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SUSTAINABLE DEVELOPMENT GOALS

Curbing illicit financial flows: How to
raise $770b for Africa’s development

f we think about develop-

ment priorities for the next

15 years — with the Mille-

nium Development Goals
expiring in 2015 — adequate nu-
trition and basic education im-
mediately come to mind. Illicit
financial flows (IFF) would not
be top priority, but in a paper
for the Copenhagen Consensus
Centre, economist Alex Cobham
argues that they are important
enough to be included in the
post-2015 goals now being de-
bated by the international com-
munity.

If we look at the costs of IFF,
he clearly has a point: 20 sub-
Saharan Africa countries are es-
timated to have lost more than
10 per cent of their GDPs since
1980, while Africa as a whole is
still estimated to be losing 3.4
per cent of GDP, that is, $76 bil-
lion each year. The Washington-
based think thank Global Finan-
cial Integrity (GFI) estimates il-
licit flows to total ten-times the
current level of international
aid.

Nigeria offers a particularly
egregious example of the prob-
lem. The well-respected gover-
nor of the central bank, Lamido
Sanusi, was suspended for blow-
ing the whistle on an apparent
$20 billion difference between
the country’s recorded oil ex-
ports and those reported to the
bank.

Illicit cash flows are not nec-
essarily strictly illegal. Money
laundering — transferring the
proceeds of crime through ap-
parently legitimate channels
— is clearly illegal and the sub-
ject of stringent checks in the
banking sector. Abuse of power
by kleptocratic regimes to skim
off a country’s wealth into Swiss
bank accounts at the expense
of the rest of society is morally
wrong and often also criminal.

What is less clear-cut is the
avoidance of tax; while being

The revenue lost through misinvoicing by African countries could have been invested in development, including into education,
healthcare, or infrastructure improvements. Picture: File

COMMENTARY
DR BJORN LOMBORG

"A recent study by GFI found that between
2002 and 2011, $60.8 hillion moved illegally
into or out of Ghana, Kenya, Mozambique,
Tanzania, and Uganda using trade misinvoicing.”

legal in the strict sense of the
word, this is frowned on by so-
ciety. Recently, this has become
a big story in some countries as
multinational companies have,
quite legitimately, minimised
their tax liabilities by being reg-
istered in a low-tax country and
declaring their profit there while
in practice doing most of their
business elsewhere.

A recent study by GFI found
that between 2002 and 2011,
$60.8 billion moved illegally
into or out of Ghana, Kenya, Mo-
zambique, Tanzania, and Ugan-

da using trade misinvoicing.
This practice means that com-
panies alter the value of their
exports and imports to justify il-
licitly moving money in and out
of a country.

The potential average an-
nual tax loss from trade misin-
voicing came to about 12.7 per
cent of Uganda’s total govern-
ment revenue between 2002 and
2011, followed by Ghana (11 per
cent), Kenya (8.3 per cent), and
Tanzania (7.4 per cent), GFI
states. This tax revenue could
have been invested in develop-

ment, including into education,
healthcare, or infrastructure
improvements.

While public exposure is of-
ten enough for companies to
change practices to protect
their reputation, Cobham — re-
search fellow at the Centre for
Global Development — sug-
gests transparency should be
achieved via statutory public
registers rather than investi-
gative journalism and naming
and shaming.

He makes three proposals:
to make public full details of
company ownership (that is, no
shell companies with the real
owners remaining hidden),
ensure that there is automatic
exchange of tax information
between jurisdictions and re-
quire multinationals to report
on a country-by-country ba-
sis. This transparency should
greatly reduce illicit transfers.

Cobham proposes that one of
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the key targets for the UN sys-
tem should be “Reduce to zero
the legal persons and arrange-
ments for which beneficial own-
ership info is not publicly avail-
able.” If this gave just a 10 per
cent reduction in the average
losses to IFF in the decade from
2002, the benefit would be $768
billion, but reducing current
losses by half would raise this to
a staggering $7.5 trillion.

A wide range of compliance
costs have also been estimated,
but even using the highest of
these ($66 billion) with the low-
est benefit scenario gives a very
attractive benefit-cost ratio: for
each dollar spent on the above
goal, $13 would be gained.

Not reassuring

However, these transparency
proposals have to be as closely
adhered to universally as possi-
ble, if there is to be a substantial
impact — otherwise more money
will simply pass through other
channels which remain open.
The precedent of the existing
anti-money laundering frame-
work is not reassuring.

This system is universally
accepted and most countries
obey the letter of the law with-
out stemming the flow of illegal
money in practice. Even major
international banks are some-
times found to have flagrantly
flouted the rules. However, these
systems are complex and varied
and the wider transparency pro-
posals have the benefit of greater
simplicity, so perhaps we should
be more optimistic about them.

In an ideal world, it would
not be possible for criminals to
move their money about with
impunity; neither should com-
panies and individuals pay less
tax than society deems to be fair
in comparison with others. It is
now up to us to consider wheth-
er it is worth putting scarce re-
sources into trying to make the
financial world more ideal, or
whether there are better ways to
use them.

Dr Bjorn Lomborg, an adjunct
professor at the Copenhagen
Business School, directs the
Copenhagen Consensus Centre

Endemic violence inflicted daily on children at home, says Unicef report
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of adolescent boys ages 19 and

worldwide, are subjected to corpo-

one-fourth said they had been the

bands and boyfriends. One in 10

ONE IN 10 girls worldwide have
been forced into a sexual act, and 6
in 10 children ages 2 to 14 are regu-
larly beaten by parents and caregiv-
ers, according to a Unicef report.
The report, drawing on data
from 190 countries, paints a picture
of endemic physical and emotional
violence inflicted daily on children,
mostly at home and in peacetime
rather than on the streets or during
war. Homicide is especially com-
mon in some of the Latin Ameri-
can countries from which children
are fleeing by the tens of thousands
into the US: It is the leading Killer

younger in El Salvador, Guatemala
and Venezuela. Central and Eastern

Europe report the lowest rates of
homicide among children.

Overall, war accounts for a small

share of violence against children.
But during conflicts and other

humanitarian crises, domestic vio-
lence against women and children

rises measurably, according to the
authors of the study.

“Most violence against children
occurs at the hands of the people
charged with their care or with

whom they interact daily - caregiv-

ers, peers and intimate partners,”
the report says.
About 6 in 10 children, 1 billion

ral punishment as a form of disci-
pline by their caregivers, including
parents, although the report con-
cludes that “the most severe forms
of corporal punishment — hitting
a child on the head, ears or face or
hitting a child hard and repeatedly
— are less common over all.”
Among girls ages 15 to 19, almost

6

Or 6in 10 children aged 2 to 14
are regularly beaten by parents and
caregivers, according to a Unicef
report.

victims of “some form of physical
violence since age 15.” They said
they suffered most at the hands of
the men to whom they were closest.
In countries as varied as India and
Zambia, for instance, more than 70
percent of girls named their cur-
rent or former husbands or part-
ners as the perpetrators of physical
violence against them.

There seems to be widespread
social acceptance of the practice:
Half of all girls ages 15 to 19 said
they believed a man was sometimes
justified in hitting his wife.

Likewise, girls worldwide re-
ported being subjected to sexual
violence at the hands of their hus-

said they had experienced “forced
intercourse or other forced sexual
acts at some point in their lives.”
Boys were found to have experi-
enced sexual violence, too, but to a
lesser extent.

In the US, 35 per cent of girls ag-
es 14: to 17, and 20 per cent of boys
in the same age range, had experi-
enced such violence.

Separately, an advocacy group
called the Watchlist on Children
and Armed Conflict issued a report
Thursday documenting the recruit-
ment of child soldiers by the mili-
tant group Boko Haram in Nigeria,
and by a civil defence group formed
to counter the militants.



