

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
		
			
		
			
		
			
				
			
		
			
		
			
		
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	The Effect of Tax Havens on Host Country Welfare

	
    
        
            
            







    
    










    
    
    
    











			
                    NHH Dept. of Business and Management Science Discussion Paper No. 2015/19
 
        

    
	

	
	
		
		
			36 Pages
		
		

		Posted: 25 Apr 2015
		
		
		
	

	
		
			
			




	See all articles by Thomas A. GresikThomas A. Gresik
University of Notre Dame - Department of Economics
Dirk Schindler
Erasmus School of Economics; CESifo (Center for Economic Studies and Ifo Institute)
Guttorm Schjelderup
Norwegian School of Economics (NHH) - Department of Business and Management Science


		

	
	
	
	
	


	
	
		
			There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									The Effect of Tax Havens on Host Country Welfare
									

								
							
							
							
								CESifo Working Paper Series No. 5314
							

							
							
								
									Number of pages: 36
								
								
									Posted: 07 May 2015
								
								
							

							
						

						
							
							Downloads
							  237
							
						

					

					
					

					
						
							
						

						
							
								
									The Effect of Tax Havens on Host Country Welfare

								
							
							
							
								NHH Dept. of Business and Management Science Discussion Paper No. 2015/19
							

							
							
								
									Number of pages: 36
								
								
									Posted: 25 Apr 2015
								
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							   44
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: April 24, 2015

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		Multinational corporations can shift income into low-tax countries through transfer pricing and debt financing. While most developed countries use thin capitalization rules to limit the extent to which a subsidiary can be financed with internal debt, a number of developing countries do not. In this paper, we analyze the effect on FDI and host country welfare of thin capitalization rules when multinationals can also shift income via transfer prices. We show that while permissive thin capitalization limits may be needed in developing countries to attract FDI, the amount of debt financing allowed by the permissive limits facilitates more aggressive transfer pricing and results in lower host country welfare. 
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