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Nearly two thirds of global trade takes place inside 
MNCs. By shifting profits between subsidiaries in 
different jurisdictions, they can dump their costs 

into high-tax jurisdictions, to be deducted against 
tax, and shift their profits to tax havens, where 

they pay little or no tax. 



GFI Report on Africa 2011 

'The proceeds of commercial tax evasion, mainly 
through trade mispricing, are by far the largest 
component, at some 60 to 65% of the global 
total' (Global Financial Integrity 2011). GFI also 
found that, between 2000 and 2008, abusive 
transfer pricing accounted for an average of 
54,7% of cumulative illicit flows from developing 
countries and was 'the major channel for the 
transfer of illicit capital from China'. 



Recent News 

Some MNEs active in Africa have been recently 
implicated in shifting profits through abusive transfer 
pricing. An audit of one of the subsidiaries of Swiss-
based resources company Glencore, the Mopani 
copper mine in Zambia, found that through an 
inexplicable increase in production costs at the copper 
mine, Glencore minimised the mine's profits, thereby 
lowering its tax bill. The audit, commissioned by the 
Zambia Revenue Authority and conducted by Grant 
Thornton, concluded that Glencore owed more than US
$200 million over a three-year period. 



60 per cent of trade transactions into or out of Africa are 
estimated to be mis-priced by an average exceeding 11 per 
cent, resulting in a capital flight component of 7 per cent of 
African trade, totalling US$10 to 11 billion annually (1999 
prices) 

Baker, R. (2005)  Capitalism’s Achilles Heel 

The incidence of trade mis-pricing to achieve capital flight 
out of Africa has accelerated significantly.  A study of import 
and export transactions between Africa and the United 
States found that between 1996 and 2005 net capital 
outflows to the US grew from $1.9 billion to $4.9 billion 
(+257%) through the use of low-priced exports and high-
priced imports. 

Pak, S.J. (2006)  Estimates of Capital Movements from African countries to the United 
States through trade mispricing 
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trade mis-pricing 



•  loss of revenue for public expenditure programmes 
•   increased reliance on external debt 
•   need to offer incentives to foreign investors 
•   conditions imposed by aid donors 

•  reduces investment in public goods – education, 
 training, physical infrastructure, research & 
 development 

•  switch of tax burden between factors of production 
•   worsens inequality 
•   raises cost of labour relative to capital 
•   reduces consumption of domestic produce and   

 increases imports of luxury goods and services 
•   creates micro-economic distortions 

•   the free-rider phenomenon 
•   corporate responsibility begins with paying tax 

Wrecking Opportunities for Mobilising Domestic 
Resources – direct impacts 



  “When Sani Abacha was dictator of Nigeria at the end of the 
1990s, the central bank had a standing order to transfer US$15 
million or so to his Swiss bank account every day.”                                                                   

   Running the Rand, The Economist, 05-02-00 

Corruption of such magnitude is only possible with the active 
connivance of a ‘pinstripe infrastructure’ of bankers, 
accountants, lawyers and government officials who provide an 
‘offshore interface’ between criminality and the mainstream 
global economy 



   greatly increases tax administration costs 

   threatens the viability of weaker states, and 
increases reliance on external players – this has an 
entirely negative impact on democracy building    

 tax dodging undermines public confidence in the rule 
of law and the integrity of public systems, institutions 
and rules.  It should be classified as a predicate crime 
under the UN Convention Against Corruption 

    tax dodging is a crime against society and should 
be ranked as grand corruption because it generally 
involves privileged elites 

Wrecking Opportunities for Mobilising 
Domestic Resources – further impacts 



What’s wrong with tax havens? 

  Tax competition and tax escape: tax havens are used to lower tax 
yields in mainstream economies, and reduce the rates of capital 
accumulation and long-term investment 

  Tax avoidance causes market distortions – enabling transnational 
businesses to act as economic free-riders, putting locally based 
businesses at an unfair disadvantage 

  Tax avoidance undermines the ethos of social equity 

  Tax havens provide safe conduits for the proceeds of political and 
economic corruption, illicit arms dealing, tax evasion, money-
laundering and capital flight. 

  Tax havens contribute to global financial instability, advantaging 
portfolio capital over fixed investment 



Offshore finance centres undermine the interests of Africa 

  1.  Abusive offshore tax schemes provide businesses and wealthy 
elites with opportunities to escape their tax obligations 

  2.  The offshore world provides a safe haven for the proceeds of 
political corruption, illicit arms dealing, sanctions-busting, drugs 
trafficking, and so on. 

  3.  The offshore system has contributed to the rising incidence of 
financial crises that have destroyed livelihoods in poor countries 



The Problem 

These artificial constructions are invisible in their 
annual reports, however: under current 
international accounting rules MNCs are allowed 
to sweep all their results - profits, tax payments, 
borrowings, and so on - into a single figure or 
set of regional figures. So you might get a set of 
results for "Africa" or "Europe" but it is 
impossible to unpick these numbers to work out 
what has happened in each country.    



Country by Country 

Country by country (CbC) reporting would provide 
benefits well beyond the arena of tax. Currently, 
citizens cannot use corporate published accounts to 
establish even whether an MNC operates in their 
jurisdictions, let alone what it is doing there. As 
multinationals grow more complex, the problem is 
getting worse.    



Country by Country 

Country-by-country reporting would make 
MNCs break down their results for each 
country. It would not be unduly onerous - 
companies typically do this for internal 
purposes anyway - the World Bank, for 
instance, agrees that the benefits would 
outweigh the costs, and strongly supports 
the initiative overall.  



Country by Country 

Because most countries use International 
Accounting Standards, this would be an 
extremely cost-effective route to creating a 
large step change in global corporate 
transparency for the benefit of citizens, tax 
authorities, investors, economists, and 
many others.  



Thank you for your time. 


