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What Happens Now to Tax Havens in Europe?

Angel Ubide says that after the Cyprus fiasco, bank funding in Europe will become constrained and tax havens like
Malta will face new limits.
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Steve Weisman:  Predictions of mass bank runs all through Europe following the Cyprus bailout package
have not proven to be correct, at least so far. This is Steve Weisman at the Peterson
Institute for International Economics with Angel Ubide, senior fellow, to discuss why the
predictions of gloom and doom and panic turned out not to be true, but to ask separately
whether Europe is going to be affected adversely at all by the Cyprus situation.

But first Angel, following the predictions of panic and deposit runs throughout the region,
why didn’t the worst happen?

Angel Ubide: I think that the reasons are two. The first one is that retail deposits are very sticky. It is
quite difficult for households to move deposits from one bank to the other. They don’t have
enough information, they are not financially literate, they need to keep the money near
home, and it is not easy to find foreign banks in many of European cities, especially the
smaller ones.

The second reason is that to some extent it is true that the Cyprus case is one of indifference
in the following sense. Banking if you want is an exception. Malta and Slovenia are still

a little bit in a special situation. The rest of Euro area countries are well advanced in their
process of recapitalizing infrastructure in the banks. And therefore, there is very little fear at
the moment, that any of these countries are going to need a new package, a new bailout, a
new rescue that is going to involve more money and that more money could be taken from
deposits rather than from taxpayers or from some other sources.

Steve Weisman: ~ Cyprus got into trouble because it was a tax avoidance haven, some might even say tax
evasion haven. People with a lot of money, especially in Russia, parked their deposits
there and got burned. You mentioned Malta and Slovenia, but there are other locations in
Europe, Luxembourg, that are also attractive as tax havens. What is their future?

Angel Ubide: The future is possibly a little bit less bright because there is going to be more scrutiny,
because probably they’re going to have to show to the international community and to
their European peers that their supervision and regulation is as tight as it needs to be, and
because these together with the global effort to recapitalize banks and make them stronger
and less crisis prone is just going to make these kind of activities more difficult. This doesn’t
mean that they are going to cease to exist. Where they operate within the limits of the law,
which 'm assuming is in most cases, they perform a role. But it is going to be a role that
perhaps is going to become a bit more expensive.

Steve Weisman:  People don’t mention the Cayman Islands, but you always hear of that as a tax haven.
What's their situation?
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The Cayman Islands is a very particular situation. It’s very specific. I don’t think there has
been any outflow. If anything, what I've seen from anecdotal reports in the media, is there
has been inflow of funds that have reiterated towards there from other cases. I suspect
those places will continue to exist. It is a business model that for a small island or a small
territory could continue to be very attractive. My advice to them would be, be careful, don’t
get in trouble.

That’s good advice for even big people. Let’s go to big corporations, big investors. Are their
habits going to be changed as a result of Cyprus?

That’s my fear. My fear really about the consequences of the mismanagement of the Cyprus
situation is not very immediate [related to] depositors. My fear is that there is going to be
a widespread rethinking at the CFO and CEO level of the European corporate sector of
where do they have their money. It’s a bit similar to what happened in the U.S. after the
problems of the corporate paper market in the aftermath of 2007 crisis. There were many
firms who essentially thought that CP’s [corporate paper] were safe and they realized they
were not and so they changed their funding strategies.

What consequence will that have on lending by banks?

This is going to make probably funding for banks more difficult to obtain. You could see,
for example, scenarios in which the CFO of a company argues that it is safer to move some
of the money they have in a big deposit in a bank into a three-month Treasury bill, for
example. There can be that kind of decision happening at the micro-level in many, many
different firms across Europe and that essentially implies a higher cost of funding for banks.

Will that have an effect in the United States?

I don’t think so because the legislation here with Dodd-Frank has been very stable. I think
there are no doubts in the U.S. that the deposit guarantee is the deposit guarantee. The
problem in Europe is that for a week, there were doubts.

Does this pose an impediment to hopes for a recovery in Europe?

I think what this does is that the credit crunch that is going on in the periphery of Europe
has the potential of becoming a little bit more intense — or , if not becoming more intense,
it is going to prolong the period when we could have a recovery, because banks in many of
these countries have been undergoing a restructuring process. They are still in a very risk-
averse mood. This is just going to probably prolong that situation a little bit more.

Thank you Angel.

Thank you.



