June 28, 2004, p. 1587.) Previous

studies mostly relied on data only up to the year
2000. Profit data from 2001 were difficult to inter-
pret because of the worldwide recession. The fig-
ures for 2002 make it ever more clear, however, that
corporations are increasingly capitalizing on their
ability to shift profits to overseas tax havens.

The figures also raise basic questions for federal
policymakers, some of which are cropping up in the
election campaign between President Bush and his
Democratic opponent, Sen. John F. Kerry, D-Mass.
The winner almost surely will have to grapple with
an eroding corporate tax base and, in turn, the
potential loss of billions of dollars to federal coffers.

Some of the questions raised are: What’s the
relationship between the massive shift of corporate
profits to tax havens and the proposed federal
legislation that would allow a one-time ‘‘repatria-
tion’’ of those profits back to the United States at a
sharply reduced tax rate? Is the shift in profits to tax
havens bringing a corresponding shift in U.S. jobs
to those jurisdictions? What does the shifting of
profits mean for the long-term future of our corpo-
rate tax system?

A Look at the Figures
A survey of individual countries, based on data

for 1999-2002 from the U.S. Commerce Department,
is revealing.

In low-tax Ireland, for instance, profits of subsid-
iaries of U.S. multinationals have doubled in four
years, from $13.4 billion to $26.8 billion. Profits from
operations of U.S. multinationals in no-tax Ber-
muda have tripled, from $8.5 billion to $25.2 billion.
Not surprisingly, those two tax havens rank as the
number one and number two locations in terms of

Table 1. The Rise of Tax Havens, 1999 and 2002 Compared
(profits are in millions of U.S. dollars)

1999 2002

Rank Country
Before-Tax

Profits
Effective Tax

Rate Rank Country
Before-Tax

Profits
Effective Tax

Rate
1 United Kingdom $29,368 30% 1 Ireland $26,835 8%
2 Canada 21,244 22 2 Bermuda 25,212 2
3 Netherlands 19,390 10 3 Netherlands 20,802 9
4 Ireland 13,355 8 4 United Kingdom 19,717 31
5 Switzerland 11,699 6 5 Canada 19,626 26
6 Germany 11,636 27 6 Luxembourg 18,405 1
7 Japan 9,010 45 7 Switzerland 14,105 4
8 Bermuda 8,529 3 8 Japan 11,526 39
9 Mexico 7,049 31 9 Mexico 7,699 37
10 Cayman Islands 5,638 3 10 Singapore 7,533 11
14 Singapore 4,370 12 13 Germany 5,371 27
16 Luxembourg 4,032 2 21 Cayman Islands 2,809 5
Sources and Notes: Author’s calculations using data from the Bureau of Economic Analysis (http://www.bea.gov) of the U.S.
Department of Commerce. Effective tax rates include only foreign taxes. Data for 2002 are preliminary. Eight countries were in
top 10 both years. Last 2 rows show 1999 rank of the other 2 2002 top 10 countries and the 2002 rank of the 2 other 1999 top
10 countries.
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profitability for U.S. corporations operating abroad
— surpassing long-time leading investment part-
ners like the United Kingdom and Canada.

But Ireland and Bermuda are only part of the
story. Tax havens Luxembourg and Singapore —
with 2002 effective tax rates of 1.4 percent and 11.4
percent, respectively — have also seen dramatic
increases in the profitability of U.S. companies
domiciled there. In tiny Luxembourg, sandwiched
between France and Germany with a population of
437,000, the profits of subsidiaries of U.S. compa-
nies jumped from $4 billion in 1999 to $18.4 billion
in 2002. In Singapore, subsidiaries’ profits increased
from $4.4 billion to $7.5 billion.

Subsidiaries in two long-time favorite tax ha-
vens, the Netherlands and Switzerland, showed a
steady growth in profits. This contrasts with the
decline or slower growth in profits of subsidiaries
in many of the higher tax countries. In the Nether-
lands (with a 2002 effective tax rate of 9.2 percent)
profits of U.S. companies rose from $19.4 billion in

1999 to $20.8 billion in 2002. The profits of Swiss
subsidiaries of U.S. companies rose from $11.7
billion in 1999 to $14.1 billion in 2002.

Profit growth in tax havens has one major excep-
tion — the Cayman Islands. There, profits of U.S.
subsidiaries fell from $5.8 billion in 2001 to $2.8
billion in 2002. Why? There is no clear answer, but
one possibility is that after the Enron debacle — in
which Cayman subsidiaries played a highly publi-
cized role — U.S. corporations believed that Cay-
man subsidiaries could present a public relations
problem and therefore shifted profits to other tax
havens. What remains undiminished, however, is
the Cayman Islands’ status as the number one tax
haven for U.S. individual investors (‘‘U.S. Citizens
Hide Hundreds of Billions in Cayman Accounts,’’
Tax Notes, May 24, 2004, p. 956).

Table 1 on p. 1190 shows the much-changed
composition of the ‘‘top 10’’ countries for 1999 and
2002; Table 2 above shows how tax havens as a
group are now home to 58 percent of the foreign

Table 2. Summary of Commerce Department Data on Foreign Taxes and Profits of Foreign Subsidiaries of
U.S. Corporations, 1999-2002

(profits are in millions of U.S. dollars)

Category

1999
Average
Effective
Tax Rate

2002
Average
Effective
Tax Rate

1999
Profits

2002
Profits

1999
Profit
Share

2002
Profit
Share

99-02
Profits %
Change

Tax Havens (18 countries):
(1) Rapid Profit Growth —
Luxembourg, Ireland, Bermuda,
and Singapore 6.5% 4.7% $30,286 $77,985 14.6% 30.6% 157%
(2)Moderate Profit Growth —
Switzerland, Netherlands, Barba-
dos,
Malaysia, and Hong Kong [6] 8.3 7.1 37,917 43,147 18.2 16.9 14
(3) Profit Decline — Cayman Is-
lands 2.9 5.3 5,638 2,809 2.7 1.1 -50
(4) ‘‘Emerging’’ Tax Havens —
Denmark, Belgium, New Zealand,
China, Sweden, Spain, Portugal,
and
Dominican Republic 22.9 12.7 14,567 24,756 7.0 9.7 70
Major Non-Tax Havens (8 countries):
(5) Moderate Profit Growth —
Mexico, Japan, and Australia 35.8 39.0 20,169 24,022 9.7 9.4 19
(6) Profit Decline — Canada,
United Kingdom, France, Ger-
many, and Italy 27.3 36.3 72,061 53,676 34.7 21.0 -26
(7) All Other 35.1 53.8 27,189 28,840 13.1 13.9 6
All Tax Havens [=(1)+(2)+(3)+(4)] 7.9 5.8 88,408 148,687 42.5 58.3 68
All Non-Tax Havens
[=(5)+(6)+(7)] 30.5 37.9 119,419 106,538 57.5 41.7 -11
Note: All Tax Havens excluding
‘‘New’’ [=(1)+(2)+(3)] 6.0 5.5 73,841 123,941 35.5 48.6 68
Total [sum of (1) through (7)] 21.7% 19.8% $207,827 $255,225 100% 100% 23%
Sources and Notes: Author’s calculations using data from the Bureau of Economic Analysis (http://www.bea.gov) of the U.S.
Department of Commerce. Effective tax rates include only foreign taxes. Data for 2002 are preliminary.
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profits of U.S. multinationals. Table 3 above pro-
vides further country-by-country documentation.
Figures 1A through 3D illustrate data presented in
Table 3. Figures 1A through 1D show the rapid rise
in profits in four leading tax havens. Figures 2A
through 2D show the significant decline in profits in
traditional investment partners. Figures 3A through
3D show the decline in tax rates and rapid increase
in profits in four ‘‘emerging’’ tax havens. (The
figures appear on pp. 1195-1200.)

Slip Sliding Away
To complete the picture of U.S. corporations

shifting their profits to low-tax countries, consider
two other trends.

First, profits generated by foreign subsidiaries in
large industrial countries where U.S. companies
conducted most of their foreign business have fallen
sharply. As a group, Canada, France, Germany,
Italy, and the United Kingdom saw the profits of

U.S. companies operating in their borders fall 25
percent — from $72 billion in 1999 to $54 billion in
2002 (a drop from one-third overseas profits in 1999
to a little more than one-fifth in 2002). Although
those five countries accounted for 44 percent of
foreign sales, 44 percent of foreign plant and equip-
ment, and 56 percent of foreign employee compen-
sation in 2002, they accounted for only 21 percent of
foreign profits. (See Figures 2A through 2D.)

Second, effective tax rates have fallen in several
countries. In many of them, profits of U.S. corpora-
tions operating within their borders have risen
significantly. In Denmark, where the tax rate fell
from 23.9 percent to 7.6 percent, profits rose 200
percent. In Belgium, where the tax rate fell from 26.6
percent to 12.5 percent, profits rose 84 percent. In
Spain, where the tax rate fell from 26.1 percent to
12.7 percent, profits rose 26 percent. In Portugal,
where the tax rate fell from 21.5 percent to 9.0

Table 3. Profits and Taxes of U.S. Subsidiaries Operating Abroad, by Country, 1999 through 2002
(dollar amounts in millions of U.S. dollars; taxes included in tax rate are foreign corporation income taxes)

1999 2000 2001 2002 Profit
Growth
1999 to

2002

Profit
Share

in 2002

Before-
Tax

Profits

Effect.
Tax
Rate

Before-
Tax

Profits

Effect.
Tax
Rate

Before-
Tax

Profits

Effect.
Tax
Rate

Before-
Tax

Profits

Effect.
Tax
Rate

Ireland $13,355 8% $14,686 9% $19,446 6% $26,835 8% 101% 10.5%
Bermuda 8,529 3 11,555 4 15,686 3 25,212 2 196 9.9
Netherlands 19,390 10 19,186 10 23,477 9 20,802 9 7 8.2
United Kingdom 29,368 22 36,477 25 16,438 43 19,717 31 -33 7.7
Canada 21,244 30 25,808 31 21,314 27 19,626 26 -8 7.7
Luxembourg 4,032 2 3,547 3 9,777 1 18,405 1 356 7.2
Switzerland 11,699 6 12,941 6 6,869 18 14,105 4 21 5.5
Japan 9,010 45 11,381 44 11,195 43 11,526 39 28 4.5
Mexico 7,049 31 7,662 29 7,160 35 7,699 37 9 3.0
Singapore 4,370 12 8,792 6 6,108 11 7,533 11 72 3.0
Belgium 3,661 27 7,371 16 6,809 14 6,749 12 84 2.6
Hong Kong 4,787 9 5,433 10 5,005 10 5,695 8 19 2.2
Germany 11,636 27 11,165 27 11,725 30 5,371 27 -54 2.1
France 5,451 36 5,684 40 6,267 33 5,250 34 -4 2.1
Australia 4,110 24 5,440 27 3,958 35 4,797 29 17 1.9
Spain 3,411 26 3,262 21 3,512 19 4,291 13 26 1.7
Italy 4,362 41 3,906 42 4,105 39 3,712 41 -15 1.5
China 1,160 21 2,078 22 2,414 25 3,372 17 191 1.3
Denmark 1,004 24 4,463 6 4,475 7 3,038 8 203 1.2
Malaysia 1,740 13 2,703 22 2,217 23 2,925 18 68 1.1
Cayman Islands 5,638 3 5,483 5 5,784 5 2,809 5 -50 1.1
Portugal 1,212 22 940 23 763 30 1,995 9 65 0.8
Korea 1,192 31 1,550 25 1,319 36 1,862 28 56 0.7
New Zealand 199 37 267 50 319 29 556 10 179 0.2
All Other 30,218 32 47,885 36 36,389 44 31,343 49 4 12.3
All Countries $207,827 22% $259,665 23% $232,531 24% $255,225 20% 23% 100.0%
Source: Author’s calculations using data from the Bureau of Economic Analysis (http://www.bea.gov) of the U.S. Department
of Commerce. Effective tax rates include only foreign taxes. Data for 2002 are preliminary.
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percent, profits rose 65 percent. And in New
Zealand, where the tax rate fell from 36.7 percent to
10.3 percent, profits rose 200 percent. (See Figures
3A through 3D.)

China deserves special mention. There, profits of
U.S. companies rose from $1.2 billion in 1999 to $3.4
billion in 2002. Given the country’s enormous mar-
kets and rapidly growing economy, that profit
growth is not surprising. Still, a decline in the
already low effective corporate tax rate, from 21
percent to 16.8 percent by 2002, may have contrib-
uted to the profit growth as well.

How It Happens
Generally, the United States taxes corporations

on their worldwide profits. But, subject to limita-
tions, corporations escape a double tax when for-
eign governments tax foreign profits because the
United States reduces its own tax — dollar-for-
dollar — by providing a credit for foreign taxes. The
United States should collect revenue, however, to
the extent its tax rate exceeds the foreign tax rates.
For example, if the foreign tax rate is 10 percent and
the foreign business of a U.S. corporation generates
$100 of profit, the United States (with a 35 percent
corporate tax rate) collects $25.

In addition to the foreign tax credit, U.S. tax law
gives corporations a second refuge from U.S. tax on
their foreign profits. Most active business income of
foreign corporations controlled by U.S. parent com-
panies is not subject to U.S. tax until it is paid as a
dividend, or ‘‘repatriated,’’ to the U.S. parent. This
concept — ‘‘deferral’’ — is key to understanding
international tax avoidance. Often, U.S. corpora-
tions permanently defer taxes on foreign profits
generated in low-tax jurisdictions. If a corporate tax
director and outside tax advisers can pull that off
for a corporation, they can directly increase the
profits reported to shareholders.

Since 1962 U.S. tax law has included several
complex antideferral rules designed to reduce in-
centives to shifting profits and investment to low-
tax countries. In general, the rules disallow deferral
whenever profits take a form that may make them
easy to manipulate for tax avoidance purposes.
Accordingly, the rules are intended to apply to
passive investment income as well as to some types
of active income that suspiciously crosses borders
between low-tax and high-tax countries for no
apparent business purpose.

Over the last four decades, however, legislation,
regulation, and court decisions, in combination
with increasingly aggressive and innovative prac-
tices by taxpayers, have severely diminished the
effectiveness of antideferral rules. As a result, says
former Treasury International Tax Counsel Stephen
E. Shay (now with Ropes & Gray in Boston), the
rules are ‘‘easily avoided by the well advised.’’
(‘‘Exploring Alternatives to Subpart F,’’ Taxes, Mar.
2004, pp. 31-40.)

Since 1962 U.S. tax law has included
several complex antideferral rules
designed to reduce incentives to
shifting profits and investment to
low-tax countries.

If corporations can avoid U.S. tax through defer-
ral, they have a large incentive to shift income to
low-tax jurisdictions. One way they can do so is
through adjustment of transfer prices for exchanges
of goods, services, and intangible assets between
commonly controlled entities. Despite IRS initia-
tives to restrict transfer pricing abuses, anecdotal
evidence and the data presented above suggest the
agency is failing miserably. As Shay notes in his
article (p. 33): ‘‘The reality is that the IRS is unable
to meaningfully audit transfer prices. The practical
effect of the transfer pricing regime is to constrain
transfer pricing that is significant enough to attract
attention and to allow a substantial amount of
moderate income shifting.’’ Shay concludes that the
benefits of deferral are amplified because of the
‘‘substantial flexibility’’ in transfer pricing rules:
‘‘Not only is deferral elective, but within broad
limits its benefits may be expanded by taxpayers.’’

Fictitious Leveraging
A second technique for shifting income from

high-tax to low-tax jurisdictions is for a foreign
subsidiary with real business activity in a high-tax
jurisdiction to pay deductible interest to another
entity in a low-tax jurisdiction. We say ‘‘entity’’ here
because the business unit to which we refer is often
recognized as a partnership for U.S. purposes but as

Prior Tax Notes Economic Analysis of Tax
Havens and U.S. Multinationals

‘‘While Congress Dawdles, Trapped Foreign Profits
Surge,’’ June 28, 2004, p. 1587.

‘‘U.S. Citizens Hide Hundreds of Billions in Cayman
Accounts,’’ May 24, 2004, p. 956.

‘‘Good Politics, Yes, but Can Kerry’s Plan Create
Jobs?’’ Apr. 5, 2004, p. 19.

‘‘The Truth About Offshore Outsourcing and Profit
Shifting,’’ Mar. 8, 2004, p. 1187.

‘‘U.S. Multinationals Move More Profits to Tax Ha-
vens,’’ Feb. 9, 2004, p. 690.

‘‘Will Treasury Stop the Outflow of U.S. Intellectual
Property?’’ Dec. 9, 2002, p. 1269.

NEWS AND ANALYSIS

TAX NOTES, September 13, 2004 1193

(C
) T

ax A
nalysts 2004. A

ll rights reserved. T
ax A

nalysts does not claim
 copyright in any public dom

ain or third party content.



a corporation for foreign purposes. Tax lawyers call
it a ‘‘hybrid.’’ (The opposite — an entity that’s a
corporation for U.S. purposes and a partnership
under foreign law — is called a ‘‘reverse hybrid.’’)

Hybrids had been a problem for the IRS for a
long time. But previously corporations had to jump
through all sorts of technical legal hoops to make
them work. In an effort to simplify the law (prima-
rily from the domestic perspective), the IRS issued
regulations that greatly streamlined the process of
determining which entities were corporations and
which were partnerships. These so-called ‘‘check-
the-box’’ regulations greatly expanded the ability of
businesses to deduct interest in high-tax countries,
earn interest in low-tax countries, and still get
deferral.

TheIRStriedtoshutdownthatabuse(Notice98-11,
1998-1 C.B 433), but it was overwhelmed by a massive
lobbying effort on Capitol Hill, where members of
Congress vociferously threatened to legislatively
overturn any regulations that tried to deny deferral in
cases of related-party debt. ‘‘Subsequently,’’ Shay
notes (p. 35), ‘‘in the author’s experience, foreign
leverage structures have proliferated.’’

Current Events
The data on income shifting cited above present

at least three policy implications.
First, and most immediately, a provision in the

House and Senate versions of the pending business
tax bill (H.R. 4520, the American Jobs Creation Act
of 2004, and S. 1637, the Jumpstart Our Business
Strength (JOBS) Act), and included in Kerry’s tax
plan, would allow U.S. corporations — for one year
— to repatriate foreign earnings and pay tax on
them at a 5.25 percent rate, rather than the usual 35
percent. The data presented here mirror data from
corporate annual reports showing that corporations
are significantly building up their unrepatriated
foreign earnings. Are they doing so in anticipation
of the amnesty legislation? Or are lawmakers on
Capitol Hill pushing for amnesty legislation in
response to the build-up of foreign profits and the
need to bring some foreign profits home in a
tax-efficient manner?

Second, policymakers — including Kerry — have
raised concerns about what they view as a large
outsourcing of U.S. jobs to offshore entities, and
they have blamed the U.S. tax code. As reported in
these pages, those concerns for the most part have
been grossly overstated and over-dramatized. (See
‘‘The Truth About Offshore Outsourcing and Profit
Shifting,’’ Tax Notes, Mar. 8, 2004, p. 1187.) Never-
theless, U.S. tax law does in fact encourage U.S.
corporations to locate investment and employment
abroad. All of the abuses outlined in the text and
illustrated in the data only further tilt the playing
field in favor of foreign over domestic investment.

As Treasury itself said in Notice 98-11, the use of
hybrid entities ‘‘created a significant tax incentive to
invest abroad rather than in the United States.’’

The data presented here mirror data
from corporate annual reports
showing that corporations are
significantly building up their
unrepatriated foreign earnings.

Third, and finally, there is growing concern in
some quarters about an erosion of the corporate tax
base and — over the long-term — the viability of
the U.S. corporate income tax. Concerns about the
corporate tax usually revolve around problems
with excessive tax shelters. But income shifting —
usually completely legal — is another major threat.
It is not the case that income shifting from one
foreign jurisdiction to another has a direct effect on
U.S. revenue. But by whatever means foreign tax
rates are effectively lowered — foreign legislation,
real business moves, or shifting income between
paper entities — the incentive to shift income out of
the United States to foreign jurisdictions continues
to increase. If U.S. corporations can shift profits
from high-tax to low-tax countries, it means (1)
profit could just as well be shifting out of the United
States, and (2) there is a larger incentive than ever to
do so.

From the data cited above, we cannot tell how
much of the increased income in tax havens comes
from corporate shifting of profits from high-tax
foreign countries and how much, if any, from the
United States. But given the huge increases in
profits in low-tax countries, the greater incentive for
income shifting (because of lower foreign tax rates),
and the widely recognized means for income shift-
ing (such as the aggressive use of cost-sharing
arrangements (see ‘‘Will Treasury Stop the Outflow
of U.S. Intellectual Property?,’’ Tax Notes, Dec. 9,
2002, p. 1269), it would be foolish to assume any-
thing other that Treasury has many billions of
dollars on the line.
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Figure 1A. Profits of U.S. Corporations in Ireland
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Figure 1B. Profits of U.S. Corporations in Bermuda
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Note: theirBermuda has no corporation income tax. Bermuda subsidiaries may, however, pay income taxes on income generated by subsidiaries
or branches operating in other jurisdictions.
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Figure 1C. Profits of U.S. Corporations in Luxembourg
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Figure 1D. Profits of U.S. Corporations in Singapore
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Figure 2A. Profits of U.S. Corporations in Canada
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Figure 2B. Profits of U.S. Corporations in Germany
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Figure 2C. Profits of U.S. Corporations in the United Kingdom
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Figure 2D. Profits of U.S. Corporations in France
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Figure 3A. Profits of U.S. Corporations in Denmark
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Figure 3B. Profits of U.S. Corporations in Belgium
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Figure 3C. Profits of U.S. Corporations in Spain
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Figure 3D. Profits of U.S. Corporations in New Zealand
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