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Illicit Financial Flows Fact Sheet

Illicit Financial Flows: what they are

Illicit Financial Flows (IFF) is money illegally earned, transferred or used. At its origin, or during 
movement or use, the !ow of money has broken laws and is thus considered illicit. It is di"erent from 
capital !ight, which is understood as the movement of funds abroad to secure better returns, o#en in 
response to an unfavourable business climate in the country of origin.
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Illicit money can be classi$ed into three main categories:

 » Proceeds of the#, bribery and other forms of corruption by government o%cials;

 » Proceeds of criminal activities, including drug trading, racketeering, counterfeiting, 
contraband and terrorist $nancing; and

 » Proceeds of tax evasion and laundered commercial transactions. 
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 » Cumulative estimate of IFFs between 1970 – 2008 stands at $US854bn a $22bn yearly average

 » Trend has increased between 2000 & 2008, with $50bn being lost to $nancial out!ows every 
year
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Ndikumana and Boyce (2008) Kar and Cartwright-Smith (2010) Kar and Freitas (2011)

�����������������������
���������������������������
���

��������������������
�����
�����������
���	�����������������������

����������������������
���	
�
���������������������



2

28%

38%

10%

11%

13%

North Africa

West Africa

Central Africa

Eastern Africa

Southern Africa

Geographical distribution of IFF

Cumulative IFFs in Africa for 1970–2008 were unequally distributed. Two-thirds of IFFs were attributed 
to only two regions: West Africa (38%) and North Africa (28%; $gure 2.2). Each of the other three 
regions (Southern, Eastern and Central Africa) registered about 10% of Africa’s total IFFs.
 

Channels of Illicit Financial Flows

Illicit $nancial resources are drained from Africa 
through various channels, including:

 » Trade misinvoicing takes place either 
through export under invoicing or import 
over invoicing

 » Transfer pricing: &e organizational 
structure and nature of MNC operations 
facilitate IFFs, due mainly to the ease of 
selling and buying goods and services 
between sister companies and the head 
o%ce, typically located in di"erent 
countries. 

 » MNCs protect their pro$ts from taxation 
by employing complex, country-speci$c 
strategies. &e most common is transfer 
pricing: the manipulation of prices of 
cross-border transactions between related 
a%liates

 » Investment-related transactions: this 
happens when multinational invest heavily 
in the extractive industries in developing 
countries and structure the deals in a way 
to bene$t from higher commodities prices 
while preventing those countries from 
windfall pro$ts

 » O"shore $nancial and banking centres and 
tax havens: O"shore banking facilities have 
multiplied over the last 30years, with some 
operating in Africa. (Botswana, Liberia, 
Mauritius, Seychelles) 

 » Multinationals also use tax havens as a 
place to set up shell companies for tax 
evasion. &rough low or no taxes, lax 
regulation and well-defended secrecy, tax 
havens collectively control an estimated 
US$6 trillion, essentially servicing a niche 
market
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IFFs from the continent are highest in the extractive industries, including mining. Sectors such as 
edible fruit and nuts, electrical machinery and equipment, $sh and crustaceans, apparel, and cocoa 
have also been targets for IFFs over2000–2010, each accounting for 3–4% of the African total.
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Data shows that the main recipients of IFFs from African countries are developed countries and 
emerging economies, which are also Africa’s major trading partners.
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Illicit Financial Flows from Africa

 » Draining hard currency reserves: 
Africa lost about US$854 billion in IFFs 
over1970–2008 and continues to lose 
US$50–148 billion a year. &ese losses 
highlight the adverse impact of IFFs on 
the continent’s medium- and long-term 
development prospects. Despite recent 
strong performance, African countries 
have failed to generate additional resources 
to $nance development projects; 

 » Reducing tax collection: Substantial 
losses due to aggressive tax avoidance 
schemes increase the $nancing gap 
for development. Despite losses in tax 
revenues, developed countries have 
enjoyed net bene$ts from illicit !ows from 
Africa and other developing regions to 
$nancial centres in the developed world;

 » Deepening income gaps: IFFs divert 
domestic savings from real domestic 
investment, thus contributing to a net 
loss in $nancing for investment and 
development. &ey also a"ect income 
distribution because citizens face higher 
taxes and austerity measures designed to 
$nance external debt obligations.

 » Depleting investment: Due to huge IFFs 
from Africa, the continent has lower 
levels of investment than other developing 
regions, hampering poverty alleviation and 
economic transformation. Some estimates 
show that if Africa were to repatriate illicit 
funds, the capital stock would expand 
more than 66%. In addition, if the illicit 
out!ow of funds had not taken place, GDP 
per capita would have been 16% higher

 » Stimulating in!ation: Decreased 
government revenue further depresses 
investment. In addition, it may lead to 
greater seigniorage, which could stimulate 
higher levels of in!ation tax while 
depreciating domestic asset values

 » Weakening governance: Governance 
is weakened by poor state capacity, a 
shi# in resources from productive to 
unproductive activities and low private 
sector development

 » Undermining trade: Global Financial 
Integrity reports that developing countries 
lost tax revenues of US$98–106 billion 
a yearover2002–2006 due to trade 
mispricing, or about 4.4% of government 
revenues


