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Illicit Financial Flows

Overview

Responding to IFFs

Overview

Illicit financial flows (IFFs) are broadly  as cross-border movements of money or value that are illicitly earned, defined
transferred or utilised, including proceeds of crime, corruption and practices that violate laws (e.g. tax evasion through 
fraudulent trade invoicing). Goal 16 of the SDGs includes a target to reduce illicit financial and arms flows, strengthen the 
recovery and return of stolen assets and combat all forms of organised crime by 2030. The use of the word illicit is 
important in this context, implying more than only illegal financial flows, such as from organised crime or drug trafficking, 
to include matters such as aggressive tax avoidance.

Chart 12 summarises the sources of illicit financial flows (IFFs) in Africa.

Chart 12: Sources of illicit financial flows in Africa

Source: Source: UNECA (2015). Illicit financial flows: report of the High-Level Panel on illicit financial flows from Africa. 
UNCTAD (2020). Tackling Illicit Financial Flows for Sustainable Development in Africa.

IFFs from Africa represent a significant leakage of resources from the continent, undermining development and 
governance. The 2015 Report of the High-Level Panel on Illicit Financial Flows from Africa (HLP), chaired by former South 
African president Thabo Mbeki, raised awareness of how an estimated US$50 billion left the continent annually. According 
to a more recent 2020 report by , approximately US$89 billion leaves the continent annually as IFFs, equivalent to UNCTAD

https://unctad.org/news/africa-could-gain-89-billion-annually-curbing-illicit-financial-flows#:~:text=institutions%2C%E2%80%9D%20said%20UNCTAD%20Secretary,Kituyi
https://unctad.org/system/files/official-document/aldcafrica2020_en.pdf
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3.7% of Africa’s GDP and nearly matching the combined annual inflows of aid and FDI. However, it is essential to 
emphasise that, due to the hidden nature of IFFs, these figures (and the earlier numbers from the Mbeki report) are 
conservative estimates, and the actual revenue losses for Africa are likely significantly higher.

It is estimated that  of IFFs originate from multinational companies' commercial activities through transfer mispricing, 65%
trade misinvoicing, misinvoicing of services and intangibles, tax treaty shopping and unequal contracts. The remaining 
35% is linked to criminals and funds stolen by government officials, including through bribery, theft of state assets and 
embezzlement. In all these instances, crucial public revenues are diverted for the private gain of individuals and 
multinational entities involved.

Total tax losses across all sectors are estimated at US$17.1 billion annually. These losses deprive governments of the 
resources to finance investments in critical programs such as education, health, gender inclusion and poverty eradication. 
Thus, UNCTAD  that countries with high IFFs spend, on average, 25% less on health and 58% less on education estimates
than their peers - illustrating how illicit outflows directly crowd out social investment. Furthermore, the revenue deficits 
caused by IFFs compel many African nations to resort to borrowing on onerous and often predatory terms, exacerbating 
their macroeconomic vulnerabilities. IFFs weaken African countries' capacity to maintain economic and financial stability 
by draining foreign exchange reserves, distorting competition and undermining asset prices.

Commercial activities giving rise to IFFs mainly take the form of aggressive tax avoidance, which occurs in abusive transfer 
pricing, thin capitalisation, exaggerated payments for use of intangible assets and inflated management fees. These 
practices are broadly categorised as Base Erosion and Profit Shifting ( ) strategies, i.e., tax planning strategies that BEPS
exploit gaps and mismatches in tax rules to make profits ‘disappear’ for tax purposes or to shift profits to locations where 
there is little or no real activity. Subsequent taxes are low, resulting in little or no overall corporate tax being paid. The 
other forms of commercial practice through which IFFs in Africa are perpetrated are trade misinvoicing and mispricing. 
This involves falsifying prices, quality and quantity of traded goods and services. Treaty abuse or treaty shopping can also 
be used for tax avoidance practices. Inequitable resource contracts also form another channel for IFFs. The problem is 
enormous, with  research indicating that up to a quarter of all FDI in developing countries has no real economic UNCTAD
activity associated with it.

The misinvoicing of commodity exports exploits the  imbalance between multinational corporations that dominate power
resource extraction and African states, compounded by the opacity of global trading and financial systems, such as 
banking secrecy and offshore financial centres. For instance, the status of the US as a “secrecy jurisdiction” facilitates 
private offshore tax evasion. The US Foreign Account Tax Compliance Act requires foreign financial institutions and 
signatory governments to disclose information about US citizens’ assets in their jurisdiction to the US government. 
However, the US government is not providing reciprocal information to the 113 participating governments on the assets 
held in the US and has resisted joining the OECD Common Reporting Standard for the automatic exchange of information 
on foreigners’ financial accounts with their home country governments. As if that is not enough, early in 2025, President 
Donald Trump issued an executive order (regarding the ) that effectively ceased enforcement Foreign Corrupt Practices Act
of bribery-related offences.

A  of IFFs is linked to organised crime and illegal markets, including money from activities such as drug significant portion
trafficking, arms smuggling, human trafficking, illicit wildlife trade, money laundering, stock market manipulation, forgery 
and smuggling of valuable commodities (like conflict minerals). Funds from these criminal enterprises are often laundered 
and transferred abroad. Criminal activities driving IFFs in Africa include human trafficking, drug trafficking, smuggling and 
financial sector fraud. The AU Economic Commission’s High-Level Panel (HLP) on Illicit Financial Flows from Africa has 
noted that while generating IFFs may not be the primary objective of these criminal acts, they significantly contribute to 
such outflows due to efforts to conceal the illicit proceeds. 

https://repository.uneca.org/handle/10855/22695
about:blank
https://carnegieendowment.org/research/2024/11/illicit-financial-flows-africa-tax?lang=en
https://unctad.org/osgstatement/hidden-assets-illicit-finance-development-gains
https://peri.umass.edu/images/publication/CapitalFlight_1-15-25.pdf
https://www.paulweiss.com/practices/litigation/anti-corruption-fcpa/publications/trump-executive-order-pauses-fcpa-enforcement-after-doj-day-one-directives-announce-significant-shift-in-priorities?id=56513#:~:text=The%20White%20House%20recently%20issued,for%20180%20days%2C%20while%20also
https://thefactcoalition.org/the-ugliest-chapter-since-slavery-how-illicit-financial-flows-thwart-human-rights-in-africa/#:~:text=Some%2030%20percent%20of%20IFFs,VAT
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Illicit outflows are not uniform across countries. Historically, a  has been concentrated in Africa’s biggest large share
economies. Nigeria, Egypt and South Africa have led the region in absolute illicit outflows over the past decades. Nigeria, 
Africa’s most populous nation and largest economy, lost US$2.2 billion from IFFs in 2014, equal to 4% of total government 
revenue. South Africa, one of the most economically unequal countries in the world, reported an average of US$7.4 billion 
per year lost to IFFs from 2010 to 2014.

Drivers of IFFs also include a lack of transparency and information asymmetries, which hinder governments' ability to 
detect tax schemes and commercial practices designed to keep the income and profits of multinational enterprises 
beyond their reach. These asymmetries are particularly prevalent in the extractive industries, making this sector one of 
the most significant sources of IFFs.

Responding to IFFs

When effectively leveraged, the digital revolution can be crucial in combating IFFs. However, it has also significantly 
heightened the risk of IFFs in many African countries. Multinational businesses can now trade virtually across borders, 
making it challenging for African governments to detect their activities or trace their income. Compounding the issue, no 
international framework regulates the digital economy. Multinational enterprises in the digital sector have exploited this 
regulatory gap, enabling them to perpetuate IFFs on an even larger scale.

Capacity constraints are a common challenge, however. Many tax authorities and enforcement agencies lack resources 
and the required specialised skills. The  (ATAF) comprises African tax and revenue African Tax Administration Forum
authorities to overcome some obstacles. It aims to enhance capacity for revenue mobilisation, improve tax administration 
and ensure citizen accountability. In addressing IFFs, ATAF promotes transparency and intergovernmental cooperation in 
information exchange. It plays a key role in capacity-building by training tax officers on transfer pricing, treaty abuse, 
harmful tax practices and customs management. ATAF has also supported the establishment of transfer pricing units in 
several African countries and conducts regular studies on these topics, contributing to efforts to combat tax-related IFFs.

On the global stage, ATAF is a partner and one of the organisations  the African Initiative of the Global Forum on behind
Transparency and Exchange of Information for Tax Purposes. The Global Forum is a 171-member organisation focused on 
global transparency to combat tax evasion and bank secrecy. The forum promotes two key standards: Exchange of 
Information upon Request (EOIR) and Automatic Exchange of Information on Financial Accounts (AEOI), which help 
countries exchange financial information and enhance access to data held by financial institutions.

The initiative offers African governments access to critical data such as legal and beneficial ownership, banking 
information and taxpayer affairs to combat IFFs. As a result, African countries have raised about  in additional €1.7 billion
tax revenues through offshore tax investigations, exchange of information requests and voluntary disclosure programs. 
The extra revenues raised are in the form of taxes, interest and penalties.

At the international level, the United Nations General Assembly (UNGA) has, on various occasions, identified IFFs as a 
worldwide problem that requires global cooperation. In its resolution  of 21 December 2016, the Assembly A/RES/71/213
called for the “promotion of international cooperation to combat illicit financial flows to foster sustainable development”. 
The Assembly has also recommended that UN member countries “develop effective tools and create a policy environment 
for combating illicit financial flows, in accordance with the existing relevant international frameworks, including the United 
Nations Convention against Corruption.” More recently, in December , the UNGA called for “countries to work 2020
together to eliminate base erosion and profit shifting and to ensure that all companies, including multinationals, pay taxes 
to the Governments of countries where economic activity occurs and value is created, by national and international laws 
and policies.”

https://www.pasgr.org/what-we-do/research/research-projects/illicit-financial-flows/#:~:text=resource%20transfers%20of%20between%20%24597,Ndikumana
https://www.un.org/osaa/sites/www.un.org.osaa/files/tackling_iffs_in_tax_reform_and_illegal_commercial_practices_-_nov_2022.pdf
https://www.afdb.org/en/news-and-events/press-releases/new-report-reveals-african-countries-have-generated-eu17-billion-additional-revenues-tackling-tax-evasion-and-illicit-financial-flows-62814
https://www.un.org/osaa/sites/www.un.org.osaa/files/tackling_iffs_in_tax_reform_and_illegal_commercial_practices_-_nov_2022.pdf
https://www.afdb.org/en/documents/tax-transparency-africa-2023-africa-initiative-progress-report
https://documents.un.org/doc/undoc/gen/n16/459/24/pdf/n1645924.pdf
https://documents.un.org/doc/undoc/gen/n20/380/25/pdf/n2038025.pdf
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The OECD/G20 Inclusive Framework on  is an international platform allowing over 140 countries to combat IFFs by BEPS
implementing measures to ensure profits are taxed during economic activities. Its two-pillar approach includes 
reallocating profits from multinational enterprises to market jurisdictions (Pillar One) and introducing a global minimum 
corporate tax rate of 15% for all companies with over €750 million (Pillar Two). However, African countries face challenges 
in adopting these measures due to limited administrative capacity, budget constraints and concerns about the framework’
s fairness. In particular, Africa and other developing countries see the proposed 15% global minimum corporate tax rate 
as insufficient compared to their average corporate tax rates of 25–35%. African nations advocate for a higher rate of at 
least 20%.

Another important initiative is the Extractive Industries Transparency Initiative (EITI), a  standard for the responsible global
governance of oil, gas and mineral resources. It requires full disclosure of revenues generated throughout the extractive 
industry value chain to ensure transparency, accountability and public benefit. An independent party, overseen by a Multi-
Stakeholder Group (MSG), reconciles these figures. This process helps identify tax irregularities and revenue leakages, 
making it an effective tool in combating illicit financial flows.

Currently, 52 countries are members of the EITI, including 26 from Africa. EITI has uncovered significant  in discrepancies
various countries, such as a US$55 million payment gap in Ghana, US$2.4 billion in recovered tax payments in Nigeria, and 
missing funds of over US$100 million in the Democratic Republic of Congo.

However, several resource-rich African countries have not yet joined the EITI even though membership would enhance 
accountability and reduce the secrecy associated with non-disclosure, fostering greater trust and good governance in the 
extractive sector.

All these initiatives represent a multi-faceted approach to addressing IFFs. Still, challenges remain, such as weak 
enforcement mechanisms, limited resources and a lack of global cooperation in tackling tax havens and multinational 
abuses.

https://carnegieendowment.org/research/2024/11/illicit-financial-flows-africa-tax?lang=en
https://eiti.org/
https://www.un.org/osaa/sites/www.un.org.osaa/files/tackling_iffs_in_tax_reform_and_illegal_commercial_practices_-_nov_2022.pdf
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