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The substance sea-change
The drive to ever more local substance is changing the EU and offshore 

fund industries more profoundly than almost anyone yet realises. The 

substance tsunami can be blamed on the 3 Bs: BEPS, Brexit and Brussels. 

It is an unfortunate coincidence that Brexit had to come along at the same 

time as the alternative fund industry was already contemplating how to 

deal with BEPS. And then, to add to that, the tax ‘activism’ that appears 

to have taken hold in Brussels. Pierre Moscovici, European Commissioner 

for Economic and Financial Affairs, is no friend of the offshore centres. He 

is a French socialist whose department is behind the EU Code of Conduct 

Group’s drive to impose more transparency and substance tests on offshore 

fund domiciles. 

The international fund industry is only a few decades old. Over those 

decades it has developed a model, particularly on the alternative side of the 

business, that is generally efficient and effective – especially for its investors. 

 Continued on page 11 >>  

What is economic substance?
Economic substance rules take the fund industry back to the mid-20th 

century. They measure boots on the ground along with bricks and mortar. 

They are meaningless in a world of sophisticated mobile technology.

Some believe that what the offshore jurisdictions have agreed to implement 

on substance, at the EU’s insistence, is going to lead to all manner of 

problems in future. Anthony Travers, Senior Partners of Travers Thorp 

Alberga, and Chairman of the Cayman Islands Stock Exchange, has said 

that the principles of substantial presence and economic substance don’t 

exist anywhere in the financial world. There is no doctrine of economic 

substance to verify or validate a financial services transaction. 

‘Economic Substance, so called, is a blatantly capricious invention that has 

nothing whatsoever to do with tax evasion or tax avoidance but is based on 

a carefully managed and wilfully repeated deception. 
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