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EXECUTIVE SUMMARY 

The past years saw many African economies booming, with an increase in foreign direct 

investment along with a rise in foreign trade. Despite the fact that individual country GDP rate 

has been on the rise, various questions arose on the systematic increase of income gap 

between the riches and the poor. Various experts, scholars and government entities have try to 

explain the situation using one angle or another. Among the many trigger behind the economic 

desolation or imbalance of the continent, illicit financial flow is often cited. Illicit financial flow 

takes into account various activities that go behind the judicial radar of national government, 

thus undermining the ability of the state to collect revenue. This decrease in revenue affects 

different sectors of the economy such as social, political, economic and even cultural. Taking 

multiple form, illicit financial flow appears in this regard as ‘cancerous cells’ whose objective is 

to act as a social, political and economic neutralizer of the African nations unable to effectively 

tackle it.  

The central premise of this policy paper is the unfolding of illicit financial flow across Africa. 

Illicit financial flow affects the African continent as a whole. Africa is the continent that suffers 

the most in term of illicit financial flow. Due to inadequate trade assessment system, not well-

trained staff, inefficiency of institutions and the influence of informal economy, it has been very 

difficult for government authorities to effectively limit the transaction of illicit money. Ghana 

and Tanzania represent two great examples as they show ways in which government officials 

interact with illicit finance flow, the impact it has on the country, the different policies they 

have implemented and how effective they have been.  

This paper addresses African leaders and government officials by highlighting on approaches 

they could take to limit illicit financial flow. By underlining a set of policy proposition fitly 

unique at the national level, secondly at regional level and thirdly at a global level, however the 

policies at the national level stay the most important.  

To reduce illicit financial flow, this paper recommends African countries to develop an open 

system of government officials’ income, budget initiative, foreign aid project allocation and 

fiscal information which can be accessible to the generable public; to implement tax reform and 

an office of national authority and assessment of public procurement; encourage promotion of 

individual accountability in company account and customs declarations; encourage the 

promotion of individual accountability in accounting, auditing, and consulting practices.  

These set of policies might not represent the panacea to Africa illicit financial flow problem, 

however looking at the impact it has done on the economy, politic and society of African 

countries, it is imperative to attempt to limit the issue while underlining the huge impact it has. 
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UNDERSTANDING ILLICIT FINANCIAL FLOW  

Financial flow which represents the movement of money into or out of 

financial product is used to assess measure, estimate or give 

information about a company, country or a region’s value and 

economic standpoint. What happens when there are discrepancies in 

that analysis or when data are not representative of the real figure of 

the company, country or region? In a more simplistic way, illicit 

financial flow can be defined as money illegally earned, transferred or 

usedi. Despite the difficulty to measure, the annual illicit financial flow 

from Africa to banking secrecy jurisdictions run by developed nations is 

believe to exceed the total aid flows within the continentii.  

Trade Misinvoicing 

It is important to know that the vast majority of illicit financial outflows 

are due to trade misinvoicing, which is the deliberate misreport of 

value of commercial transaction or more explicitly the manipulation of 

price, quantity, or quality of goods and servicesiii. This happens for 

reasons such as, money laundering, claiming tax incentives and 

dodging capital control. The underlining problem here is that most 

developing nation and African nations in particular tend to speed the 

process of customs transaction and bypass strict financial control in an 

effort to attract foreign direct investment, promote foreign trade, 

facilitate foreign aid obtention and boost the national and regional 

economy. Within this fragile financial environment, trade misinvoicing 

became the gate of low risk endeavor for criminals, business owners 

and political leader alike. To better understand trade misinvoicing, 

consider the following diagramiv: 

 

 

 

“Beyond the Damaging impact of 

the overall capital outflows, illicit 

financial flows have terrible, 

subversive impact on government 

victims of crime, and society. They 

facilitate transnational organized 

crime, foster corruption; 

undermine governance, and 

decrease tax revenue.”  - 

                      Global Financial Integrity 

“Over the last 50 years, Africa is 

estimated to have lost in excess of 

$1 trillion in illicit financial flows 

(IFFs)”  

Kar and Cartwright-Smith 2010; Kar 

and Leblanc 2013 on Illicit Financial 

Flow Report of the High Level Panel on 

Illicit Financial Flows from Africa 
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This is a case of import over-invoicing; the Nigerian importer illegally moves $500,000 out of 

Nigeria, although the real price of cars bought from the Chinese exporter is $ 1 million. He uses 

Mauritius intermediary to re-invoice the amount up to $1,500,000. The Chinese exporter gets 

paid $1 million and the $500,000 that is left over is diverted to an offshore bank account owned 

by the Nigerian Importer in Switzerland. 

Money Laundering 

The Global Financial Integrity organization defines money laundering as the process of 

distinguishing the proceeds of crime and integrating it into the legitimate financial systemv. To 

be more specific, it aims to hide the identity, source, and destination of illicitly-obtained money. 

Let’s consider an illegitimate source that gathers, illegally, money into the hand of a launderer. 

The launderer will then circulate the money through a complex scheme of transactions (to 

make it very difficult or impossible to retrace the money), and the scheme will then return the 

money to the launderer in an obscure and direct way. The money here gets into the financial 

system, then is separated from its source (by using unidentified shell companies), and finally 

the money is returned to the illegal source in an authentic-looking source. It is important to 

Ships 100 cars worth $1 million directly to Nigeria 

$500,000 diverted Basic Trade 

Misinvoicing Diagram 

Mauritius Entity 
Importer 

Offshore 

Account in the 

Switzerland 

Chinese Exporter Nigeria Importer 
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note that the involvement of financial institution is primordial as they help move large 

quantities of illicit money between countries electronically.  

 

Consequences of Money Laundering in Africa 

As I mentioned above, laundering money help criminals mask the illegal origins of their wealth 

and protect their asset bases in order to evade the suspicion of the judicial system by not 

leaving any trace of incriminating evidence. This tactics has been current in Africa for very long 

and still continues today. It has fueled conflicts in countries like Democratic republic of Congo, 

Sierra Leone, Angola, just to name a few (I will talk about it in more details later). In addition 

to this,   laundering money promotes corruption, whereas corrupt African officials launder 

brides, public funds and even development loans from international financial institutions (I will 

talk about this in more details later). This can be well explained using the money laundering 

cycle- diagram below.  

 

The Money-Laundering Cycle - Source: The United Nations Office of Drugs and Crime (UNODC) 

The consequences of money laundering in Africa alone have been disastrous. Africa is 

increasingly exposed to the exploits of money laundering as a result of the nature of its 

economy. The economy of the continent which is mostly made of informal economies is not 

covered or adequately covered by the judicial system. This has been for very long a barrier in 

effectively assessing the scheme of money laundering around the continent. As a percentage of 

its GDP, Africa suffers the largest in term of money laundering in the world; 5.5 % against 3.9% 

globally. In a reportvi released in December 2014, Global Financial Integrity estimated the 



6 
 

volume illicit financial outflows from the developing world between the year of 2003 and 2012 

at $6.6 trillion with 2012 accounting for $991.2 billion.  It is important to underline that the 

estimation for 2012 was greater that FDI and foreign aid combined. In the case of Africa from 

2003 to 2012 illicit financial flow accounted for $528.9 billion, and from 1970 to 2012 it 

accounted for an estimation of $1.12 trillionvii.  

 

TAX HAVENS 

Tax Havens or offshore financial secrecy represents a sovereign space and place where taxes 

are low or non-existent. They are designed with the solely purpose to attract corporate and 

financial entities. These offshores financial secrecy have unique characteristics to themselves 

such as: a strong financial secrecy (information is strictly secret and cannot or not easily 

acquired for official purposes or as tax collection), legal entities information are unavailable for 

privacy concern, extra advantages such as zero or low taxes rate to foreign-owned legal entities 

or to non-residents. In general, whatever the description of tax-havens, it does not hold a 

concrete definition as its nature varies from one place to another. What does this mean for 

Africa? To better touch into the impact it has on Africa, I believe it is important to recognize 

understand why this is problematic not only for Africa but for the global economy as well. 

Financial institutions involved in Tax secrecy, to defend this illicit financial transaction would 

use ‘commercial privacy’ as crucial for their activity. What is wrong here is that according to 

economic theory, markets work at their best when there is maximum information out about 

what everybody is doing. On this basis, decision on where to allocate capital in order to get a 

proper fair allocation of resources participate in a better use of the world asset to create a 

maximum well-being.   
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Consequences of Tax Havens in Africa 

As mentioned above, Tax Havens deliberately create a veil of secrecy to make sure that non-

resident or foreign entities that are using the legislation cannot be identified in the country 

where they live. Let’s take an example of an apparel industry that operates in Kenya and does a 

great part of their business in the country. What happen if the industry in Kenya trades to get 

the logo of their products from another country? In this case if the logo is to be bought in the 

Canyon Island, the industry in Kenya would have to buy the logo from the Cayman Islands. 

Knowing that this is very difficult to value, the industry in Kenya can easily transfer a vast 

amount of money in the Cayman Island (Tax Havens). 

How does it affect Africa as a whole? Tax Haven has 

undermined the ability of African nations to raise 

their own revenue. The impact of Foreign Direct 

Investment in the short term are well known 

(employment, innovations…), however in the long 

term countries hope to invest in sectors like school, education, health care or particularly things 

that will foster development. Nonetheless Tax Havens have slowed this goal by allowing 

financial institutions, corporates and wealthy individuals to destabilize the tax system of African 

nations. It has for long weakened the revenue mobilization of most African countries whereby 

decreasing government spending, increasing foreign aid dependency and deepening poverty in 

some African regions. In addition the burden tax havens produce in Africa; it plays a key role in 

spreading corruption across the continent. Corrupt and wealthy African leader are more likely 

to use tax havens to hide their assets. 

CORRUPT PUBLIC OFFICIALS AND TRANSFER OF DIRTY MONEY 

It is not a surprised to many when stated that Africa has suffered and continue to suffer 

because of a constant financial hemorrhage. The continent financial suffering often attributed 

to its colonial past and the period of the structural adjustment policies can be diverged to the 

very ones who are supposed to lead African nations to the right path.  Despite the involvement 

of multi-nationals in weakening the tax system using tax havens, African leaders as well 

“International Banking laws help 

African elites borrow big, then shift 

funds to personal accounts” 
James K. Boyce Ndikumana – Member of the 

United Nations Committee on Development 

Policy 
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participate in hiding illicitly acquired wealth in safe havens abroad. What is interesting is the 

relationship between the continent external assets and its external debts. African assets are 

privately detained by a very small portion of the population, wealthy African Elites. On the 

contrary, its debts are owned by the African people as a whole through the government. A 

great example is the case of Gabon. In her book “Justice Under Siege: One Woman’s Battle 

Against a European Oil Company”, Eva Joly, Norwegian-born French magistrate and politician 

for Europe Écologie - The Greens; explains how in 2007 the French investigation which she was 

leading identified multiple bank accounts held by ex-Gabonese president Omar bongo at BNP 

Paribas and Credit Lyonnais, both of which had provided loans to the Gabonese government.  

The odious financial transaction executed by corrupt African leaders has been found to be 

positively correlated with the amount of financial loans African governments receive. It has 

become accustom for borrowed money to end up in the pocket of politically influential African 

individuals. It is not surprising to see African presidentsviii like Ali Bongo Ondima (Son of Omar 

Bongo, previous president of Gabon), and Jose Eduardo dos Santos (president of Angola) whose 

annual earning are respectively $65,000 and $60,000 a year. Nonetheless, Ali Bongo affords to 

spend $129 million for a house in Paris while Jose Eduardo Dos has a net worth of $20 billionix. 

The dirty money used by corrupt African elites participates in various kinds of initiatives: odious 

spending, maintenance in power by creating or strengthening a corrupt political environment, 

financing international political aims, just to name a few. One of the main things this alarming 

and illicit financial transaction from corrupt African leaders does is undermining African 

institution by creating a system from top down fuelled with corruption.  

Repercussion of corrupt African leaders’ illicit transactions on the society as a whole 

If African leaders initiate in spoiling their own countries at their own benefit, what impact what 

that have on the social norm? What type of ambiance does it create in governmental 

institutions? How does affect the business and social culture of the country? Paul Collier, 

professor of economics and policy in the Blavatnik school of Government at the University of 

Oxford wrote a compelling article entitle “How to reduce Corruption”. Collier’s article, before 

been the gate through which African states can attempt to escape from the curse of corruption 
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helps to understand the presence of high-corruption trap. He names three powerful sources 

which perpetuate corruption namely: the power of moral norms, the risk of punishment and 

finally the power of expectation.  

By developing an environment fueled with distrust, complicity and dishonesty, corrupt African 

leader created a social norm of their own. By internalizing the distrust, complicity and 

dishonesty as the ultimate gate through which the society function, politicians, African 

investors, government elites just to name a few start behaving accordingly for what the head of 

state does his entourage replicates. This is then enforced within the society through different 

strategies which are motivated by corrupt acts. The moral norms of the population changes 

accordingly because it becomes very difficult to escape.  Corruption becomes normal and 

corrupt individual have very little or none feeling of guilt. 

The risk of punishment for a corrupt act across corrupt African states is very low. If a corrupt act 

is detected, it is less likely to be reported, punish or prosecuted. It is less dangerous to be 

corrupt in those state, therefor the incentive for bribery is very high.  

In relation to the power of expectations, in a corrupt society people expect each other to be 

corrupt. Corruption here acts as an incentive to move forward, therefore is mostly recognize as 

a valuable asset. It becomes ingrain into the system to the point that individuals become blind 

to acts of honesty.  

As simple as it might seems, illicit transactions initiated by corrupt African elites acts as an 

umbrella for bribery and various kinds of petty corruption in corrupt African societies. 

 

ILLICIT MONEY TRANSFER AND STIMULATION OF TERRORIST ACTIVITY 

Terrorism financing has raised many concerns across Africa, mainly due to the rise of various 

terrorist groups across the region such as the Nigerian group Boko Haram Islamistsx and the 

Central African Republic’s Seleka groupxi.The rise is believed to be strengthened by several 

factors such as the presence of large, informal, cash-based economies, political instability, 
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ethnic violence, accentuate corruption, poverty and high level of unemployment. All this 

combined has generated the rise of extremist and terrorists whose financial funding comes 

from illicit activities and sources to support their activities. This has caused adverse effects on 

security, peace and development within the countries affected and their neighbors. The United 

States Department of State‘s 2011 report on terrorism indicated that “Africa experienced 978 

attacks in 2011, an 11.5% increase over 2010. This is attributable in large part to the more 

frequent attacks of the Nigeria-based terrorist group Boko Haram, which adducted 136 attacks 

in 2011 – up from 31 in 2010”xii It is as well important to note that in 2012, the group Boko 

Haram conducted 364 terrorist attacks killing 1 132 people.xiii One of the best way through 

which extremist groups increase in numbers is by exploiting the negative conditions which fuels 

the social construct of the region particularly in relation to the young and desperate generation. 

In addition to this, most African countries borders are ungoverned and unprotected, which 

facilitated the infiltration and formation of terrorist groups. Over the years, terrorist groups in 

the continent have become more sophisticated and better equipped mainly because of an 

increase of resources (arms, explosives, vehicles) to carry their attacks, as well as increase in 

logistical funding (accommodation, travel,…). Claims have risen that terrorist groups in Sub-

Saharan Africa are financially fueled through illegal financial transactions from NGOs and other 

subsidiaries.  

ESTIMATION OF THE SEVERITY OF ILLICIT FINANCIAL FLOW 

As described by the Global Financial Integrity report on Africa, to have a better understanding 

of the severity of illicit financial flow in the continent, it is important to assess a set of individual 

African states in relations to the volume of outflows, illicit flows to GDP, illicit flows to external 

debt, illicit flow to official development assistance, illicit flow to population, and illicit flow to 

non-oil exports (see the respective charts in the appendix).  

a) Volume of outflows 

It shows the top 20 African countries with the largest cumulative illicit outflows 

between1980 and 2009. Nigeria, South Africa, and Egypt are the three main largest 

exporters of illicit capital from Africa. (chart 5a) 
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b) Illicit Flows of GDP 

It shows the ranking of illicit flows as a percent of GDP (chart 5b), with Djibouti, Congo 

Republic, Equatorial Guinea, Seychelles and Chad as the top ones. 

c) Illicit Flows to External Debt 

Illicit flows of external debt shows that debt was not utilized properly, instead was 

mostly used to finance illicit capital outflows. (Chart 5d) 

d) Illicit Flows to Official Development Assistance (ODA) 

It shows African countries that are the largest recipients of external aid and which 

transaction is not reflective of the development assistance. (Chart 5e) 

e) Illicit flow of Population 

It is estimated that as for the period 1980-2009, Africa lost $1.146 per person. Southern 

Africa was the most affected region with per capita loss of illicit capital of nearly $2,000 

per person.  

f) Illicit Flows to Non-oil Exports 

Analyzing non-oil export country help to facilitate the ranking of all countries bases a 

common denominator. (Chart 5c) 

The severity of illicit financial flow in the African continent highlights the consequences it has 

on the economy and society as a whole. On an inflation-adjusted basis, Africa is believed to 

have lost between $1.2 and $1.4 trillion from 1980 to 2009. Western and central Africa 

accounted for about 37%, North Africa accounted for 31 %, while southern Africa accounted for 

27%. In West Africa, Nigeria, the Republic of Congo and Cote d’Ivoire are main drive; in North 

Africa Egypt, Algeria, and Libya are the main drivers; while in Southern Africa, South Africa, 

Mauritius, and Angola are the principal agents.  Nigeria, South Africa and Egypt are the main 

exporters of illicit capital from Africa.  

Using two main African Countries, respectively Ghana and Tanzania, I will demonstrate the 

varying magnitude and consequences of illicit financial flow in Africa1. Tanzania experienced the 

                                                           
1 The analysis of only Ghana and Tanzania was due to the page restriction of the policy paper, nonetheless many  
other countries suffer from Illicit financial flow, and some great examples are Mozambique, Kenya, Uganda, 
Nigeria and South Africa. 
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greatest annual average gross illicit flows with $1.87 billion while Ghana comes at the third 

position with an estimate of illicit financial flow of $1.44 billion. Kenya comes as second follow 

by Uganda as fourth. The choice of the country was based on geographical location and the 

existing differences in regional groups.  Ghana is located in West Africa while Tanzania is 

located in Eastern Africa. 

 

THE CASE OF GHANA 

Ghana, country located in West Africa with a population of 25.9 million2 inhabitants (2013 est.), 

is well known in Africa for its political stability and economy. The country is well ranked in 

measures such as the Failed Index3 and Corruption Perception Index4 compared to other 

countries across Africa. Its economic and institutional reform has allowed the country to 

increase its GDP and economic performance. Despite its increase in wealth, the Ghanaian 

government was faced with more challenges, particularly the insurance that extractive revenue 

is not misdirected and that reforms continue to foster the economy by promoting the 

availability of health and education facilities particularly in rural areas.  Therefore increasing 

financial transparency was crucial for the economy, and society as a whole.  

Revenue lost and implication 

From 2002 to 2011 Ghana had an illicit outflow of 7, 32 billion. This was equal to 56% of the 

country foreign aid from all donors during the same period5. The mining sector represents the 

portal through which the illicit financial flows take their course. It is not a surprise in the 

country that particularly mining companies are the principal actors who take advantage of the 

tax system, thereby decreasing resources for financing educations, agriculture, and health care 

and so on.  

                                                           
2 World Bank country profile 
3 The Fund for Peace, The Failed States Index 2003, http://ffp.statesindex.org/rankings-2013-sortable. 
4 Transparency International, 2013 Corruption Perception Index, http://cpi.transparency.org/cpi2013/. 
5 Global Financial Integrity Report 
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The Ghanaian government’s total expenditure on poverty reduction, which takes into account 

health, education, and other services, accounted for $1.84 billion in 2011, which was 4.8 

percent of its $38.39 billion GDP for the same year6. In relation to trade misinvoicing (table 3 in 

appendix), if the average revenue loss per year is $386 million and the average spending on 

programs intended at poverty reduction per year is about $1.8 billion, this suggests that if all of 

the missing revenues due to trade misinvoicing were used for the country development 

programs, the budget for poverty reduction efforts could have risen by 21.4 percent. This 

shows that the Ghanaian government could have significantly reduced its dependency on 

foreign aid whereby increasing its fiscal independence. (See chart 1 in appendix for a better 

comparison between average financial aid assistance, average illicit outflows, and average tax 

revenue loss) 

Policy Environment 

To better understand the policy environment in Ghana in relations illicit financial flow, it is 

important to acknowledge the advancement the economy of the country has made in a decade 

(GDP increasing six time bigger, international trade rising consequently). Due to the increase 

opportunity for illicit financial flow and growing complexity in the business environment, 

financial authorities put in place different set of strategies to effectively tackle the issue. They 

underlined three goals; effective customs administration and trade data, transparency and 

governance, and financial regulation. 

Effective customs administration and trade data 

                                                           
6 . International Monetary Fund, African Dept., “Ghana Staff Report for the 2013 Article IV Consultation,” in Ghana: 
2013 Article IV Consultation, IMF Country Report 13/187 (USA, 2013), 
http://www.imf.org/external/pubs/ft/scr/2013/cr13187.pdf (accessed October 1, 2013). 



14 
 

Between the year 202 and 2011, the total value of exports and import of the Ghana has 

increased significantly; this consequently put pressure on customs authority. In response to this, 

the Ghanaian government established the Ghana Revenue Authority (GRA) which combines 

various entities of the Ministry of finance in addition to the internal revenue Service and 

Customs, Excise, and Preventive Service7. Despite the extra support received, the Ghana 

Revenue Authority (GRA) still show some ineffectiveness8.  The GRA has been effective in using 

the computerized Ghana Customs Management System (GCMS) to screen imports. Let’s note 

that this is signatory to the WTO customs Valuation Agreement. The Customs administration 

has shown improvement over the year; however GRA has been 

inefficient in publishing their aggregate trade statistics or the 

underlining trade data on time.  This makes the Ghana 

assessment to trade misinvoicing questionable, not surprising 

when the IMF found some issue in data collection such as 

imports double counting of goods prior to final payment of 

import duties9. If the country GRA effectiveness does increase, 

this will mean that the country officials will need a more 

sophisticated system. 

Transparency and governance 

Ghana has in place a central registry for corporate information. 

However it does not take into account beneficial ownership 

information which is necessary in helping bank comply with 

anti-money laundering and detect suspicious transactions. In 

this regards, it is very difficult to trace illicit transaction and the 

perpetrator.  

                                                           
7 Ghana Revenue Authority, Government of Ghana, Profile of the Ghana Revenue Authority, 
http://www.gra.gov.gh/index. php?option=com_content&view=article&id=4&Itemid=22  
8 Ghana Revenue Authority, Government of Ghana, “Operational Times of Customs Division of Ghana Revenue 
Authority,” http:// www.gra.gov.gh/index.php?option=com_content&view=article&id=151:operational-time-of-
customs-division-of-ghana-revenueauthority&catid=11:latest-news&Itemid=26 
9 . International Monetary Fund, ”Ghana: Staff Report for the 2013 Article IV Consultation,” p. 103. 

Ghana is the fifth easiest 

jurisdiction worldwide in 

which to establish 

anonymous shell 

corporations—legal entities 

where the beneficial owner is 

unknown even to law 

enforcement. In this regard 

such entities can be used to 

hide ownership of ill-gotten 

assets or disguise the source 

of corrupt funds. 

Source: Michael Findley, 

Daniel Nielson, and Jason 

Sharman. “Global Shell 

Games: Testing Money 

Launderers’ and Terrorist 

Financiers’ Access to Shell 

Companies.” Centre for 

Governance and Public Policy, 

Griffith University, September 

2012 
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Ghana in order to improve transparency and governance has signed the Convention on Mutual 

Administrative Assistance in Tax Matters. This signatory allowed the government to request 

information on Ghanaian citizens’ assets and income from other signatory member states’ tax 

authorities. However this is done solely on request.  

In addition to this the country is also a member of the Extractive Industries Transparency 

Initiative (EITI). Its membership show his willingness to disclose payments to the government by 

private companies operating in the  extractives industries (mining), which is a major source of 

corruption in the country. The bright side with such agreement is that the report from each 

country is made public; which gives the opportunity citizens and civic societies to hold the 

government accountable.  

Transparency and government accountability play a crucial role in the development process of 

nations, more importantly in ensuring a long-term sustainable development. I believe it would 

be advantageous for the Ghanaian government to invest in making the Ghana Revenue 

Authority (GRA) more effective.    

Financial regulation 

Ghana has made considerable efforts in integrating with the world economy and financial 

system. By adopting a market-led strategy approach such as allowing its currency to float, 

removing restrictions on imports and opening its financial sector to foreign banks; Ghana 

experienced a rapid economic development. Similarly to customs administration and trade data, 

the country has not really been able to keep up with its financial regulatory system. Ghana to 

date still uses a trade-based money laundering approach, which falls behind international 

standards.  

Ghana has signed membership agreements with organizations such as the Inter-Governmental 

Action Group Against Money Laundering in West Africa (GIABA), Financial Action Task Force 

(FATF). Despite the strive for these regional body to eradicate money laundering in the region, 

Ghana still lack efficiency in the operation of their Financial Intelligence Unit whose main goal is 

to process suspicious transaction reports from banks. Ghana also accused deficiency in its Anti-
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Money Laundering (AML) which main goal is to track and seize illicit money that has been 

laundered and integrated into the system. 

The Ghanaian government recognition of the importance to improve the country financial 

system through effective customs operations, transparency and governance and initiatives, and 

anti-money laundering regulations should be the prime objective if the country wishes to see 

and economy that is equally leverage with its capacity and technical ability to tackle illicit 

financial flow.   

 

THE CASE OF TANZANIA 

Tanzania, country located in Eastern Africa with a population of about 49.2 million inhabitants, 

has sustained a stable economy since the global financial crisis of 2009. The country economy 

with an Average GDP growth of about 6 percent since 2009 has shown great return on natural 

resources, and agricultural sectors. However what still to date remain a problem in the country 

is the vicious cycle of poverty in which a great percentage of the population remained. The 

rampant poverty has led to an increase of tensions between different religious groups, whereby 

raising serious concerns on the management of the country resources.  

Revenue Lost and Implication 

From 2002 to 2011, Tanzania has registered more than $8 billion in illegal domestic capital 

drained out of the economy and estimated of $248 million per year due trade-based tax 

evasion. The main problems with such illegal financial transfer when it comes to Tanzania 

knowing the social conditions are what it could have done. It could have helped increase 

employment, further access to social services, improve infrastructures, or overall participate in 

stimulating local economy. Tanzania is ranked 119th out of 175 countries in term of corruption 

perception index10. In term of failed states index, the country is classified as very high warning.  

                                                           
10 "Corruption by Country / Territory." Transparency International. N.p., n.d. Web. 05 May 2015.  
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In 2011, the gross illicit financial flow in relation to percentage of GDP accounted for nearly 25 

percent. A greater percentage came from import over invoicing, which alone raises multiple 

questions on how Tanzania assessment of import duties to finance government budgets. 

According to a research done by Tondedeus Muganyizi at the International Centre for Tax and 

Development11, the estimate trade misinvoicing  clearly show that import over-invoicing 

transaction are fuel imports, and which have an import duty exemption in relation to mining 

companies.  This literally suggest that the mining entities in Tanzania are inflating their import 

costs to shift capital out of Tanzania illicitly, and event more painful when this is done in 

addition to the lower tax rate on income.  

One thing that is important to note is that Trade Misinvoicing started rising in 2008 when the 

Export Processing Zones (EPZ) was implemented. All investor operating within the EPZ’s were 

granted import-duty exemption on raw materials that was used in the manufacturing of goods; 

in addition to that, they were as well granted a 10 year corporate tax holiday. This elimination 

of import duties accelerated the transfer of capital out of Tanzania illicitly through import over-

invoicing. It is as well important to note that the official corporate tax rate for mining 

companies is 30 percent, so the country loses out on an average of $248 million dollars per year 

in lost tax revenue12. This vast lost in revenue and the loss of capital which was to be available 

domestically for development is what undermined the Tanzanian economy accelerating the 

level of poverty among the lower class. Let’s note that most of this illicit transfer of capita is 

transfer in countries like Switzerland and Singapore which are considered as tax havens. (See 

table 6 in appendix showing the sudden increase of trade misinvoicing in 2008) 

Policy Environment 

The illicit financial flow of money in Tanzania persuaded the government of the importance to 

implement effective strategies to address the issue. Not surprising when former president of 

Tanzania, president Mkapa at the official ceremony launching of the East African Regional 
                                                           
11 Tondedeus K. Muganyizi, “Research Report 1: Mining Sector Taxation in Tanzania,” International Centre for Tax 
and Development (Brighton, UK: Institute of Development Studies, August 2012), 20, 
http://www.ictd.ac/sites/default/files/ICTD%20Research%20 Report%201_0.pdf. 
12 KPMG, Tanzania Fiscal Guide 2012/13, p1, http://www.kpmg.com/Africa/en/KPMG-in-
Africa/Documents/MC9197_Fiscal%20Guide_ Tanzania.pdf 
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Technical Assistance Centre (EAST-AFRITAC) stated: “a number of new challenges…have 

emerged; particularly those related to…money laundering, terrorism and the need to set up 

financial intelligence units. All these require expertise and resources to address them”13. This 

statement shows President Mkapa to reform the country financial system for a better 

assessment of the country revenue and effective use.  

In order to have a better knowledge of the licit and illicit financial flow with the country, 

government officials enacted various reforms focusing on Customs and Trade policy, 

Transparency and governance, and financial regulation as stipulated by the Global Financial 

Integrity organization.  

Customs and Trade policy 

In recent years, the Tanzanian Revenue Authority (TRA) was able to implement the 

computerized ASYCUDA++ system. ASYCUDA is a computerized system designed by the United 

Nations Conference on Trade and Development (UNCTAD) to administer a country’s customs14. 

Also as a member of the East African Community, they participate in the exchange of 

documentation with Kenya and Uganda. It is as well important to note that the Tanzanian 

Revenue Authority still use a risk-based approach for import inspection where about a fifth of 

import undergo physical inspection. The government official have also implemented additional 

reforms to increase the efficiency of inspections while increasing revenue in return.  

Transparency and governance 

Tanzania over the years has made a commitment to improving transparency through the Open 

Government Partnership and the Extractive Industries Transparency Initiative (EITI)15. Since 

2009, the country has published reports on extractive industries and the different financial 

transaction that comprises these ones. However, only public sectors are affected.  

                                                           
13 Eugene E Mniwasa, “Detection and Suppression of Money Laundering in Tanzania” in relation to The 
inauguration took place in Dar es Salaam 24 October 2002 
14 "Unctad.org | Customs Automation - ASYCUDA." Unctad.org | Customs Automation - ASYCUDA. N.p., n.d. Web. 
04 May 2015. <http://unctad.org/en/Pages/DTL/TTL/ASYCUDA-Programme.aspx>. 
15 Open Government Partnership, Tanzania and the OGP: An Update, Sept. 11, 2012, 
http://www.opengovpartnership.org/blog/blogeditor/2012/09/11/tanzania-and-ogp-update 
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On the other hand, the country has not signed the Convention on Mutual Administrative 

Assistance in Tax Matters with other countries. This clearly explained why the Tanzanian state is 

at a disadvantage when it comes to revenue collection either licit or illicit.  

Financial regulation 

Financial regulation within the country is still peculiar and ineffective in relation to the 

international standard. Not surprising why it is the most impacted country in Africa when it 

comes to illicit financial flow. Tanzania is a member of the Eastern and Southern Africa 'Anti-

Money' Laundering Group (ESAAMLG) and its latest report was in 200916. These accumulated 

deficiency led the way for the inclusion of the country on the FATF’s “gray list” before 2014. It is 

only based on the various steps undertake by government officials to tackle the problem that 

Tanzania was remove form the list. Because of its accumulated failure when it comes to 

financial regulation17.  

Despite the appropriate custom n place to assess illicit financial flow, Tanzania still need to 

strengthen its trade policy. In addition to this, the insufficient culture of transparency and 

accountability is crucial to achieve financial stability in the country. 

 

POLICY ASSESSMENT AND RECOMMENDATION 

Addressing illicit financial flow is a very complex undertaking and I believe there is no particular 

panacea that will solve the issue. However, addressing the problem at a national level is the 

first great step in underlining the problem and constructively improving the situation. There are 

various policies available to significantly affect financial change at the national level; such as 

greater transparency in domestic and international transactions, and effective cooperation 

between governments from developing, Newly Industrialized  to developed economies. 

                                                           
16 Eastern and Southern Africa Anti-Money Laundering Group, Mutual Evaluation Report: Anti-Money Laundering 
and Combating the Financing of Terrorism – United Republic of Tanzania, (Dar Es Salaam: ESAAMLG, Dec. 2009), 
14-15. http://www.esaamlg.org/userfiles/ Tanzania_Mutual_Evaluation_Detail_Report.pdf. 
17 "Documents:- Improving Global AML/CFT Compliance: On-going Process - 27 June 2014." Documents:- Improving 
Global AML/CFT Compliance: On-going Process - 27 June 2014. N.p., n.d. Web. 05 May 2015. <http://www.fatf-
gafi.org/topics/high-riskandnon-cooperativejurisdictions/documents/fatf-compliance-june-2014.html>. 
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Stopping the charnel of illicit financial flow imperatively required more precisely both 

developed and developing nations to effectively corporate.  The following policy is applicable at 

the national level.  

Tackling corruption and the money transfer from Corrupt African leaders 

In other to tackle issues such as the transfer of money by African leader abroad, it is imperative 

to develop an open system which can be accessible to the generable public of government 

officials’ income, budget initiative, foreign aid project allocation and fiscal information.  

Assessing and comparing such information help increase government accountability and 

strength the financial platform of the country.  

 

Domestic tax reform 

There is a need for African states to implement tax reform and an office of national authority 

and assessment of public procurement.  A tax reform which is based to a broader group of 

taxpayers will increase compliance and decrease of tax avoidance that are in general costly to 

assess. Such implementation should be undertake first by the national government and 

secondly discuss with regional group.  

Custom service reform  

To facilitate the control of custom services, it is necessary for African states to implement 

efficient computerization of payment and collection procedures.  In this case the most 

important is training as it is crucial to detect and investigate possible illicit trade.  

Anti-Money Laundering initiatives  

In this case it is necessary to use strict measures.  Government authorities should have an open 

mandate to financial institutions on its ground. Financial institution should be required to 

report any suspicious transaction (exceeding an amount determine by parliament which 

represents the voice of the people. In this regards, it is therefore important for authorities 
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involved in the assessment of such transaction to be subject of hasher legal actions, if they 

derive from their objectives.  

Through intense training and investment in effective and efficient computerized system, African 

national government could be able to: 

- Encourage promotion of individual accountability in company account and customs 

declarations. This will lead to an increase in personal responsibility at the top levels for 

corporate behavior.  

- Encourage promotion of individual accountability in accounting, auditing, and consulting 

practices. This will help in increasing accountability of tax audits run by both 

government and private sector. 

Despite all the initiatives to bring about solution to the problem of illicit financial flow, one of 

the most prominent elements is the effectiveness of African public institutions. In any policy 

implementation, to assure a better implementation, it is important that the body that caries the 

implementation be efficient and credible, which is one thing most African lack. In this instance, 

African regional groups can help in increasing the accountability of member states. Regional 

group can: 

- In the case of West Africa, ECOWAS could incorporate terrorism financing in its regional 

assessment trajectory and can go further to develop country-based terrorism 

assessment office. And this is done in relation to national, academic and civil entities all 

alike. 

- Develop illicit financial flow tracking regional training platforms where participants learn 

various skills in monitoring, tracking and stopping illicit financial flow.  
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CONCLUSION 

Illicit financial flow has been and continues to be a real menace to Africa socioeconomic and 

political status.   The burden of illicit financial flow could be identified as cancerous to the 

continent as a whole, because of the rampant level of corruption and the perpetuate circle of 

poverty in the continent. With Ghana and Tanzania as two great examples, one can 

acknowledge that the battle against illicit financial flow needs serious investment an attention. 

African countries in this regard need to be more assertive and coordinative in implementing 

and enforcing their national illicit financial flow initiatives. The adherence to sub-regional, 

regional and international group serves as a solid ground for the ground in tackling the issue 

knowing that it is a multinational issue.  

In general, based on the often ignore burden of illicit financial flow, it is important to address it 

globally as it undermines international development goal by tearing down decades of work, 

policies reform and implementation. It is crucial to see, and understand the burden it has on 

the African continent. I believe that local, national and international entities could all 

participate in tackling illicit financial flow particularly in Africa.  
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ENDNOTES 

                                                           
i Illicit Financial Flows (iff), Report of the High Level Panel on Illicit Financial Flows from Africa. 

N.p.: Commissioned by the AU/ECA Conference of Ministers of Finance, Planning and Economic 

Development, P.15, n.d. PDF. 
ii 
iii "Trade Misinvoicing « Global Financial Integrity." Global Financial Integrity. N.p., n.d. Web. 03 

May 2015. 
iv Diagram inspired from the explanation of trade Misinvoicing from the  Global financial 

integrity  
v "Money Laundering « Global Financial Integrity." Global Financial Integrity. N.p., n.d. Web. 03 

May 2015. 
vi "Illicit Financial Flows from Developing Countries: 2003-2012 « Global Financial Integrity." 

Global Financial Integrity. N.p., n.d. Web. 03 May 2015. 

<http://www.gfintegrity.org/report/2014-global-report-illicit-financial-flows-from-developing-

countries-2003-2012/>. 
vii Calculation made from the estimations from the Global Financial Integrity Organization.  
viii "Top 15 Highest Paid African Presidents 2015." Ranking Interesting Facts About Africa. N.p., 

n.d. Web. 04 May 2015. <http://www.africaranking.com/highest-paid-african-presidents/>. 
ix "Richest Lifestyle – Celebrity Net Worth | Billionaire Rich List." Richest Lifestyle Celebrity Net 

Worth Billionaire Rich List. N.p., n.d. Web. 04 May 2015. 

<http://www.richestlifestyle.com/richest-african-presidents/2/>. 
x Chothia, Farouk. "Who Are Nigeria's Boko Haram Islamists?" BBC News. N.p., n.d. Web. 04 

May 2015. <http://www.bbc.com/news/world-africa-13809501>. 
xi "Central African Republic's Seleka Rebels Reorganize - BBC News." BBC News. N.p., n.d. Web. 

04 May 2015. <http://www.bbc.com/news/world-africa-27485051>. 
xii United States Department of State (2012) 
xiii United States Department of State (2013)  
xiii Global Financial Integrity, “Illicit Financial flows and the problem of net resource transfers 

from Africa: 1980-2009” Joint Report by African Development Bank and Global Financial 

Integrity, May 2013 
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