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Tax, Good Governance and the problem of Illicit Financial Flows 

Project overview1 

 

Preface 

 

The problem and negative consequences of illicit financial flows have been high on the 

international agenda for the last decade, and the need to find workable solutions is increasing. 

G20 Leaders, the OECD, and the UN, to name a few, have devoted resources to determine 

better ways to deter, trace, and curb illicit financial flows. For example, the UN High Level 

Panel on Illicit Financial Flows from Africa has shed some light on the significance of the 

problem in Africa.2 The problem was a focal point of the recent Third International Conference 

on Financing for Development in Addis Ababa which called for a redoubling of efforts to tackle 

illicit financial flows.3 

It is now clear that the social and economic impact of illicit financial flows is particularly severe 

for developing countries. The transfer of proceeds from corruption, tax evasion, and other 

crimes drain resources from economies and thereby stifle development and enhancement of 

infrastructure. According to UNCTAD, developing countries lose about $100 billion annually 

in tax revenues due to inward investments being routed through offshore financial centres.4 

Illicit outflows strip resources that could be used to finance much-needed public services. The 

reduction in domestic expenditure and investment affects the everyday lives of people since it 

means fewer hospitals, schools, and other essential facilities.  

As shown in the UNECA Report, the main drivers and enablers of this situation are weak 

institutions, inadequate regulatory structures, legal loopholes, and financial secrecy. All of these 

factors contribute to entrenched impunity and the institutionalization of corruption and become 

a vicious circle. In this context, illicit financial flows are evidence of poor governance. 

Therefore, in order to tackle illicit financial flows, good governance and good practices must 

be promoted and implemented.  

There are a number of initiatives aimed at curbing illicit financial flows, but they are often 

handled in separate processes and forums whereas achieving control of these flows requires 

coherent actions and cooperation between different actors.  

Against this background, the Institute for Austrian and International Tax Law at WU Vienna 

University of Economics and Business in collaboration with the African Tax Institute (ATI) at 

the University of Pretoria’s Faculty of Economic and Management Sciences has launched a 

project aimed at assisting governments in stemming illicit financial flows through the combined 

                                                           
1 Working draft by Alicja Majdanska. 
2 Report of the High Level Panel on Illicit Financial Flows from Africa commissioned by the AU/ECA Conference 

of Ministers of Finance, Planning and Economic Development, available online at. 

http://www.uneca.org/sites/default/files/publications/iff_main_report_26feb_en.pdf, p. 13, hereinafter: UNECA 

Report. 
3 Outcome document of the Third International Conference on Financing for Development: Addis Ababa Action 

Agenda, July 15, 2015. 
4 UNCTAD, United Nations Conference on Trade and Development, World Investment Report 2015. Reforming 

International Investment Governance, hereinafter: WIR 2015, p. xiii. 
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actions of different stakeholders: governments, business, and academia. The aim is to engage 

cohesively in building a sound legal and institutional framework which will help boost 

economic growth by reducing the opportunities for illicit financial flows.  

Since Sub-Saharan African countries are hit hardest by illicit financial flows, the geographical 

scope of the project will initially include Ghana, Nigeria, and South Africa. Nevertheless, the 

model and its outcomes could be applied at a later stage in other African countries and other 

regions. 

There are two main aims of the project. The first is to support the efforts of international and 

national bodies by providing a better research base for discussion and a forum for new ideas. 

This will include how to improve cooperation between law enforcement agencies and tax 

administrations. It will also look at why there is often a confrontational relationship between 

tax administration and multinationals and explore ways to achieve a more cooperative approach 

through a clearer understanding of the legal and regulatory requirements.  

The second aim is to look at the existing tools and practices of different government agencies 

to consider how to leverage them and to determine other possible tools to achieve better 

outcomes. This will include the need to understand the growing convergence and practical use 

of different international standards concerning taxes, corruption, and money laundering. 

This overview paper explains the purpose of the project, its objectives, and its timeline. The 

first part of the paper describes what is meant by illicit financial flows, their scale and effect, 

and the role of good governance in promoting transparency and inclusive tax cooperation. This 

is supplemented with an overview of existing initiatives addressing the problem of illicit 

financial flows. The rest of the paper describes the proposed approach of the expected outcomes 

of planned activities.  
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I. Setting the scene 

1. Illicit financial flow: what do we mean? 

Understanding the phenomenon of illicit financial flows (henceforth referred to as IFFs) is 

central to explaining its causes, the mechanisms being used, and its consequences. 

Terminological clarity is fundamental. 

The concept of illicit financial flows is perceived by some as being vague and imprecise and its 

content controversial.5 As noted by the UNECA, it is “marred by a lack of terminological 

clarity, which somewhat limits the emergence of effective policy options”.6 Numerous 

definitions of illicit financial flows have been posited, however, many do not reflect the true 

nature of illicit activities and are limited to only illegal actions.  

According to the OECD, IFFs are cross-border capital transactions either concealing illegal 

activities or facilitating them: “There are various definitions of illicit financial flows, but 

essentially they are generated by methods, practices and crimes aiming to transfer financial 

capital out of a country in contravention of national or international laws. (…) In practice illicit 

financial flows range from something as simple as a private individual transfer into private 

accounts abroad without having paid taxes, to highly complex schemes involving criminal 

networks that set up multi-layered multi-jurisdictional structures to hide ownership.”7 

Another definition provided by the World Bank8 appears to be broader than the one suggested 

by the OECD. The organization explains the phenomenon of illicit financial flows as financial 

flows that have a direct or indirect negative impact on (long-term) economic growth in the 

country of origin (depending on the particular national development situation). This definition 

underscores the outcome of a particular activity. The breach of the law is not required to classify 

a particular action as illicit. Instead, the activity is categorized as illicit if it hampers economic 

growth.  

The most popular definition which is used by many international bodies has been put forward 

by Global Financial Integrity (GFI). It describes IFFs as “cross-border transfers of funds that 

are illegally earned, transferred, or utilized”.9 The basic assumption in this definition is that the 

transfers in question take place via unregistered channels because their background or purpose 

is illegal. Similar to the definition proposed by the OECD, the GFI requires that a particular 

activity is illegal. The OECD and the GFI both limit the definition of illicit financial flows to 

illegal actions. Those financial flows that are against the spirit of law or are just not criminalized 

in a particular country but as such are perceived as unacceptable are not covered.  

                                                           
5 Marc Herkenrath, Illicit Financial Flows and their Developmental Impacts: An Overview, International 

Development Policy | Revue internationale de politique de développement [Online], 5.3 | 2014, Online since 19 

August 2014, connection on 23 May 2015. URL : http://poldev.revues.org/1863 ; DOI : 10.4000/poldev.1863 
6 UNECA (United Nations Economic Commission for Africa) (2013), The State of Governance in Africa: The 

Dimension of Illicit Financial Flows as a Governance Challenge (Addis Ababa: UNECA). 
7 OECD (Organisation for Economic Co-operation and Development) (2013) Measuring OECD responses to illicit 

financial flows (Paris: OECD), p. 16. 
8 Blankenburg, S. and M. Khan (2012) ‘Governance and Illicit Flows’ in Reuter, P. (ed.) Draining development? 

Controlling flows of illicit funds from developing countries (Washington, D.C.: World Bank), pp. 21-68. 
9 GFI (Global Financial Integrity) (2013a) Explore the Data: Illicit Financial Flows from Developing Countries 

2002-2011. How to Read the Report’s Findings (Washington, D.C.: GFI). 
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A much broader scope of illicit financial flows was proposed in the UNECA Report which 

defines them as activities “that, while not strictly illegal in all cases, go against established rules 

and norms, including avoiding legal obligations to pay tax”.10 It covers not only illegal actions 

but also those which are not explicitly forbidden by the statutes but are unacceptable in the light 

of unwritten rules, spirit of the law, or their purpose. This broad definition captures all financial 

flows even if they involve legal transactions.  

In literature, illicit financial flows are sometimes characterised by the four main components 

presented in the graph below.11 Two of these involve hidden transactions with illegal capital: 

the laundering of the proceeds of crime and the corruption and theft of state assets. The other 

two involve illicit (and often illegal) transactions with legally-obtained capital. These are tax 

abuse (both corporate and individual) and hidden ownership to hide conflicts of interest and to 

facilitate market abuse.  

Figure 1. Components of illicit financial flows 

 

 

Thus, the phenomenon is perceived to cover corruption, money laundering, tax evasion, and tax 

avoidance. There is a particular controversy around tax avoidance. Some claim that tax abusing 

activities remain a grey area of illicit financial flows.12 Discussions address the question when 

tax avoidance is perceived as an acceptable practice of taxpayers. Tax avoidance can be 

differentiated from tax evasion which covers non-compliance with the tax laws. Tax evasion 

includes activities that are deliberately undertaken by a taxpayer to illegally free himself from 

tax obligations 13 As such, tax evasion constitutes criminal activity, and actions recognized as 

tax evasion are classified as tax crimes.  

                                                           
10 UNECA Report, p. 23. 
11 Alex Cobham, The Impacts of Illicit Financial Flows on Peace and Security in Africa, Study for Tana High-

Level Forum on Security in Africa 2014 and UNECA Report, p. 23. 
12 Q. Reed and A. Fontana, Corruption and illicit financial flows. The limits and possibilities of current approaches, 

U4 Issue, January 2011 No 2. 
13 Annet Wanyana Oguttu, Curbing Offshore Tax Avoidance: The Case Of South African Companies And Trusts, 

2007, p. 2. 
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On the other hand, tax avoidance involves using or attempting to use lawful means to reduce 

tax obligations. It exploits loopholes in tax laws or differences between legal systems (e.g., tax 

arbitrage). Over the course of time, tax avoidance has drawn increased attention because it was 

assessed that, in particular, some corporates do not pay their “fair share”.14 In the aftermath, 

some have tried to distinguish between “acceptable” and “aggressive” tax avoidance practices.15 

In the OECD report, “Study into the Role of Tax Intermediaries”, the notion of aggressive tax 

planning was defined by two types of activities: planning involving a tax position that is tenable 

but has unintended and unexpected tax revenue consequences and taking a tax position that is 

favourable to the taxpayer without openly disclosing that there is uncertainty whether 

significant matters in the tax return accord with the law.16 In this way, the OECD drew a 

distinction between acceptable tax avoidance such as tax mitigation and minimisation and 

aggressive tax planning involving sham transactions.17 In some cases, there might be a blurring 

line between what is acceptable and what is not acceptable. This concept is subjective to a 

certain extent. Nevertheless, for the sake of clarity, tax avoidance addressed in this document 

covers aggressive tax planning. 

While explaining the phenomenon of illicit financial flows, it is worth highlighting substantial 

similarities between the techniques used to launder the proceeds of crimes and those used to 

commit tax crimes. Money launderers, tax evaders, and bribe takers aim to conceal the illicit 

origins of the funds and to integrate them into apparently legitimate sources. Therefore, they 

manipulate prices (over- and under-invoicing), manipulate turnover/sales, fabricate loans, 

fabricate a rise in net worth of bought and sold items, and use trusts and shell companies. Their 

ultimate goal is to create apparent legal origins of illicitly obtained proceeds so that they are 

able use them and benefit from them as if they were legal. All activities undertaken by them 

thrive on secrecy, inadequate legal frameworks, tax regulation, poor enforcement, and weak 

inter-agency cooperation. Moreover, conduct involving money laundering, corruption, or other 

economic crimes is usually also a tax crime. 

 

2. What is the size of the problem? 

When commenting on the scale of illicit financial flows, it has to be underlined that proceeds 

of these activities are difficult to measure. Estimates vary greatly and are heavily debated. This 

is due to the secret nature of illicit finances. Nevertheless, it is worth analysing data provided 

by different bodies to help in understanding why this phenomenon deserves in-depth research 

and widespread recognition as they clearly indicate that illicit financial flows are a global issue.  

According to UNECA, Africa is annually losing more than US$50 billion through illicit 

financial flows.18 In the last issued report, it was estimated that illegal transfers from African 

countries have tripled since 2001 when they were equalled to US$20 billion. In total, the 

                                                           
14 A. Cracea, OECD Actions To Counter Tax Evasion and Tax Avoidance (2013): Base Erosion and Profit Shifting 

and the Proposed Action Plan, Aggressive Tax Planning Based on After-Tax Hedging and Automatic Exchange 

of Information as the New Standard, 53 Eur. Taxn. 11 (2013), Journals IBFD. 
15 Allison Christians, Avoidance, Evasion, and Taxpayer Morality, 44 Wash. U. J. L. & Pol’y 039 (2014), 

http://openscholarship.wustl.edu/law_journal_law_policy/vol44/iss1/8. 
16 OECD, ‘Study into the Role of Tax Intermediaries’ (2008) OECD, p. 10-11. 
17 John Mclaren, The Distinction between Tax Avoidance and Tax Evasion Has Become Blurred in Australia: Why 

Has It Happened?, Journal of the Australasian Tax Teachers Association 2008 Vol.3 No.2, p. 147. 
18 UNECA Report, p. 2. 
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continent lost about US$850 billion between 1970 and 2008. The oil-exporting countries 

account for the largest share of illicit financial flows for Africa with Nigeria registering 30,5% 

total illicit financial flows for 1970-2008. The report confirms that these illicit financial flows 

from Africa exceed the official development assistance to the continent. Moreover, according 

to data presented in the UNECA Report, a sum equal to only one third of the loss associated 

with IFFs would have been enough to fully cover the continent’s external debt which reached 

US$279 billion in 2008.19  

Some data on illicit financial flows from developing countries are also provided by non-

governmental organizations. The most prominent come from the GFI. In its latest report from 

2014, the GFI estimated that, between 2003 and 2012, developing countries lost about US$6.6 

trillion in illicit financial outflows. In the analysed period, these flows were estimated to 

increase at 9.4 per cent per annum. Although a brief slowdown was recorded during the 

financial crisis, in 2010, the recorded trend was again growing and, in 2012, the illicit outflows 

were estimated to be US$991.2. In reference to Sub-Saharan countries, about US$68.6 billion 

outflew just in 2012.20 It is noteworthy that countries from this region received $39.9 billion in 

official development aid. These numbers prove that illicit financial flaws exceed even the help 

received from developed countries. The table below presents some data as estimated by the GFI 

and comparing levels of illicit financial flows, foreign direct investments, and official 

development aid.21 

 

According to data provided by the GFI, the largest scale of these illicit activities outflows are 

from Asia estimated at the level of $473,9 billion. Second place is taken by the Western 

Hemisphere whereas the third by Developing Europe. What then makes Sub-Saharan African 

countries so different against the background of other countries?  

                                                           
19 UNECA Report, p. 92. 
20 Dev Kar and Joseph Spanjers, IFFs from Developing Countries: 2003 – 2012, Global Financial Integrity, 

December 2014 
21 Source of data: Source: Dev Kar and Joseph Spanjers, Illicit Financial Flows from Developing Countries: 2003 

– 2012, Global Financial Integrity, December 2014. 
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First of all, Sub-Saharan African countries distinguish a growing trend of illicit financial flows 

against GDP. According to the GFI, in 2012, the relation of illicit financial flows to GDP 

equalled to 4,5%, whereas, in 2002, it was 2.7%. On the one hand, substantial aid is required to 

bring about economic development in the analysed region; on the other hand, the continent 

faces massive outflows each year. African countries suffer from lack of state capacity and 

widespread corruption which is a “driver” as well as an “enabler” of illicit financial flows. The 

inherent susceptibility to illicit activities is coupled with the “resource course” which is another 

gnawing issue in Africa. It is a direct consequence of the need for highly technical knowledge 

to interpret details of extractive industry, on the one hand, and involvement of state controlled 

companies favouring personal interests instead of public interests. In the case of Africa, it is 

noteworthy that 56,2% of illicit financial flows are estimated to come from oil and precious 

minerals such as iron, steel, and cooper.22 This proves that natural resources and way they are 

managed facilitate illicit activities and, unfortunately, also breed violence.23 

The total picture of capital flight from Sub-Saharan African countries is disconcerting. 

Whatever numbers are accepted, there is no dispute that illicit financial flows are very high. In 

respect to Sub-Saharan African countries, numbers paint a particular grim picture. Given that 

illicit outflows exceed the received official development aid, Africa can be truly called a net 

creditor vis-à-vis the rest of the world. 24 Although this conclusion was coined by James K. 

Boyce and Léonce Ndikumana based on data from the period 1970 to 1996, it seems to be up-

to-date. All measuring institutions confirm a steadily growing trend of illicit financial flows out 

of this continent. Particularly prone to these outflows are resource-rich countries. The picture 

continues to worsen. At the moment, illicit financial flows against the GDP are the highest in 

Sub-Saharan African countries. Against this background, Sub-Saharan African countries seem 

to be hit the heaviest by illicit financial flows. 

 

3. Putting illicit financial flows into broader good governance context 

Governance is of critical importance for a state and its citizens. Good governance is indicated 

as a key factor on the way to sustainable development whereas poor governance weakens the 

foundations of a social contract.  

Poor governance weakens a state’s institutional and regulatory basis. It is indicated by many as 

the main culprit of the massive illicit outflows out of Sub-Saharan Africa.25 As such, it may 

have many faces. It might be mirrored in onerous administrative burden, a weak legal and 

institutional framework, and political instability.  

In regards to administrative burden, it has to be stressed that simplified procedures might 

enhance, first and foremost, compliance with rules of law. On the contrary, the more 

complicated and burdensome, the greater the strides to avoid them. The linkage between the 

complexity of administrative proceedings and illicit financial flows is quite straightforward. As 

                                                           
22 UNECA Report, p. 97. 
23 The Economist, How natural resources breed violence, Aug 27th 2015. 
24 L. Ndikumana, J.K. Boyce, Is Africa a Net Creditor? New Estimates of Capital Flight from Severely Indebted 

Sub-Saharan African Countries, 1970-1996, Journal of Development Studies 38, no. 2: 27-56. 
25 UNECA Report, p. 41. 
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long as it is easier to make money through illicit activities than through legitimate ways, people 

tend to use the illicit channels.  

Institutional framework is also relevant in this scenario. Weak institutions or lack of them 

facilitate illicit actions. If no agency is responsible for or trained to detect and investigate illicit 

activities, then illicit channels can lure many. It has to be stressed that it is not only about the 

paucity of the adequate institutional framework but also about the awareness of risks. Adequate 

knowledge about the true nature of illicit financial flows should be the starting point in 

stemming them. 

Statutes and international agreements should be free from loopholes, relatively stable, and 

contain provisions discouraging illicit financial flows. An unstable and unpredictable legal 

environment might be the main reason why people try to operate beyond its borders whereas 

poorly drafted legislation is quite often abused.  

Good governance offers the solution to most drivers and enablers of illicit financial flows. It 

contributes significantly to combating illicit financial flows at all levels. As was recognized 

during the Third International Conference on Financing for Development, good governance is 

at the centre of the effective, efficient, and transparent mobilization and use of sources. To 

ensure the shift towards good governance and, in the aftermath, to sustainable development and 

poverty eradication, appropriate steps have to be undertaken. It requires strengthening national 

and international policy environments and regulatory frameworks and their coherence, 

harnessing the potential of science, technology and innovation, closing technology gaps, and 

scaling up capacity-building at all levels.26 A potential disabler of development efforts are illicit 

financial flows that thrive on weak institutions, lack of cooperation between main stakeholders, 

and secrecy in legal framework.  

The core value which is presented as a countermeasure to most of the gnawing current issues is 

transparency. As was acknowledged by the G8 Leaders in June 2013, “open economies, open 

societies and open governments (…) [are] the basis of lasting growth and stability”27 whereas 

transparency in taxation implies fairness and prosperity to all. It empowers people to hold 

governments and companies accountable. It is noteworthy that countries distinguishing with 

high illicit financial flows suffer from the lack of transparency. The actions of governments or 

administrations nor any data related to companies’ activities nor their stakeholders are made 

known; illicit financial flows thrive on secrecy. It is also pointed out as one of the reasons why 

countries that are heavy reliant on earnings from the extractive sector are more prone to be 

involved in illicit financial flows. Extractive sectors involve complex technical and financial 

processes that require a high degree of expertise. This opens the door to manipulation.28 There 

is room for trade mispricing which is perceived as one of techniques used in illicit activities.  

Against this background, the G8 Leaders also called for more transparency in tax systems which 

include the automatic exchange of information between tax authorities as the new global 

standard, a common template for multinationals to report to tax authorities where they make 

their profits and pay their taxes around the world, as well as compiling central registries of 

company beneficial ownership are only the main proposals promoting transparency. The risks 

                                                           
26 The Addis Ababa Action Agenda of the Third International Conference on Financing for Development. 
27 G8 Leaders Communiqué from the 2013 Lough Erne Summit. 
28 Philippe Le Billon, Extractive sectors and illicit financial flows: What role for revenue governance initiatives?, 

U4 Issue, October 2011 No 13. 
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of opaque entities has been also acknowledged by the G20 Leaders29 who publicly encouraged 

all countries to tackle the risks raised by the opacity of corporate vehicles and committed to 

leading by example in their implementation of the FATF standards on beneficial ownership, 

which are also relevant for tax purposes. In that respect, the FATF Recommendations30 require 

countries to ensure that adequate, accurate, and timely information on the beneficial ownership 

of corporate vehicles and arrangements is available and can be accessed by the competent 

authorities in a timely fashion. 

Good governance in respect of a state needs to be complemented by good governance of all 

other stakeholders. Nowadays, there is a general move towards promoting good corporate 

governance. The new Principles of Corporate Governance published by the OECD under the 

auspices of the G20 Leaders is a good example of this. 31 It is the next step required to create 

market confidence and business integrity which are also relevant components for sustainable 

development. Corporate governance principles should be aligned with values essential to good 

governance. Their role in achieving broader economic objectives, capital formation, and 

allocation should not be underestimated. As such, they should recognize the interests of all 

stakeholders. In particular, anti-corruption, transparency, or ethical concerns should be of 

highest importance in a company’s decision making process. They should serve as a supporting 

pillar to existing legislative, institutional, and regulatory good governance framework. 

Giving fundament to good governance requires common actions from all stakeholders. 

Regardless of whether they are public institutions or private companies, they share similar goals 

and obligations. Combatting illicit financial flows is only one example of their joint interests. 

From the perspective of governments, illicit financial flows strip their revenues. From the 

perspective of small, medium, and large companies, institutionalization of corruption and 

widespread money laundering pose an unquestionable challenge. In countries where the market 

is controlled by corrupted governments, running a business is less attractive, the investment 

climate is less stable and, in the aftermath, the return on investments are most likely swallowed 

by fraud contracts or other illicit activities. No doubt, illicit financial flows are the obstacle in 

the way of securing return on investment over the long-term.  

A prominent example is the oil sector in Nigeria. According to executives of oil companies 

operating in Nigeria, production could be doubled if the market was liberated from state control 

and, in particular, the Nigerian National Petroleum Corporation which, at the moment, is a state 

company, and was allowed to run as a commercial enterprise that would allow the oil majors to 

meet the full cost of investment.32Moreover, in Nigeria, new investments are stymied by 

disputes in parliament over royalties and tax. The situation has a destructive impact on the 

economic standing of the whole country and MNEs. As such, not only are countries the “losers” 

but also many MNEs which are struggling to operate in compliance with the letter and spirit of 

the law.  

The given example illustrates the need to underpin actions of main stakeholders with common 

standards that are understood and practiced in a standardized fashion. The frameworks within 

                                                           
29 G20 Leaders’ Declaration (St. Petersburg Summit, 6 September 2013), and the G20 Communiqué from the 

Meeting of G20 Finance Ministers & Central Bank Governors (Moscow, 19-20 July 2013). 
30 Recommendations 24 and 25 are devoted to transparency and beneficial ownership of legal persons and 

arrangements accordingly. 
31 G 20/OECD Principles of Corporate Governance. 
32 William Wallis, Nigeria: The big oil fix, Financial Times, May 26, 2015. 
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which public agencies as well as corporates are active should be based on common values 

among which transparency should be given the highest relevance. This could be the first step 

to effectively stemming illicit financial flows. 

 

4. Taxation as a catalyst for good governance 

The antidote to this grim picture might be served by a robust tax system. An effective legal and 

institutional tax environment can address the question on how foundations should be laid for 

good governance in Sub-Saharan African countries. 

Since the early 20th century, taxation is perceived as central to state-building. At that time, it 

started to be associated with revenue creation, the redistribution of income and assets, the 

curbing of socially undesirable behaviour, for example, by means of tobacco and alcohol taxes 

(repricing), and the realm of democratic State building (representation).33 The last dimension – 

representation – was presented as the emanation of the need for revenues. A corollary of this 

was the creation of representative governments. This vision of the role of taxation evolved over 

the course of time, and it became clear that there is a close linkage between taxation and 

government services in general.34 The level of taxation is not contested as long as 

commensurate government services are provided to citizens. In other words, there is a direct 

link between taxation and democratization as such. 

Nowadays, there is no doubt that taxation itself creates a significant increase in the level of 

accountability that citizens demand from leaders. It activates stricter tax norms. Moreover, it 

“pushes citizens into the realm of losses, increasing the expressive benefit that individuals 

receive from imposing sanctions on a non-accountable leader”. In order to be more accountable 

and responsive to citizens, states should have laws “motived to bargain over taxation, state 

financing and public policy”.35 In this way, taxation is at the core of the social contract. A robust 

tax system fosters this contract by influencing networks, economic interests, social relationships 

and government responsibilities. A proper functioning tax system takes into account the needs 

of all stakeholders, i.e., both governments and citizens. It has already been proven that changes 

in state financing have a direct effect on the way governments function.  

Given that, it is of no wonder that taxation may have an indirect influence on lowering 

corruption, providing greater public goods, or improving institutional development. In general, 

“Tax-reliant governments are forced to bargain with citizens, buying quasi-voluntary tax 

compliance in return for democratic institutions or policy concessions.”36 

                                                           
33 It refers to the principle of “4 Rs of taxation” developed by Otto Hinze, R. Godsjeid and Joseph Schumpeter.  
34 M.L. Ross, Does Taxation Lead to Representation, B.J.Pol.S., Cambridge University Press, 2004, p. 230. 
35 M. Moore, How does taxation affect the quality of governance?, Institute for Development Studies. Available 

online at: http://opendocs.ids.ac.uk/opendocs/bitstream/handle/123456789/4044/Wp280.pdf?sequence=1, the last 

access: 18.05.2015, p. 9. 
36 L. Martin, Taxation and Accountability: Experimental Evidence for Taxation’s Effect on Citizen Behaviour, 

Yale University, May 12, 2013. 
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In the debate about the connections between taxation and the quality of governance, two 

important dimensions of this issue have to be highlighted. First of all, it is the direct linkage 

between governments’ revenues and taxation. It is agreed that the more states are dependent on 

tax revenues, the more they are accountable and responsive to citizens. Secondly, methods used 

for tax assessment and collection matter. Civil society cannot be built upon coercive measures 

and an unequal position of tax authorities and taxpayers. Only cooperative practices may 

enforce good governance. They imply mutual trust and ensure exchange of experience and 

knowledge.  

 

5. Need for inclusive tax cooperation 

Cooperation in taxation should stand as an invitation to all stakeholders. It should imply a 

twofold collaboration. It is not only about collaboration between tax administration and 

taxpayers. Cooperation between tax administration and other types of law enforcement 

agencies, both at the international and domestic level, plays an equally significant role in 

countering different types of illicit financial flows. 

In regards to the relationships between tax 

administration and taxpayers, the shift to a 

cooperative approach is a long-term solution 

to many of the current problems that the least 

developed countries are encountering. 

Against the background of international 

legislative proposals (e.g., BEPS Action 

Plan) granting more and more power to tax 

authorities, taxpayers cannot be disregarded 

in the creation of new tax legal frameworks. 

Compliance risk management tools coupled 

with a cooperative approach to taxpayers 

may bring more advantages to both sides. 

Mutual trust, transparency, and cooperation 

in everyday relations may enhance legal 

certainty and encourage tax compliance. 

From the perspective of developing 

countries, developing this kind of 

relationship is of highest importance. On the 

side of tax administration, it equals access to 

data, experience, and knowledge which they 

require. Their limited capacity could gain in 

cooperation with taxpayers. In particular, the 

role of MNEs in building up new 

environment cannot be ignored. While 

MNEs are important contributors worldwide, 

their share in governments’ revenues in 

developing countries is even more 

significant. It is important to note that the 

lower the level of development of a country, 

Cooperation at the institutional level 

Cooperation between different law 

enforcement agencies has been promoted 

by the Oslo Dialogue by the OECD within 

the whole-of-government approach 

[OECD, The Oslo Dialogue: A Whole of 

Government Approach to Fighting 

Financial Crimes, Rome 2012. Available 

online: 

http://www.oecd.org/ctp/crime/Outcomes.

pdf. Last viewed: 26.05.2015]. In the 

aftermath, the OECD in dialogue with 

FATF launched a program Tax and Crime. 

Grace Perez-Navarro, the Deputy Director 

of the OECD’s Centre for Tax Policy and 

Administration, calls the program Tax and 

Crime, “an initiative which aims to foster a 

whole of government approach to tackling 

financial and economic crimes, including 

tax crimes”. [Grace Perez-Navarro, 

Competitiveness and the international tax 

environment, the speech on the First Black 

Sea Economic Forum, Antalya, Turkey, 

November 21, 2012.] 
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the higher the share of corporates in government revenue generation.37This is especially true in 

African countries. According to UNCTAD, African countries have the highest contribution of 

foreign affiliates to government revenues.38 For instance, Rwanda reports that about 70% of its 

tax base comes from MNEs whereas Nigeria indicates that this percentage equals 88%. 

Cooperation also has its inter-institutional dimension. It requires participation of all agencies in 

creating the robust system which is able to counter the illicit financial flows. Since illicit actions 

violate a number of different laws, numerous government agencies should be involved at 

various stages of tackling these activities. Tax administration may play a significant role in their 

detection and investigation. Inter-agency cooperation has already been acknowledged by the 

G7 Leaders,39 the OECD, the FATF, and other bodies around the world as the effective 

approach to fight illicit outflows. It is built upon the skills and knowledge of different agencies 

through better domestic and international cooperation.  

 

6. Existing initiatives 

Many international bodies have undertaken certain initiatives to counter illicit financial flows 

and promote good governance with a corrupt-free and transparent tax system. Among them, a 

few deserve particular attention.  

The topic of different types of illicit financial flows has been on the OECD agenda for a long 

time. In 1999, the OECD launched the Working Group on Bribery with the aim of monitoring 

and reporting annually on implementation and enforcement of the provisions of the OECD 

Anti-Bribery Convention. In 2001, the OECD Global Forum on Transparency and Exchange of 

Information for Tax Purposes was formed. The Global Forum assesses member countries’ 

adherence to the OECD standard of tax information exchange both through bilateral treaty 

language and through effective implementation of information exchange commitments. 

 In 2010, the OECD established the OECD Task Force on Tax Crimes and Other Crimes. Its 

main task is to counter crimes. It is expected to complement the work of the FATF by improving 

cooperation between tax and law enforcement agencies. It should also enhance the ability of 

tax administrations to identify, investigate, and disrupt tax crimes and other serious offenses. 

Its objectives are pursued mainly through two types of activities: the International Academy for 

Tax Crime Investigation and reports raising awareness of different forms of tax crimes and 

ways in which to combat them. In 2011, two other programs were initiated. One of them is Tax 

& Development which is a cooperative effort of the Committee on Fiscal Affairs. The other, 

the Development Aid Committee, aims to support developing countries in building effective, 

transparent, and cooperative tax systems. The program emphasizes the idea of taxation as an 

essential element in the state building process and in development as the next step. In the same 

year, the OECD launched the “Oslo Dialogue” which is designed to increase cooperation 

between authorities in numerous countries when approaching financial crimes, tax evasion, and 

illicit flows.65 With this initiative, the entire government approach was developed.  

                                                           
37 UNCTAD, United Nations Conference on Trade and Development, World Investment Report 2015. Reforming 

International Investment Governance, hereinafter: WIR 2015, p. 179. 
38 WIR 2015, p. 184. 
39 E.g. in June 2013 G8 endorsed inter-agency cooperation in its communique: G8 Action Plan Principles to prevent 

the misuse of companies and legal arrangements. 
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Another initiative of the OECD is the Base Erosion and Profit Shifting (BEPS) Project which 

was initiated in 2013 at the request of the G20. The project identifies gaps in international tax 

policy that allow multinational entities to artificially re-attribute income so as to avoid 

taxation—issues facing developed and developing countries.  

The OECD is also working to build the 

capacities of tax systems in developing 

countries. With the establishment of the joint 

OECD-UNDP initiative of Tax Inspectors 

Without Borders, the OECD aims to assist 

local tax auditors with current audits to address 

some of the complex international tax issues 

being faced by governments.  

The FATF is another body that contributes to 

combatting illicit financial flows. It sets global 

standards on anti-money laundering and 

counter-terrorist financing. It also publishes 

guidance designed to assist countries in the 

proper implementation of the standards. One 

example of this is the guidance published in its 

2014 publication on Transparency and 

Beneficial Ownership. 

Along with the work done by the FATF, 

significant steps have also been undertaken by 

the UN. In 2011, the UN General Assembly 

adopted a resolution to strengthen international cooperation in combating IFFs, urging all 

Member States to adopt relevant conventions (UNCAC, Convention on Transnational 

Organized Crime), and implement relevant standards (FATF). One year later, the UN Economic 

Commission for Africa (UNECA) nominated the High-Level Panel on Illicit Financial Flows 

to convene a task force specifically to develop strategies for combating tax evasion and money 

laundering in Africa.  

Illicit financial flows are also in the spotlight of different NGOs. There are many organizations 

dealing with this topic, but most of work initiated by the Global Financial Integrity (GFI) is 

discussed. The GFI publishes an extensive number of research reports on illicit financial flows 

estimating the illicit outflows from developing countries. The experience of African countries 

is of particular interest to the GFI. The most recent report was published in December 2014 and 

covers data from 2003-2012. The study provides a unique comparison of the available data on 

illicit financial flows, foreign direct investments, and official development aid. It also includes 

a comparative analysis of these data by region. As in the report, the main focus is on the 

estimation and presentation of relevant data; it does not cover legal or institutional analysis. Its 

main conclusion emphasizes the necessity of curbing the opacity in the global financial system 

comprising tax haven secrecy, anonymous companies, and money laundering techniques. 

 

Tax Inspectors Without Borders 

The new partnership of the OECD and 

UNDP was launched during the Third 

International Conference on Financing for 

Development in Addis Ababa. Before, the 

project was run as a pilot by the OECD. 

The programme promotes “a learning by 

doing approach” to tax audit assistance. It 

can complement existing training by 

introducing a real life, practical 

component. It brings together the OECD’s 

technical competence in tax matters, 

UNDP’s global reach, a network of tax 

experts, and representations in developing 

countries with access to policy makers at 

the highest level.  
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II. The proposed approach 

1. A multi-pronged approach is needed. 

The fight against illicit financial flows implies the 

need to strengthen the broad areas of public life. 

Our preliminary research has revealed the most 

sensitive areas which demand urgent attention. 

Our main findings are presented below.  

It has to be emphasized that, regardless of the 

findings, undertaking actions should be aimed at 

developing a modern legal language, institutions, 

and practices. In order to effectively tackle illicit 

financial flows, a combination of these approaches 

is essential.  

  

2. Tax avoidance and tax evasion have to be 

curbed 

Given the increasing scale of tax avoidance and 

tax evasion brought to light by legislative 

hearings40 and press reports41, a number of actions 

have been proposed under the Base Erosion and 

Profit Shifting Action Plan.42 The question is: how 

far will the BEPS Action Plan address the needs of Sub-Saharan African countries? Do the 

action items target the main reasons for aggressive tax planning and tax evasion in developing 

countries?  

The BEPS Action Plan offers solutions to burning issues on tax agendas of developed as well 

as developing countries. Therefore, it is of highest importance to involve developing countries 

in the works on the BEPS Action Plan. The OECD has already launched a new strategy for 

strengthening the engagement of developing countries in the BEPS Project.43 This strategy is 

based on three pillars: direct participation to the Committee on Fiscal Affairs and its subsidiary 

bodies, regional networks of tax policy and administration officials, and capacity building 

support. Fourteen countries from a cross-section of regions and per capita income-levels and 

two regional organizations44 directly participate in the Committee on Fiscal Affairs and the 

                                                           
40 See, for example, US Senate Permanent Subcommittee on Investigations of 

the Committee on Homeland Security and Government Affairs Hearing on Offshore Profit Shifting and the US 

Tax Code (20 Sept. 2012). 
41 See, for example, J. Drucker, Google 2.4% Rate Shows How $60 Billion Lost to Tax Loopholes, Bloomberg 

(21 Oct. 2010). 
42 OECD, Action Plan on Base Erosion and Profit Shifting (OECD 2013), International Organizations’ 

Documentation IBFD, also available at www.oecd.org/tax/beps.htm. 
43 For more details on the new strategy see: http://www.oecd.org/tax/developing-countries-and-beps.htm. 
44 The African Tax Administration Forum (ATAF) and the Inter-American Centre for Tax Administration (CIAT). 

Also some consultations were held with Centre de rencontres et d’études des dirigeants des administrations fiscales 

(CREADAF). 

African response to BEPS... 

In June 2014 the ATAF Cross 

Border Taxation Technical 

Committee was created. It has three 

main goals. It will define the 

African position with its members. 

It will communicate the African 

response to the OECD/G20 BEPS 

project and global standard setting 

including the development of 

toolkits to implement the BEPS 

outcomes. Last but not least, it will 

provide ATAF members with 

regular updates on new global 

developments on international tax 

issues and how they impact on 

Africa. 



Tax and Good Governance Project   

Draft – not to be cited  16 

 

Working Party meetings on the BEPS Project.45 So far, several issues have been identified as 

the most relevant for African countries including: wasteful tax incentives, poorly negotiated 

contracts and non-transparent concessions, taxation of natural resources, and transfer 

mispricing. Another issue, transfer pricing, alone is estimated to cost African countries USD 50 

billion annually.46 

The list of risks and challenges faced by African countries, however, is much longer than the 

scope of the BEPS Action Plan. Many African countries still lack effective legislation 

addressing fundamental tax issues, e.g., transfer pricing. They struggle with limited resources 

and weak technical skills to update legislation. Even obtaining the relevant information on how 

to implement new rules sometimes poses a challenge. Given that, the actions undertaken should 

address these most fundamental problems of African countries.  

First, domestic legislation has to be reinforced. To address aggressive optimization schemes 

and tax evasion, existing loopholes have to be closed and the role of tax incentives reviewed. 

In particular, they do contribute to the increase of inward investments and the expansion of 

economic activity or, on the contrary, have a pernicious effect on tax revenues. In that respect, 

further research is necessary.  

Second, developing a modern tax treaty language is essential. Double tax treaty agreements can 

boost economic activity and enhance foreign direct investment. If well-negotiated and balanced, 

tax treaties should promote exchange of information, include provisions preventing double non-

taxation and curbing tax avoidance practices. Since treaty language is quite often the corollary 

of relative law bargaining power of African countries in negotiations, the issue of how to 

strengthen the position of these countries also has to be addressed. Some model treaties for 

developing countries have already been proposed, for instance, the model of the African Tax 

Administration Forum or the UN Model. It is recommended to discuss differences between 

these models and treaties negotiated by, in particular, the focus countries. Which provisions are 

more beneficial for developing countries? Why are they better than provisions currently in 

force? These issues have to be discussed and best practice guidance issued.  

Legislative and treaty changes have to be complemented by a program of training to improve 

understanding of treaty language and its 

influence on international taxation.  

 

3. Transparency – a key to fairer 

taxation 

Greater transparency in taxation could 

significantly contribute to curbing illicit 

financial flows. It is the key to the 

development of new tax systems. Public 

registers of entities, country-by-country 

reports, and automatic exchange of 

                                                           
45 These countries are: Albania, Azerbaijan, Bangladesh, Croatia, Georgia, Jamaica, Kenya, Morocco, Nigeria, 

Peru, Philippines, Senegal, Tunisia, and Viet Nam. Also other countries were participating in consultation on BEPS 

Project but indirectly. In general, 32 African countries were consulted in works on the BEPS project. 
46 According to the statement of outcome of the ATAF conference in April 2015 held in Johannesburg. 

Registers of beneficial owners within the EU 

Within the European Union legal framework 

under the 4th AML Directive, each Member 

State has been obliged to set up registers that 

record the ultimate 'beneficial' owners of 

businesses. The new law has to be transposed by 

the Member States into national laws within two 

years from 26th June 2015. Once implementing 

this obligation, the Member States might choose 

between a central or public register. In any case, 

they are obliged to ensure that the information 

is available to people with a “legitimate 

interest” in the information. 
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information stand for modern understanding of transparency in respect to taxation and could 

bring many advantages to administrations in developing countries, particularly in Ghana, 

Nigeria, and South Africa.  

Public registers, the first of the proposed tools, refer to the massive use of shell companies for 

the purpose of concealment of illicit flows. Shell companies are abused for tax avoidance, 

money laundering, tax evasion, and different types of illegal activities. They are also misused 

in corruption cases.47 Very few jurisdictions collect beneficiary information at the time of 

company formation which increases the challenges of international cooperation (even the USA 

has very limited access to real information).48 Not surprisingly, weak beneficial ownership 

requirements are perceived as an alarming legal deficiency which must be improved. Some 

steps have already been initiated in developed countries, e.g., in the European Union49. Also, 

the FATF recognized the lack of adequate legal provisions preventing the misuse of corporate 

vehicles for illicit activities as a legal deficiency of a legal system. Two out of 40 FATF 

Recommendations concern opaque entities: FATF Recommendations 24 (Transparency and 

Beneficial Ownership of Legal persons) and 25 (Transparency and Beneficial Ownership of 

Legal Arrangements). In 2014, the FATF issued its Guidance on Transparency and Beneficial 

Ownership which aims at assisting policy makers and practitioners in national authorities in the 

implementation of these recommendations. The project will also promote beneficial ownership 

registers among developing countries. 

Country-by-country (CbC) reports may be another important tool to contribute to curbing tax 

avoidance and promoting transparency in taxation. The OECD BEPS initiative has also created 

a transfer pricing Master File which will set a new global standard by which MNEs will be 

expected to abide. Once put in place, they might offer countries easy access to all relevant 

information about income and economic activity of MNEs. It will make it easier for 

administration not only from developing countries to identify cases where the value chain of 

which they are a part involves entities in low tax jurisdictions that do not appear to have a great 

deal of substance, or add much value. No doubt, the reports will be a crucial element of transfer 

pricing documentation. Therefore, it is of highest importance to open the debate on how to 

implement the template of country-by-country reports for developing countries. Data that these 

reports will cover will be of considerable usefulness for developing countries that struggle with 

low capacities. 

 

Figure 2. The content of CbC reporting template and Transfer Pricing Master File 

 

                                                           
47 FATF, Money Laundering Using Trust and Company Service Providers, October 2010, p. 68-69. 
48 OECD, Illicit financial flows from developing countries: measuring OECD response. 2014, p. 41. 
49 Directive (EU) 2015/849 of the European Parliament and of the Council of 20 May 2015 on the prevention of 

the use of the financial system for the purposes of money laundering or terrorist financing, amending Regulation 

(EU) No 648/2012 of the European Parliament and of the Council, and repealing Directive 2005/60/EC of the 

European Parliament and of the Council and Commission Directive 2006/70/EC. JO L/2015/141/73. Hereinafter: 

the 4th AML Directive. 
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A. CbC 

 Reporting for entities aggregated by country; 

 Branches treated as separate entities in country of operation; 

 Information required in proposed template: 

o place of effective management, important business activity codes, revenues, 

earnings before income tax, cash taxes paid, current tax accrual, stated capital 

and accumulated earnings, number of employees, tangible assets (other than 

cash and cash equivalents). 

 

B. Transfer Pricing master file 

 Multinational corporation (MNC) organizational structure 

o Chart of legal and ownership structure and location of operating entities 

 Descriptions of MNC’s major business lines 

o List of profit drivers, 

o Chart of supply chain, 

o Chart of non-R&D intercompany service arrangements, 

o Description of main geographic markets, 

o Functional analysis describing value contributions by individual entities, 

o Description of restricting, acquisitions and divestitures during the relevant 

year 

 MNC’s intangibles 

o It should include: description of strategy for development, ownership, and 

exploitation of intangible property (IP) including location of R&D facilities and 

management; list of material intangibles and ownership; list of related-party 

arrangements related to IP; description of group transfers pricing policy related 

to R&D and IP; description of internal transfers of interests in IP during the 

relevant year (entities, location and compensation). 

 MNC’s intercompany financial activities 

o It should include: description of group financing including important 

arrangements with unrelated lenders; identification of central financing entities 

and their place of organisation and operation; description of transfer pricing 

policies for intercompany financing arrangements. 

 MNC’s financial and tax positions 

o MNC’s annual consolidated financial statements; 

o List and description of MNC group’s applicable advance pricing agreements 

(s); 

o List and description of other relevant tax rulings related to the allocation of 

income to particular jurisdictions; 

o List and description of transfer pricing matters pending under treaty Mutual 

Agreement Procedure (MAP) processes or resolved in MAP during the last two 

years. 

 



Tax and Good Governance Project   

Draft – not to be cited  19 

 

The last of the proposed solutions, the standard of automatic exchange of information, is 

currently being implemented by the OECD under the auspices of the G20 Leaders. 

Unfortunately, this action mostly addresses developed countries. Therefore, there is a burning 

need to review whether developing countries undertake analogous steps. The project will 

support a continuation of the work on the implementation of the standard by the OECD but also 

promote it among the focus countries. First, the comprehensive research will be conducted as 

to what the practical and legal barriers are to achieving a system of exchange of information in 

the Sub-Saharan African countries. Second, based on the outcomes, an adequate solution or 

best practices will be developed. 

Achieving transparency in taxation will lead to an enormous amount of corporate data being 

available. It is important to discuss how to manage that data, in particular, how to store them 

and how to ensure their proper use by different agencies. These issues will be also addressed 

during the course of the project. 

Taken together, these initiatives will produce a vast amount of previously unavailable 

information for African tax administrations. The question is whether they are ready and able to 

be used. Obtained information should not just contribute to an increase of revenues. It should, 

first and foremost, more generally improve good governance. Transparency should contribute 

to new dimensions in the relationship between tax administration and taxpayers. This should be 

understood as twofold obligations. Not only should taxpayers be more transparent, governments 

and their agencies should also be willing to be more transparent towards taxpayers.  

 

4.  Tax capacities and capacities of other law enforcement agencies need to be built up 

Low capacities in most Sub-Saharan African countries are indicated as one of the major 

weaknesses in the fight against illicit financial flows.50 Since particularly tax authorities are the 

first agencies that might detect illicit actions, this area is important. This project aims at 

providing support to capacity-building in the focus countries.  

Different dimensions of capacities that demand support can be identified. Among them, two are 

of special concern. The first one refers to staff needed in tax and other law enforcement 

agencies; the second to IT systems which should back personnel.  

Building up skilled personnel is of the highest urgency. As was highlighted in the UNECA 

Report, the issue is the shortage of skills linked to the large gap in remuneration between public 

and private sectors. Poaching of highly qualified staff by the private sector is already anecdotal. 

Similar problems are faced by staff of other law enforcement agencies. The project offers a 

chance to train the personnel, raise understanding of illicit financial flows, and the cooperation 

between different agencies building on other initiatives. Instead of “brain drain”, it promotes 

collaboration with business.  

Developing adequate IT systems is another issue which has to be tackled within the project. To 

these ends, the project might cooperate with other initiatives promoting the role of technology 

in creating a robust tax system. The initiative “Tax and technology” of the WU Global Policy 

Tax Center has already been initiated. Building capacities in area of new IT systems gives the 

possibility for synergies of both projects.  

                                                           
50 UNECA Report, p. 35. 
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5. Cooperation between tax 

administration and different law 

enforcement agencies has to be enhanced 

Capacity in Sub-Saharan African countries is 

limited and further complicated by the need 

to significantly improve cooperation between 

existing institutions. The effective fight 

against illicit financial flows demands 

participation of different sets of actors. 

Among them, tax authorities, customs 

administrations, the police, financial 

intelligence units, and anti-corruption 

agencies play the most significant role. 

However, in many Sub-Saharan African 

countries, there is a lack of cooperation 

between these institutions. Responsibilities 

are duplicated and information is very 

limited. As Grace Perez-Navarro, deputy 

director at the Organization for Economic and 

Social Development (OECD) said, "Tax 

administrations are trapped by their national 

borders, and they need some way to 

overcome that."51  

Therefore, the project will focus on measures to improve international and domestic 

cooperation between these bodies. Different forms of cooperation will be promoted. Among 

the selected solutions, e.g., exchange of information, joint investigations will be discussed in 

detail. The research on relevant case studies will be carried out. The main question will be 

which tool would be the best tailored to current legal and institutional framework in the focus 

countries.  

The project will identify legal, practical, and other barriers to introducing and enhancing 

cooperation between different tax administration and law enforcement agencies and suggest 

solutions ranging from new legislation to implementation of special training programs.  

 

6. Cooperative relationship with taxpayers demands strengthening  

The dialogue with taxpayers, in particular with businesses, should be reshaped. In particular, 

MNEs face the continued media pressure on “publish what you pay”. Many measures already 

proposed under BEPS Action Plan increase costs for taxpayers. Conventional wisdom suggests 

that the post-BEPS scenario might end with a tsunami of tax disputes or corruption cases. One 

answer to this might be cooperative compliance which will enable businesses to engage in more 

                                                           
51 Sebastian Chrispin, Pressure grows to tighten global tax rules. Available online: 

http://www.bbc.com/news/business-29850055. Last viewed: 15.09.2015. 

Strategies of inter-agency cooperation 

Joint investigation teams, inter-agency 

centres of intelligence and secondments, 

and co-location of personnel are only 

examples of existing strategies of inter-

agency enhanced cooperation. One of the 

most successful practices is Project 

Wickenby. It is a multi-agency taskforce 

established in 2006 to protect the integrity 

of Australia’s financial and regulatory 

systems by preventing people promoting or 

participating in the abusive use of secrecy 

havens. As of 31 May 2015, 76 people 

have been charged as a result of Project 

Wickenby investigations, leading to 46 

convictions with over $2.285 billion in tax 

liabilities raised and $571.18 million in 

cash collections. 

 

http://www.bbc.com/news/business-29850055
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constructive and open dialogue with tax administration and decrease administrative costs for 

both sides. Additionally, it will contribute to strengthening tax certainty.  

The project promotes cooperative compliance and addresses the question of how to draft this 

legal regime for developing countries to introduce. It will look for the answer of how to 

minimize implied risks, e.g., corruption, moral hazard, and the loss of the critical attitude by 

tax authorities. Some tax risks management tools will be also presented. These are only 

exemplary issues that will be discussed with representatives of both sides.  

 

7. Awareness of risks related to illicit financial flows has to be raised 

Illicit financial flows out of developing countries not only have damaging economic impact but 

also have a subversive effect on governance, level of crime, and tax revenues.  

Legal tools, even the best tailored, might not be effective if they are not understood and not 

applied in a consistent and effective manner. Raising awareness of risks related to illicit 

financial flows is of highest importance. The very first step should be to educate society on how 

such flows have pernicious effects on social society, businesses, and governments. It has to be 

spelled out that corruption, money laundering, and other types of illicit financial flows 

undermine the foundation of existing political, legal, and institutional systems. They have a 
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supporting 
conflict...
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spillover effect on all areas of social life. Their wider implication on political and civil society 

contributes to creation of a so-called vicious circle of illicit financial flows.52  

Figure 3. The vicious circle of illicit financial flows53 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

This is evident in the example of a bribe. Once it is paid, it pushes other illicit flows. Illegally 

obtained money has to be laundered and other members of society might feel obliged to pay a 

bribe or demand a bribe in return for a certain service.  

 

                                                           
52 Moore, M. 2012. The practical economy of illicit flows. In. Reuter, P., ed. Draining development. Controlling 

flows of illicit funds from developing countries. Washington D.C.: World Bank. Ch. 14.  
53 Alex Cobham, The Impacts of Illicit Financial Flows on Peace and Security in Africa, Study for Tana High-

Level Forum on Security in Africa 2014 and UNECA Report, p. 17. 
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III. Expected outcomes 

Tax and Good Governance is a three year initiative that examines changing the interaction 

between tax administrations, taxpayers, tax intermediaries, and in tax and legal frameworks as 

the most effective countermeasures in curbing corruption, money laundering, and other types 

of illicit financial flows. Sets of different actions have been planned to attain the objectives.  

 

By encouraging in-depth research in the focus countries, the project is expected to provide a 

better analytical base for policy and theory in African countries, enhance good governance, and 

assist governments in countering corruption, money laundering, tax evasion, and other types of 

illicit financial flows. Thanks to the participation of all stakeholders, credibility will increase 

and the social contract will be bolstered. As such, the trust between different stakeholders will 

be improved.  

The project is going to contribute to stemming illicit financial flows by promoting common 

values which should underpin actions undertaken by different stakeholders. To achieve this, it 

will examine different tools and the practice of governmental bodies as well as of MNEs. The 

Project’s timeline 

(1) A development and research phase (2015) 

 Research work according to set up research agenda, 

 Publishing deliverables, 

 Discussing issues in researchers´ meetings. 

(2) The implementation phase (2016-2017) 

 Research work according to set up research agenda 

 Drafting model domestic legislation,  

 Developing treaty language, 

 Survey questionnaire to multinationals on tax administration practices, 

 Survey questionnaire to tax administration on the existing cooperation 

between tax and other law enforcement agencies. 

 Issuance of best practice manuals, 

 Discussing issues in conferences, 

 Publishing research outcomes, 

 Trainings for government officials and other stakeholders.  

(3) The transitional phase (second half of 2017) 

 Discussing issues in conferences, 

 Trainings the trainers, 

 Publishing deliverables. 
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project has a unique possibility to develop the common language for governments, different 

agencies and bodies, and for businesses.  

Stakeholders will be mobilized; governments, law enforcement agencies, regulatory bodies, 

representatives from business and academia will be brought together to attain the common goal. 

The project’s success is only possible with their supportive and collaborative approach and 

actions.  

Given the interest of stakeholders and their participation in all of the events within the project, 

awareness of the pernicious effect of illicit financial flows will be raised. A better informed 

civil society in Ghana, Nigeria, and South Africa will be built up. 

Measures will be developed to improve legal and institutional frameworks. In the legal 

framework, substantial changes will be identified addressing domestic and international 

legislation. Existing loopholes in domestic legislation will be identified. Tax administration and 

other law enforcement agencies should be provided with adequate measures to deter, 

investigate, and prosecute illicit activities. Additionally, tax incentives will be reassessed. The 

costs-benefit assessment will be proposed in order to ensure that they truly compete for 

investment projects. Also, special risk based tools to identify sectors, individuals, and 

companies which are at high risk from the perspective of tax compliance and compliance with 

anti-corruption/AML rules will be developed. 

In regard to tax treaties, a proposal will be identified to prevent base erosion and profit shifting. 

Offshore compliance will be promoted. It has to be verified if existing legal framework can 

enable an effective automatic exchange of information. As a result, instead of facilitating illicit 

financial flows as they now do, tax treaties will play a role in curbing them.  

Also, other international tools aimed at fighting against illicit financial flows will be promoted. 

Legal, practical, and political barriers to joining existing forums will be discussed and solutions 

will be proposed. In particular, in that respect, the project will build upon the outcomes from 

the OECD program Tax and Crime. 
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The project will open the discussion on introducing and enhancing transparency in taxation in 

Ghana, Nigeria, and South Africa. The current proposal suggested by the international 

community (automatic exchange of information standard, country by country reporting, and 

register of opaque entities) will be discussed and, where it is possible, redesigned to address the 

needs of the focus countries. 

A number of actions are aimed at also improving the institutional framework in Ghana, Nigeria, 

and South Africa.  

Since the project promotes inter-agency 

cooperation, cooperative relationships between tax 

administration, regulatory bodies, and law 

enforcement agencies will be introduced and/or 

enhanced. Existing legal, practical, or political 

barriers will be alleviated and eliminated where 

possible. Several strategies for improving inter-

agency cooperation will be discussed during the 

workshop. As a result, the best practice for the 

developing countries will be generated and 

disseminated to stakeholders from Ghana, Nigeria, 

and South Africa.  

Not only will cooperation between different 

agencies be put in place. MNEs, which are the pillar 

of the governments’ revenues in the Sub-Saharan 

African countries, will be encouraged to enter into 

more cooperative relationships with governments 

thereby improving tax compliance, decreasing compliance and administrative costs, and 

enforcing legal certainty. As such, a new dimension of relations between taxpayers and tax 

Schedule of events: 

 

 Training of officials 

Date: 10-11 December, 2015, Ghana,  

Topics: inter-agency cooperation at the national and international level, analysis 

of case studies, information management. 

Trainers: from governments, from international and regional organizations, 

business as well as NGOs. 

Two further training programmes planned for 2016. 

 

 Tax and Good Governance conference  

Date: 14-15 July, 2016, University of Pretoria, South Africa 

Topics: new dynamics of the relationship between tax administrations and 

taxpayers, building trust and promoting transparency, enhancing tax compliance 

Speakers: from governments, international and regional organizations, business, 

and NGOs. 

  

Project’s outputs: 

 model drafts for national 

legislation and regulations 

which would work in an 

African context, 

 suggested changes to tax 

treaties, 

 training material and best 

practice manuals, 

 briefing papers to influence 

the political environment. 
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administration will provide a level playing field between compliant and non-compliant 

companies.  

In the longer term, the project will assist in developing a stable platform so that, at the end of 

the project, African based institutions will take over the activities of the project and extend it to 

other African countries. The project will result in creating a network of “ambassadors” of key 

institutions in Africa who will be able to disseminate and promote the acquired knowledge on 

the role of tax legal and institutional framework in preventing, detecting, and investigating illicit 

financial flows. As such, the project will strengthen African internal strides to tackle illicit 

financial flows.  

 


