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Abstract

Background Nearly all countries have ratified the United Nations Convention on the Rights of the Child and, there-
fore, support children having access to their rights. However, only a small minority of children worldwide have access
to their environmental, economic, and social rights. The most recent global effort to address these deficits came

in 2015, when the United Nations General Assembly agreed to a plan for a fairer and more sustainable future by 2030
and outlined the Sustainable Development Goals (SDGs). One remediable cause is the lack of revenue in many coun-
tries, which affects all SDGs. However, illicit financial flows from low-income to high-income countries, including inter-
national tax abuse, continue unabated.

Methods Using the most recent estimates of tax abuse perpetuated by multinational companies and tax evasion
through offshore wealth, and precise econometric modelling, we illustrate the potential regarding child rights (or pro-
gress towards the SDGs) if there was an increase in revenue equivalent to tax abuse in Malawi, a low-income country
particularly vulnerable to climate change. The Government Revenue and Development Estimations model provides
realistic estimates of government revenue changes in developmental outcomes. Using panel data on government
revenue per capita, it models the impact of increased revenue on governance and SDG progress.

Results If cross-border tax abuse and tax evasion were curtailed, the equivalent increase in government revenue

in one country, Malawi, would be associated with 12,000 and 20,000 people having access to basic water and sanita-
tion respectively each year. Each year, an additional 5000 children would attend school, 150 additional children would
survive, and 10 mothers would survive childbirth.

Conclusions More children would access their economic and social rights if actions were taken to close the gap
in global governance regarding taxation. We discuss the responsibility of duty bearers, the need for a global body
to arbitrate and monitor international tax matters, and how the Government of Malawi could take further domestic
action to mitigate the gaps in global governance and protect itself against illicit financial flows, including tax abuse.

Keywords Child rights, United Nations Convention on the Rights of the Child, Illicit financial flows, International
corporate tax avoidance, Tax evasion, Water, Sanitation, Education, Child mortality

*Correspondence:

Rachel Etter-Phoya

rmepl@st-andrews.ac.uk

Full list of author information is available at the end of the article

©The Author(s) 2023. Open Access This article is licensed under a Creative Commons Attribution 4.0 International License, which
permits use, sharing, adaptation, distribution and reproduction in any medium or format, as long as you give appropriate credit to the
original author(s) and the source, provide a link to the Creative Commons licence, and indicate if changes were made. The images or

other third party material in this article are included in the article’s Creative Commons licence, unless indicated otherwise in a credit line
to the material. If material is not included in the article’s Creative Commons licence and your intended use is not permitted by statutory
regulation or exceeds the permitted use, you will need to obtain permission directly from the copyright holder. To view a copy of this
licence, visit httpy//creativecommons.org/licenses/by/4.0/. The Creative Commons Public Domain Dedication waiver (http://creativecom-
mons.org/publicdomain/zero/1.0/) applies to the data made available in this article, unless otherwise stated in a credit line to the data.


http://creativecommons.org/licenses/by/4.0/
http://creativecommons.org/publicdomain/zero/1.0/
http://creativecommons.org/publicdomain/zero/1.0/
http://crossmark.crossref.org/dialog/?doi=10.1186/s12889-023-16319-x&domain=pdf

Etter-Phoya et al. BVIC Public Health (2023) 23:2255

Introduction

Children depend on critical services for their funda-
mental rights, including water, sanitation, and educa-
tion. However, there is vast inequality in the coverage of
essential services for children; while coverage approaches
100% in higher-income countries, it is much lower in
lower-income countries." For example, in 2020, 25% of
children did not drink safe water globally, and the figure
was 70% in sub-Saharan Africa [1]. Climate change is
amplifying these current environmental risks, and pre-
existing deprivation reduces resilience to further shocks
[2]. Insufficient government revenue is a major rea-
son why children’s needs and rights are not met [3]. To
illustrate the international community’s opportunity to
contribute to progress on the Sustainable Development
Goals (SDGs), and thus child rights in other countries,
we use estimates of cross-border corporate tax abuse and
tax evasion in one country, Malawi, and use the Govern-
ment Revenue and Development Estimations models to
show the potential in terms of child rights if the govern-
ment had additional revenue equivalent to these losses.
We discuss actions which the international community
and the government of Malawi could consider to ensure
more children in Malawi access their rights.

Background

To address the deficits in the realisation of rights, the
United Nations (UN) General Assembly agreed on a plan
for a fairer and more sustainable future by 2030 and out-
lined the SDGs with associated targets and indicators.
The SDGs are grounded in international human rights
law, and here, we use the terms SDG progress and child
rights interchangeably [4]. Governments agree that sus-
tainable financing using domestic revenue is required
to achieve the SDG agenda. However, SDG progress is
off-track, in part, because of constrained government
finances [5], and many countries, especially in sub-Saha-
ran Africa, will not reach SDG targets by 2030 [6], partly
because of these financing constraints.

Government revenue, child rights, governance, and

the Sustainable Development Goals

Reducing losses from public finances leads to increased
spending across public services in multiple sectors, such
as education, agriculture, and infrastructure, which
impacts children’s rights and drives SDG progress [7-11].
Tax is the primary means of implementing the SDGs, as
most government income is derived from taxation [12].

! We use the term lower-income countries to include low-income and
lower-middle income countries as defined by the World Bank. We use the
term higher-income to include upper-middle-income and high-income
countries as defined by the World Bank.
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However, tax gaps—the difference between actual col-
lection and potential—mean that revenue is insufficient
to achieve child rights. This holds particular salience for
lower-income countries, whose spending on social sec-
tors, as a proportion of the budget, is larger than that
in higher-income countries [13, 14], and the gains in
terms of SDG progress from marginal increases in rev-
enue would be more substantial [15]. Thus, small revenue
increases result in significant increases in coverage of
SDG indicators, and thus it is critical to tackle tax-moti-
vated illicit financial flows.

Tax gaps are comprised of both domestic and inter-
national components. Domestic tax gaps could be
reduced by increasing domestic resource mobilisation,
and international tax gaps could be reduced by curtail-
ing global losses [16]. Corporate tax from multinational
companies is an essential source of government revenue,
especially in lower-income countries [17]. The interna-
tional tax gap is mainly due to corporate tax evasion and
avoidance, and in the context of a narrow tax base, curb-
ing this is the most feasible way to fund the SDGs in the
short term [18, 19]. Thus, curtailing tax gaps is essential
to increasing fiscal space, which would reduce the use of
regressive tax policies to raise revenue and reduce debt
accumulation to cover shortfalls in national budgets [20].

Alongside revenue, governance impacts SDG progress,
and government spending achieves better results in well-
governed countries [21, 22]. Well-governed countries
are more likely to encourage business sector develop-
ment and investment, enjoy economic growth [23, 24],
and have robust institutions and political stability [25,
26]. Thus, the impact of any additional government rev-
enue is significantly amplified in well-governed countries,
especially when revenue is scarce [27]. Indeed, there is a
two-way relationship between government revenue and
governance, which drives a virtuous circle and improves
the generation of further revenue and the allocation and
efficient use of additional resources [15].

The risk of illicit financial flows

The ability of governments to finance development is
undermined by illicit financial flows that cause revenue
losses. Illicit financial flows—“financial flows that are
illicit in origin, transfer, or use, and that cross coun-
try borders”—are facilitated by jurisdictions that offer
secrecy or lower or zero tax rates to residents and com-
panies operating in other countries [23]. This problem
is acknowledged in the SDG agenda. For example, tar-
get 16.4 of the 16™ SDG aims to reduce illicit financial
flows significantly [28]. This is the first globally agreed
target to curb illicit financial flows, acknowledging the
cross-border impact of national tax and financial poli-
cies and laws.
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The importance of tackling illicit financial flows to
increase the fiscal space for self-financed sustainable
development was elevated following the establishment
of the High Level Panel on Illicit Financial Flows from
Africa, which was mandated by the African Union Com-
mission and the UN Economic Commission for Africa
Conference of African Ministers of Finance, Planning,
and Economic Development in 2011 and chaired by
Thabo Mbeki, former South African president. This
informed the development of the SDGs as well as the
UN’s adoption of the Addis Ababa Action Agenda,
including commitments to address illicit financial flows
as part of financing development [29]. According to the
High Level Panel’s landmark report, often referred to as
the Mbeki Report, published by the panel in 2015, com-
mercial practices, including tax abuse, are the primary
drivers of illicit financial flows from Africa, followed by
criminal activities and corruption [23]. The four types
of illicit financial flows can be distinguished from each
other based on motivation and include 1) market/regu-
latory abuse, 2) tax abuse, 3) abuse of power, including
theft of state funds and assets, and 4) proceeds of crime
[12]. These flows sit on a spectrum of legality; some are
clearly illegal, such as laundering the proceeds of crime
and theft of state funds, while other transactions may be
considered legal, such as instances of tax avoidance, at
least when they have not been challenged in court [12].
The commercial category, or tax-motivated illicit finan-
cial flows, reduces government revenue and resources for
public services. These include tax avoidance and evasion.
Tax avoidance is the practice of minimising tax bills by
taking advantage of loopholes or interpreting a tax code
in an unintended way. In contrast, tax evasion intention-
ally defrauds revenue authorities. Both have the same
harmful effects on government revenue.

Annual tax losses have been estimated at US$483bn
worldwide due to cross-border tax abuse by multinational
companies and offshore tax evasion [30]. The vulnerabili-
ties that enable these tax losses are primarily created by
member countries of the Organisation for Economic Co-
operation and Development (OECD), some of which are
former imperial powers and the wealthiest nations in the
world, all of whom, with the exception of the USA, have
ratified the United Nations Convention on the Rights
of the Child [31]. Specific economic channels—exports
and imports, inward and outward foreign direct invest-
ment, portfolio assets and liabilities, and banking claims
and liabilities—and particular bilateral relationships
between countries, especially with tax havens, increase
the vulnerability and exposure of countries to illicit finan-
cial flows [32]. In Africa, Abugre et al. found that Euro-
pean dependent jurisdictions, and especially the UK’s
crown dependencies and overseas territories, provide a
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disproportional share of risks of illicit financial flows in
Africa across the economic channels [32].

Tax abuse and child rights

National and international obligations for children’s
economic and social rights (child rights), including
rights to clean air, safe water, sanitation, nutritious
food, and education, are enshrined in the most widely
ratified human rights instrument, the United Nations
Convention on the Rights of the Child (UNCRC).
All countries that have ratified the UNCRC have
responsibilities for children in other countries along-
side their domestic obligations. This responsibility
includes promoting international cooperation to real-
ise children’s rights everywhere and accounting for
the needs of lower-income countries [33]. Although
countries are generally considered primarily responsi-
ble for respecting, protecting, and fulfilling their chil-
dren’s rights, they are often hampered in their efforts
to meet these obligations and raise revenue to finance
rights, in part because of the dynamics of interna-
tional finance, trade and tax. The UN Committee on
Economic Social and Cultural Rights’ General Com-
ment Number 24 clarifies that states are responsible
for the action of companies, including banks domi-
ciled on their territory [34]:

States Parties are required to take the necessary
steps to prevent human rights violations abroad
by corporations domiciled in their [...] jurisdiction
[...] without infringing the sovereignty or dimin-
ishing the obligations of the host States under the
Covenant.

Here, international human rights law assigns duties
to states, not companies, and international tribunals
rarely extend jurisdiction over legal persons, including
companies.

Since at least 2014, UN human rights experts and com-
mittees have made comments on the implications of
cross-border tax abuses on human rights [35]. For exam-
ple, in 2020, in their concluding remarks on the review
of Ireland, the UN Committee on the Rights of the Child
[36] demonstrates the connection between domestic tax
policy and the impact globally on child rights,

Ensure that tax policies do not contribute to tax
abuse by companies operating in other countries,
leading to a negative impact on the availability of
resources for realising children’s rights in those coun-
tries. (para 10c)

This is the first time that the UN Committee on the
Rights of the Child has considered the effect of a coun-
try’s tax policies on children’s rights overseas. In 2022,
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the committee made similar concluding remarks on
the review of the Netherlands [37]. Thus, international
human rights law has specifically established that juris-
dictions have extra-territorial responsibility for the
impact of their rules and legislation that enable cross-
border tax abuse because they undermine fundamental
rights, including women’s and children’s rights.

Child rights in Malawi

Malawi has made considerable progress in child rights,
and since 2000, under-five mortality has plummeted
from 172 per 1000 live births in 2000 to 39 per 1000
live births in 2020 [38]. However, there are huge gaps
in children’s access to fundamental rights. For example,
one-quarter of Malawian children do not have access to
basic water, half do not access basic sanitation, and one-
third are stunted, indicating chronic malnutrition [39].
Although 90% of children enrol in primary school, only
one-third complete it [39]. On an index of SDG achieve-
ment, which measures progress towards all 17 goals as
a percentage, Malawi scores 53% and ranks 145" out of
163 countries in 2022 [40]. There is a high risk that the
impacts of climate change will slow SDG progress, and
in particular affect children in Malawi, where Malawian
children are among children from 40 countries most vul-
nerable, according to UNICEF’s Children’s Climate Risk
Index [2]. At the population level, an increase in revenue
has been shown to increase government expenditure
on public services, and as a result, it will have a positive
impact on health determinants and educational out-
comes [31]. Of course, at the individual and household
levels, there are many different factors that determine
health and educational outcomes, including socio-eco-
nomic circumstances and inequities [28, 41, 42].

Public finance and illicit financial flows in Malawi

The fiscal space in Malawi is limited. Government rev-
enue as a percentage of Gross Domestic Product (GDP)
is 12.6% (excluding grants) [43]. GDP per capita is $394
2015 USD [38], therefore, government revenue per capita
was $50 2015 USD in 2020 [44]. Until recently, donors
had contributed 40% to the national budget in Malawi
(called budget support), but some donors halted this in
2013 due to the misuse of public finances, and budget
support decreased to 15%. Donors redirected their sup-
port to programmes (especially in education and health)
outside the budget, but this support has been criticised
for poor coordination and duplication [45, 46]. Given
the reorientation of official development assistance away
from budget support, the government assumes that the
country’s development will depend mainly on domes-
tic resources [47], and self-reliance is the longer-term
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policy aim as outlined in Malawi’s Vision 2063 [48]. The
government has relied on borrowing to compensate for
fiscal imbalances resulting from the reduction in aid.
Consequently, Malawian debt increased from 30% to 50%
of GDP between 2011 and 2020, of which 20% is non-
concessional external debt, and it is projected to increase
to 85.7% of GDP in 2026 [49, 50]. Unless restructuring
occurs, about one-third of the government’s revenue
(excluding grants) will be allocated to servicing debt over
the next few years [51], adversely affecting revenue allo-
cation to child rights and all the SDGs.

The Government of Malawi’s policies to increase public
finances and effectiveness include tackling different forms
of illicit financial flows, driven by commercial, criminal
and corrupt practices. The Malawi Revenue Author-
ity singles out the prevention of tax avoidance and tax
evasion in its Domestic Revenue Mobilisation Strategy
2021-2026 [52] and the Financial Intelligence Authority’s
most recent national assessment demonstrates action on
the three drivers of illicit financial flows [53].

In 2022, the Government of Malawi through the Minis-
try of Finance along with the African Union Commission
and the Coalition for Dialogue on Africa assessed Mala-
wi’s progress on implementing the recommendations of
the aforementioned Mbeki Report. It notes that Malawi
has a fairly robust legal and regulatory framework. How-
ever, effective implementation is curtailed by inadequate
resources, weak coordination between institutions and
political interference. The lack of cooperation from
partner countries is a further limitation [54]. UNCTAD
is currently piloting six methodologies to support the
2030 Agenda for Sustainable Development by defining,
measuring and disseminating statistics on illicit finan-
cial flows; Malawi is not yet among the African coun-
tries where methodologies are being piloted [55]. The
Illicit Financial Flows Vulnerability tracker, published by
the Tax Justice Network, based on the work of Abugre
et al. in 2019 [56] and building on analysis in the Mbeki
Report, demonstrates the channels where Malawi is most
vulnerable to illicit financial flows; on average, between
2009 and 2019, these include inward and outward foreign
direct investments alongside inward portfolio investment
and imports, which suggest that Malawi is at risk of tax
avoidance, trade-based money laundering, and tax eva-
sion, although it is not possible to determine the specific
types of illicit financial flows without transactional level
data [57].

Based on the cases investigated and/or prosecuted
between 2013 and 2017, the Financial Intelligence
Authority identified just over US$17 million as the total
amount of corruption-related proceeds [53], which
includes prosecution following a period of large-scale
theft of public money popularly known as Cashgate,
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“although the number of identified and investigated
money laundering cases may not give an accurate and
full-scale picture of the threat” Their estimates for the
same 5-year time period including undetected and unre-
corded proceeds from criminal offences were as follows:
US$46 million for illegal possession of protected species,
US$30.5 million for illegal logging, US$27.6 million for
illegal externalisation of forex, US$20.9 million for tax
evasion, US$18.7 million for corruption, and US$1.5 mil-
lion for smuggling [53]. These amounts averaged out on a
yearly basis are smaller than estimates of tax abuse, and
they form just one part of Malawi’s entire burden of illicit
financial flows.

There are a few case studies, generally commissioned
by non-governmental organisations, that seek to quantify
the revenue losses associated with multinational corpo-
rations with subsidiaries in Malawi. Most studies have
focused on the tax practices of Paladin Energy which
until 2020 held a mining licence for Malawi’s largest
mine, Kayelekera Uranium Mine, through majority share-
holding in Malawian subsidiary Paladin Africa Ltd. It was
the largest single foreign direct investment at the time. In
a 2015 study by ActionAid International, the organisation
stated that across 6 years Malawi lost US$43 million as a
result of tax breaks awarded in the mining development
agreement (US$15.63 million) and of lower withhold-
ing taxes owed in Malawi through the company’s use of
double tax treaties (US$27.5 million) [58]. Etter-Phoya
and Malunga’s 2016 economic model of the mine con-
curred with foregone revenue totalling US$15 million
as a result of tax incentives across five years of produc-
tion [59]. Earlier studies exist, but they do not make their
financial modelling explicit and made assumptions before
production was suspended, such as one that estimated
total annual losses of US$15 million [60]. Other multi-
nationals, such as Malawi Mangoes, have come under
media scrutiny for their tax arrangements and the poten-
tial impacts on tax revenue in Malawi [61]. However, the
Malawi Revenue Authority does not systematically pub-
lish data on tax avoidance and evasion cases investigated
and successfully concluded [62].

Inevitably, given their opacity, quantifying the scale of
illict financial flows in any country, including Malawi, is
complicated. The best data available is for tax-motivated
illicit financial flows, which, according to the Mbeki
Report, form the bulk of illicit financial flows, although
there is variation from country to country. For these rea-
sons, and given the cross-border obligations under inter-
national human rights law regarding tax policy, data on
tax losses is the focus of the present study.

To illustrate the international community’s opportunity
to contribute to SDG progress, and child rights in other
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countries, we use estimates of cross-border tax abuse,
based on corporate profit shifting and offshore wealth.
We previously presented the impact of tax abuse on SDG
progress in multiple countries [31]. Here, we focus on
both corporate and individual tax abuse in one country
to allow us to consider domestic actions which this coun-
try (and others also) could consider to protect children
from the impact of cross-border tax abuse.

We present current estimates for cross-border corpo-
rate and individual tax abuse in Malawi and the poten-
tial for increased government revenue equivalent to lost
revenue in terms of SDG progress. We focus on Malawi
because Malawi’s SDG progress is uneven and it was
the southern African country most impacted by the
war in Ukraine, with respect to its economic growth.
Malawi’s revenue as a percentage of GDP declined
between 2019/2020 and 2020/2021 and curtailing illicit
financial flows would contribute to SDG progress by
increasing government revenue [63]. Progress is further
hampered by climate change [2], debt distress [64], and
dwindling overseas development assistance [65], which
underlines the importance of capturing lost revenue.
Further, additional revenue in lower-income countries,
such as Malawi, has significant impact on SDG progress.
Finally, and most importantly, the authors are familiar
with the domestic policy context for both child rights and
illicit financial flows.

Methods

Estimates for the international tax gap in Malawi

There is no consensus on the definition or methodol-
ogy for quantifying illicit financial flows, even though
there is now an agreement (target 16.4) in the SDGs to
reduce illicit financial flows [12]. Therefore, estimates
measure various dimensions of illicit financial flows,
and there are several different methods of estimating
tax abuse [17, 30, 66, 67]. We draw on a recent book
by Cobham and Jansky that provides the most compre-
hensive assessment of methodologies to estimate illicit
financial flows as required to monitor progress on SDG
target 16.4 implementation, culminating in two pro-
posed indicators—one on tax avoidance by multina-
tionals and the other on undeclared offshore wealth.
Therefore, for estimates on the international tax gap in
Malawi, we sought to estimate tax revenue losses asso-
ciated with both corporate profit shifting and individ-
ual offshore wealth. O’Hare et al’s study in 2022 uses
estimates of tax abuse from the Global Alliance for Tax
Justice, Public Services International and the Tax Jus-
tice Network’s State of Tax Justice 2020 [67]. We use
Alstadseter, Johannesen and Zucman’s hidden wealth
[68, 69] and Terslgv and Zucman’s missing profits [70]
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estimates. Torslov and Zucman’s estimates for miss-
ing profit are lower than other studies, including the
State of Tax Justice, but both estimates are within the
same range, as the Tax Justice Network’s methodologi-
cal note points out [71]. Despite their limitations, we
concur with Cobham and Jansky (2017), who consider
these estimates to be, in part, the expert consensus in
the sense that they reflect the authors’ informed per-
spective on how large the scale of the illicit financial
flows problem is. Therefore, we interpret estimates
loosely, meaning that they are in the range that experts
expect them to be.

To estimate offshore wealth—i.e. the amount of for-
eign wealth managed by the banks of a jurisdiction—
is difficult because of a paucity of statistics. The newly
disclosed Bank of International Settlement data (BIS)
on bilateral banking statistics on foreign-owned depos-
its in a number of tax havens is the best available data
in a context where Switzerland is the only tax haven
that publishes comprehensive public data, and even this
does not always include the beneficial owners and thus
may disguise the country of origin [12]. Alstadseeter,
Johannesen and Zucman, building on Zucman’s ear-
lier study that employed the Swiss central bank’s data
[72], additionally use the BIS data, excluding interbank
deposits that do not involve households, and IMF bal-
ance of payments and investment position data to allo-
cate the amount of foreign wealth held in tax havens
in 2007, prior to the widespread use of shell compa-
nies, which makes it difficult to identify the beneficial
owner and therefore the country of nationality, ori-
gin or residence of asset and wealth holders. In their
assessment, Cobham and Jansky posit that this is likely
the most reliable estimates of wealth in tax havens, yet
with improved data, estimates will be more refined. For
example, this does not include non-financial wealth,
such as real estate [12]. Based on the country-level esti-
mates of offshore wealth, we assumed a 5% return on
this wealth and used the highest personal income tax
band for Malawi (35%) to derive the country’s annual
foregone tax revenue. We expressed it as a percentage
of government revenue in 2007.

To estimate tax revenue losses from corporate profit
shifting, the estimates from missing profits are used [73].
Torslgv and Zucman calculate the excess profitability of
foreign firms to local firms in tax havens using foreign
affiliates statistics and national accounts data (which
cover all firms—foreign plus local—incorporated in each
country). Then the bounds for the probability of the dif-
ferences between foreign and local firms’ profits due to
true economic differences were provided. Then using
new bilateral balance of payments data, the shifted prof-
its are reallocated to the countries where the profits have
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been made. This is done by following where intragroup
interest payments from tax havens are made and the des-
tination of exports which are conducive to tax avoidance,
such as the right to use intellectual property and manage-
ment advice [73]. For Malawi, there is no data available
and we assume, guided by the authors of missing profits
[70], that 10% of corporate tax is lost due to corporate tax
avoidance.

Estimating the impact of revenue increases on SDG
progress

We employ the economic modelling from the Govern-
ment Revenue and Development Estimations project
(the GRADE) [44] to translate the impact of an increase
in revenue equivalent to the international tax gap on the
number of children who could access their fundamental
rights. The GRADE uses panel data to model the impact
of increased government revenue on the SDGs [15, 74,
75]. If government revenue changes, the model shows
the change in coverage of water, sanitation, child school
years and survival as a percent. We use the UNU-WIDER
Government Revenue Dataset to establish annual gov-
ernment revenue [76]. We then use population data
(World Development Indicators, WDI) from each coun-
try and for each year to convert the change in percentage
coverage into the number of people who will have access
to these SDG indicators and the number of children and
mothers who survive. The model incorporates the effect
of additional revenue on governance indicators (using
the Worldwide Governance Indicators, WGI) [77]. Addi-
tional revenue equivalent to tax losses drives SDG pro-
gress and directly improves governance, which in turn
amplifies the impact of the additional revenue on SDG
progress, leading to the generation of further revenue
and thus a “virtuous circle” [78]. The GRADE modelling
assumes that government spending of additional rev-
enue mirrors recent government spending patterns and
that an increase in revenue results in improvements for
all SDGs and everyone’s rights. Because the modelling is
directly between government revenue, governance and
SDG@G indicator outcome, we do not assume that there is
any changes to allocation decisions. This is more realis-
tic than assuming additional revenue will be spent on any
one sector. Further, the benefits of an increase take time
to show, so the GRADE model estimates incremental
benefits from increased spending.

Prior to the GRADE modelling, some studies unrealis-
tically equated the total of tax losses directly to impact
in a specific sector or budget line. For example, by cal-
culating the number of public sector salaries equivalent
to revenue foregone from a given mining company’s
tax incentives and profit shifting, as in the aforemen-
tioned ActionAid International study in Malawi [58].
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Table 1 Foregone revenue from missing profits and hidden wealth in Malawi
Missing Profits Corporate Foregone revenue as % GDP Government Foregone
Income Tax as % revenue as % revenue as %
of GDP in 2019 GDP in 2019 of government
revenue
23 0.23 1245 1.85
Hidden Wealth Offshore wealth  Assuming 5% return on this Income tax foregone % GDP in 2007 Government Foregone
% GDP in 2007 wealth % GDP in 2007 revenue as % revenue as %
GDP in 2007 of government
revenue
6.7 0.34 0.12 8.97 1.31

Limitations of the GRADE modelling include the absence
of government revenue data prior to 1980, and data on
governance quality from the WGI was unavailable before
1996. Data on maternal mortality is only available until
2017.

This paper focuses on the potential improvements for
child rights, where clean water, sanitation, education and
healthcare are among the most critical determinants of
child health [79]. Therefore, we focus on SDGs 3, 4, and
6 [80]. The estimates provide point estimates of revenue
losses, and we assume these estimates, as a percentage
of government revenue, are constant over time, cover-
ing the time to be modelled. We present estimates for
all years where there is data (from 2002 to 2020) because
these losses occur over decades, and this is the maximum
period where data is available. GRADE models the posi-
tive impact of an increase in revenue on governance and
SDG progress, thus, the long-term virtuous circle this
generates [81].

Results

Estimates of the cost of tax avoidance and evasion

in Malawi

Missing profits estimates that as of 2019 countries like
Malawi without country level data lose 10% of their cor-
porate tax revenue due to tax avoidance [70]. Corpo-
rate income tax in Malawi is 2.3% of GDP [76]. We then
express the losses in terms of government revenue, using
the UNU-WIDER Government Revenue Dataset. In
Malawi, the losses are equivalent to 1.85% of government
revenue, as Table 1 shows.

To calculate the foregone tax revenue from offshore
wealth, we use the hidden wealth estimates for Malawi
as of 2007 [69]. As explained earlier, the authors use this
period because it is before the widespread use of shell
companies. We assume a 5% return on offshore wealth
and apply the upper tax bracket in Malawi of 35% on per-
sonal income. The resulting foregone tax revenue from
hidden wealth is 1.31% of government revenue, as Table 1
shows.

In total, tax abuse results in a loss of 3.16% of govern-
ment revenue in Malawi. Given that these estimates are
based on indirect methodology, this is within the ball-
park of revenue loss that O’Hare et al. identified in their
study for Malawi (the absolute figure of US$51.31 million
in 2010 USD expressed as government revenue in 2017
is 5.79%) which used the data set from the State of Tax
Justice 2020 published by the Global Alliance for Tax
Justice, Public Services International and the Tax Justice
Network [31, 67]. These losses take place over decades,
but we have point in time estimates for 2019 for miss-
ing profits and for 2007 for offshore wealth, expressed
as percentages of government revenue for each year. We
input the combined losses, which is 3.16% of government
revenue, into the GRADE online visualisation across the
maximum time possible, as it takes time for improved
revenue to improve governance and SDG progress. We
present additional numbers each year of people, females
and/or children who would access their rights after the
increases have plateaued. The variation in numbers is due
to changes in the government revenue and governance
indicators for each year, see Figs. 1, 2 and 3.

Additional government revenue, equivalent to cor-
porate tax avoidance and evasion, would lead to 12,000
additional people, including children, accessing basic
drinking water, and almost 20,000 accessing basic sani-
tation each year. Each year, an additional 5000 children
would attend school, 150 additional children would sur-
vive and 10 more mothers would survive childbirth.

Discussion

Principal findings

If cross-border tax abuse were curtailed, the equivalent
increase in government revenue in one country, Malawi,
would be associated with 12,000 and 20,000 people hav-
ing access to basic water and sanitation respectively
each year. Each year, an additional 5000 children would
attend school, 150 additional children would survive
and 10 mothers would survive childbirth. There is an
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Projection for Malawi: Basic water (SDG 6)
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—e— Children < 5 with increased access to Basic water (SDG 6)
—e— Females 15-49 with increased access to Basic water (SDG 6)

Fig. 1

Projection for Malawi: Child school years (SDG 4)
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—e— Additional child school years

Fig. 2 Increased coverage of SDG 4 equivalent to the government
revenue losses from tax abuse in Malawi

opportunity for the international community to contrib-
ute to progress towards the SDGs in Malawi by curbing
global tax abuse. Pending the necessary reforms to the
international tax system, the Malawian and other govern-
ments must take domestic action to mitigate the effect of
the gap in global economic governance on children.

As explained in the background, countries have
cross-border responsibilities for child rights in other
countries, are duty bearers, and are required to act in
terms of international cooperation to ensure all chil-
dren have their rights fulfilled. In view of these obliga-
tions and the finding that there would be faster SDG
progress if tax abuse was reduced, countries which
facilitate tax abuse and governments of lower-income
countries need to review their domestic policies to
ensure all children have their rights met and greater

-5,000
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Projection for Malawi: Basic sanitation (SDG 6)
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Increased coverage of SDG 6 equivalent to the government revenue losses from tax abuse in Malawi

progress is made towards all SDGs. We discuss recom-
mended international and domestic action below.

The way forward

International

The framework for taxing the profits of international
business has been in place for 100 years. Decolonisation
was accompanied by the movement of wealth and assets
offshore, and former colonial powers strategically sup-
ported dependent states to set up low or zero tax regimes
with little regulation for non-residents, both companies
and individuals [82, 83]. During the mid-twentieth cen-
tury, efforts by the United Nations to work on reforming
international tax and transnational corporations faltered,
and the forum shifted to less inclusive spaces, primar-
ily the OECD [84].

For tax purposes, a multinational company earns
profit as a single unit, but each subsidiary of the same
parent company is treated as independent. The taxable
profit is calculated using complex international treaties
and domestic tax laws, including subsidiaries in corpo-
rate tax havens and secrecy jurisdictions, resulting in an
immensely complex system that burdens revenue authori-
ties and makes it possible for individuals to shift wealth
and assets far away from where they reside and for com-
panies to shift profits from where their actual economic
activity happens to lower or no-tax jurisdictions. There
is also a lack of clarity about allocating taxing rights on
profits from cross-border corporations between the coun-
tries where these actual activities occur and where the
company is headquartered and has subsidiaries [18]; and
opacity in tax havens makes it possible for individuals to
hide wealth and assets. Lower-income countries tend to
lose more tax revenue relative to their total tax revenue
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Projection for Malawi: Under-5 survival (SDG 3)
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Projection for Malawi: Maternal survival (SDG 3)
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Fig. 3 Increased coverage of SDG 3 equivalent to the government revenue losses from tax abuse in Malawi

due to corporate profit shifting; Africa, followed by Latin
America, is disproportionately affected globally [85].

Yet some upper-middle and high-income (higher-
income) countries and actors actively or passively
facilitate these illicit financial flows [32, 86]. The State
of Tax Justice 2020 estimates that 98% of the vulner-
abilities to global abuses—both for corporate profit
shifting and individual tax evasion on offshore wealth—
are attributable to higher-income countries [67]. The
Corporate Tax Haven Index shows the “UK’s dominant
responsibility for corporate tax avoidance risks and the
colonial roots of many exploitative double tax treaties”
[87]. Indeed, the rules and regulations of the UK, along
with Luxembourg, the Netherlands and Switzerland,
and the network of tax treaties they have, including
ones that predate the independence of African nations,
create the vulnerabilities that enable more than half
of global tax abuse [30]. Further, international list-
ings of tax havens, such as the OECD’s ranking of peer
reviews or the European Union’s list of non-cooperative
jurisdictions, typically ignore the role their members
and powerful states play in enabling financial secrecy,
betraying the privilege and bias of the current global
economic system [88].

Governments complicit in enabling tax abuse are duty
bearers for the ensuing human and child rights abuses
through eroding government revenue. Governments,
especially development partners, are obliged to take
urgent action, including steps to improve tax transpar-
ency and to review double tax agreements which may
impede SDG progress in lower-income countries. As a
foundation for reform, all governments must support
negotiations within the auspices of the UN for a tax con-
vention and global body to monitor taxing rights. Indeed,
curtailing the flow of taxable profits from the countries

where actual activities occurred to low-tax jurisdictions
is an explicit aim of the wealthiest nations through the
OECD/G20 BEPS project. The OECD, a successor to
the imperial League of Nations, rather than the United
Nations in setting the international tax rules to govern
the practices of multinational corporations with their
global operations [89]. However, given its mandate to
represent the interests of its 38 member countries only,
it is imperative to shift decision-making to a global,
democratic forum in the UN with 193 member states.
For example, in October 2021, the OECD/G20 Inclu-
sive Framework released a statement on the “two-pillar
solution” to address challenges arising from the digitali-
sation of the economy. It is a historic renegotiation of
the current international tax rules and 137 jurisdictions
endorsed the statement although there is presently no
agreement in place to implement the first pillar [90]. And
even though it is a historic renegotiation of the current
international tax rules to ensure multinationals pay their
fair share of tax, “both pillars directly and unambigu-
ously privilege the global North in the allocation of tax-
ing rights” [91]. In terms of the actual decision-making
process “many developing countries have expressed con-
cerns that the tax deal would only deepen inequalities
between countries, and that the negotiation process was
not inclusive and disregarded the reservations expressed
by the Global South”; Kenya, Nigeria, Pakistan and Sri
Lanka did not agree to the deal, and Malawi, and more
than half of African jurisdictions, is not in the inclusive
framework set up by the OECD to negotiate the agree-
ment [92]. Further, there are multiple governance chal-
lenges with the framework, including pre-conditions to
join the framework, alongside opacity and the limited
influence of developing countries over negotiations and
decision-making [91, 93, 94].
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To effectively negotiate global tax matters and to
monitor and evaluate the measures required to tackle
tax abuse, it is increasingly recognised that a genuinely
representative accountable body is necessary. The cur-
rent international tax architecture is characterised by “a
variety of different bodies, including the UN Tax Com-
mittee, the OECD and the Global Forum on Transpar-
ency and Exchange of Information for Tax Purposes,
each with limited mandates and different configurations
of membership, resulting in a somewhat haphazard set
of overlapping international standards” [95]. Developing
countries through the Group of 77 (G77) plus China have
repeatedly, since 2011, called for an inclusive intergov-
ernmental forum [96]. The report of the High Level Panel
of Illicit Financial Flows from Africa in 2015 suggested
that the UN processes and frameworks would be the
ideal forum for international tax coordination (finding
15). The African Group advocated for a UN Convention
on Tax in 2019, and in 2020, the UN Secretary-General
identified a Convention on Tax as an essential option to
consider [97]. Its absence is a massive gap in global eco-
nomic governance and negatively impacts economic and
social human rights [98].

In 2021, as a follow-up to the Mbeki Report, the UN
High-Level Panel on International Financial Accounta-
bility, Transparency and Integrity (FACTI) [99] laid out
steps for SDG progress: the FACTI panel states that all
countries must grapple with illicit financial flows. One
of their key recommendations is creating a fair mecha-
nism to arbitrate international tax disputes under a UN
Tax Convention [99]. The FACTI panel report and these
recommendations were welcomed by the Africa Group
of Finance Ministers at the UN Forum on Financing
for Development, where Vice President of Malawi Sau-
los Chilima, speaking on behalf of the Africa Group in
early 2022, said.

Therefore, the African Group firmly believe in the
urgent need to establish a universal UN intergov-
ernmental tax body and negotiate a UN Tax Con-
vention to comprehensively address tax havens,
tax abuse by multinational corporations and other
illicit financial flows through a genuinely univer-
sal, intergovernmental process at the UN, with
broad rights holders’ participation |[...]

We believe that, if implemented, have the poten-
tial to significantly reduce existing structures that
make it impossible for countries to generate and
retain a sizeable chunk of their resources [100].

At the end of 2022, Nigeria, on behalf of the African
Group, put forward a resolution 77/244 on the ‘Promo-
tion of inclusive and effective tax cooperation at the
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United Nations! This was adopted by the UN General
Assembly with unanimous consensus and marks the
beginning of intergovernmental discussions on inter-
national tax cooperation, with “the possibility of devel-
oping an international tax cooperation framework or
instrument that is developed and agreed upon through
a United Nations intergovernmental process” [101]. At
the Second Committee stage, efforts—that ultimately
proved unsuccessful—were made to delete this lan-
guage from the draft resolution by the US delegation
to the UN [102]. These efforts were supported by some
of the countries that most enable tax abuse, including
the Netherlands, Luxembourg, the UK, and Switzer-
land [103]. A UN framework on tax could establish an
inclusive intergovernmental global tax body so that all
countries can participate and ensure linkages to devel-
opment, human rights and environmental protection,
as also outlined in the SDGs [95]. It could also intro-
duce a new tax system to replace the current failing
transfer pricing system so that companies are taxed on
their group profits and based on an agreed formula with
a minimum effective tax rate so that tax rights are allo-
cated across countries where a multinationals operates
[87, 92]. A UN tax convention could contain and moni-
tor key tax transparency measures required to tackle
tax abuse; these are commonly known by the acronym
ABC: Automatic exchange of information, Beneficial
ownership registration, and public Country-by-country
reporting [104, 105], incorporated into the UN FACTI
panel recommendations [99], building on the Mbeki
Report [23]. In mid 2023, the Secretary General of the
UN published the Tax Report 2023 [106] based on anal-
ysis of the current international tax system and sub-
missions from different stakeholders. The report finds
that enhancing the UN’s role “in tax-norm shaping and
rule-setting [...] appears the most viable path for mak-
ing international tax cooperation fully inclusive and
more effective” [106] and three options are presented
for UN members’ consideration. At the UN General
Assembly in September 2023, consensus was emerging
around the second option, for a framework convention
on international tax cooperation, ahead of a likely vote
on a specific resolution submitted by the African Group
in late 2023 [107]. However, the US, UK and the EU and
dependencies were notably silent at the General Assem-
bly, and EU finance ministers subsequently released a
statement giving support only to option three which is
a non-binding reform [108].

Domestic

Until the establishment of an intergovernmental body
to monitor taxing rights and an international tax coop-
eration framework, the governments of Malawi and
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lower-income countries need to continue to mitigate
the impact of gaps in global governance and protect
themselves from illicit financial flows, including corpo-
rate profit shifting and tax evasion through undeclared
offshore wealth, and improve the effectiveness of the
use of revenue domestically. Malawi's Domestic Rev-
enue Mobilisation Strategy (DRMS) 2021-2026 and the
National Anti-Corruption Strategy II, 2019-2024, are
vital parts of Malawi’s blueprint for tackling illicit finan-
cial flows, ensuring taxes are collected and assets are
recovered, showing the Malawian government’s “obliga-
tion to improve service delivery and the quality of life of
all Malawians’, as it states in the DRMS [52, 109]. Here
we draw out and discuss the domestic recommenda-
tions from the FACTI panel [99]. The panel summarises
the current selected mechanisms for financial account-
ability, transparency, and integrity and puts forward 14
recommendations in three main areas, values (1-5), poli-
cies (6-10) and institutions (11-14). We identify seven
as having particular relevance for domestic action, as
Table 2 shows.

The recommendations of the FACTI panel and the cur-
rent policies in Malawi are summarised in Table 2. and
we consider these a whole-of-government approach to
tackling illicit financial flows. Nevertheless, these are
primarily technical and would be well served by political
economy analysis to ensure effectiveness.

Conclusion

More children would access their economic and social
rights if there were actions by duty-bearers to close the
vast gaps in global governance regarding tax. To illustrate
this, we selected Malawi and the impact of revenue losses
because of corporate and individual tax abuse on funda-
mental rights, which are also determinants of health.

We have discussed the responsibility of the interna-
tional community, with the onus on those countries
which create the most vulnerabilities to tax abuse—Lux-
embourg, the United Kingdom and dependencies, the
Netherlands and Switzerland—and which attempted,
albeit unsuccessfully, to thwart efforts by the African
Group at the UN to begin intergovernmental discus-
sions with the possibility of developing an international
tax cooperation framework. Yet these nations have
ratified the UNCRC and have obligations to children
globally. We urge all countries to support efforts for
international tax to be determined and decided through
the UN. This is in line with the 16™ SDG, which aims to
reduce all forms of illicit financial flows significantly. As
per the recommendations of the FACTI panel, Malawi,
and indeed all countries, can continue to mitigate the
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impact of the gaps in the international tax architecture
that have emerged and been engineered over the last
century to better secure the future of the children with
their actions to tackle illicit financial flows domestically.
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