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A Tax Haven is a country or territory where certain taxes at a low rate or not at all. Individuals and/or corporate entities can find it attractive to move themselves to areas with reduced or nil taxation levels. This creates a situation of tax competition among governments.
There was no clear cut definition for tax havens but there evolved a lot of definitions in the course of time. The Economist has tentatively adopted description by Geoffrey Colin Powell (former Economic Advisor to Jersey): “What identifies an area as a tax haven is the existence of a composite tax structure established deliberately to take advantage of, and exploit, a worldwide demand for opportunities to engage   in tax avoidance.”Similarly, others have suggested that any country which modifies its tax laws to attract foreign capital could be considered a tax haven.
The Organization for Economic Co-operation and Development (OECD) identifies three key factors in considering whether a jurisdiction is a tax haven: 

1. Nil or only nominal taxes. Tax havens impose nil or only nominal taxes (generally or in special circumstances) and offer themselves, or are perceived to offer themselves, as a place to be used by non-residents to escape high taxes in their country of residence. 

2. Protection of personal financial information. Tax havens typically have laws or administrative practices under which businesses and individuals can benefit from strict rules and other protections against scrutiny by foreign tax authorities. This prevents the transmittance of information about taxpayers who are benefiting from the low tax jurisdiction. 
3. Lack of transparency. A lack of transparency in the operation of the legislative, legal or administrative provisions is another factor used to identify tax havens. The OECD is concerned that law should be applied openly and consistently, and that information needed by foreign tax authorities to determine a taxpayer’s situation is available. Lack of transparency in one country can make it difficult, if not impossible, for other tax authorities to apply their laws effectively. ‘Secret rulings’, negotiated tax rates, or other practices that fail to apply the law openly and consistently are examples of a lack of transparency. Limited regulatory supervision or a government’s lacks of legal access to financial records are contributing factors.

This is generally thought to be an inadequate definition of a tax haven, but is politically expedient because it includes the small tax havens (with little power in the international political arena) but exempts the powerful countries with tax haven aspects such as the USA and UK.
ORIGINS
Tax Havens have originated from the early days of trade & Commerce, For Instance in Ancient Greece, some of the Greek Islands were used as depositories by the sea traders of the era to place their foreign goods to thus avoid the two percent tax imposed by the city-state of Athens on imported goods. In 1721, American colonies traded from Latin America to avoid British Taxes.
Various countries claim to oldest Tax Haven in the world. For Example Channel Islands claim their tax independence dating as far back as Norman Conquest, while the Isle of Man claims to trace its fiscal independence to even earlier times. Actually the Modern concept of a tax haven is generally accepted to have emerged at an uncertain point in the immediate aftermath of World War I. Bermuda sometimes optimistically claims to have been the first tax haven based upon the creation of first off shore companies legislation in 1935. 
DEVELOPMENTS

Presently, the growth of tax havens is primarily due to considerable growth of offshore banking. This expansion is also due to globalization of the world’s businesses. Indeed, they look for new markets and cheap labour.  Midway through the twentieth century, when most of the world colonies attained their independence. Most of them developed their own tax and trade regimes thus creating certain economic disparities around the world.
In start Tax havens were usually referenced as the avoidance of personal taxation, however from 1950s onwards, there was significant growth in the use of tax havens by corporate groups to mitigate their global tax burden. This strategy generally relied upon there being a double taxation treaty between a large jurisdiction with a high tax burden (which the company was subject to), and a smaller jurisdiction with a low tax burden. Thus, corporations by structuring the group ownership though the smaller jurisdiction could take advantage of the double taxation treaty thereby paying taxes at much lower rate.  Although some of these Double tax treaties survive, In the 1970s, most major countries began repealing their double taxation treaties with micro states to prevent corporate tax leakage in this manner.
However, in the late 1990s and early 2000s, the OECD (Organization for Economic Co-operation and Development is an international organization with 30 full members and only developed countries are members while India, China, Chile& South Africa are Enhanced members.) began a series of initiatives aimed at tax havens to curb the abuse of what the OECD referred to as “unfair tax competition”. Under pressure of OECD, most of the major tax havens repealed their laws permitting these ring fenced corporations to be incorporated. 
Tax Havens usually have currency convertible or linked to an easily convertible currency. Most are convertible to US dollars, Euros or to Pounds Sterling.
METHODOLOGY

At the risk of gross oversimplification, it can be said that the advantages to tax havens are views in four principal contexts.
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MAJOR TAX HAVENS OF THE WORLD

BERMUDA: Doesn’t levy taxes on foreign earnings and allows foreign companies to incorporate here under an EXEMPT status. Exempt companies are also limited from doing local trade and may not hold real estate in Bermuda, nor may they be involved in banking, insurance, assurance, reinsurance, fund management or similar business, such as investment advice, without a license.
BRITISH VIRGIN ISLANDS: Virgin Islands was the domicile for approximately 41% of the world's offshore companies, making it by some distance the largest offshore jurisdiction in the world by volume of incorporations.
CAYMAN ISLANDS : No Capital Gains Tax
HONK KONG: Its tax rates are low (17%) which are enough to consider it as a tax haven. It also doesn’t levy capital gains tax.

ISLE OF MAN: Does not charge corporation tax, capital gains tax, inheritance tax or wealth tax. Personal income tax is levied at 10–18% on the worldwide income of Isle of Man residents, up to a maximum tax liability of £100,000. Banking income tax is levied on the profits of Isle of Man based banks at 10% and income from the rent of Isle of Man property is levied at the same rate. 
MAURITIUS: Based front companies of foreign investors are used to avoid paying taxes in India utilizing loopholes in the bilateral agreement on double taxation between the two countries, with the tacit support of the Indian government, who are keen to improve figures relating to inward investment. The use of Mauritius as a gateway to tunnel foreign investments into India has always been controversial. Mauritius's financial regime has a number of the key characteristics of a tax haven, which has helped to facilitate this.
UNITED STATES VIRGIN ISLANDS: Offers a 90% exemption from U.S. income taxes and 100% exemption from all other taxes and customs duties to certain qualified taxpayers.
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