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Trade misinvoicing and illicit financial flows

Pioneering work by Raymond Baker (founder and 
president of Global Financial Integrity – GFI) 
The initial quantitative study produced by GFI 
estimated that up to one trillion dollars has been 
lost by the developing countries through IFFs.
While the methodology of estimating the IFFs 
received some criticism, increased awareness of 
the issue has been widely attributed to the work 
of Baker and subsequently GFI.



Trade misinvoicing

Price, quantity or description of 
internationally traded goods is 
purposefully misrepresented 
Kravchenko (2018): ~$200 billion 
was lost in tax revenues in 2016 in 
Asia-Pacific region due to trade 
misinvoicing
Hypothesized that trade facilitation, 
in particular cross-border sharing of 
trade data and documents, could 
help address misinvoicing 



Trade mismatching score – at HS four-digit level

∑𝑘𝑘=1𝐾𝐾 𝑀𝑀𝑖𝑖𝑖𝑖𝑘𝑘 − 𝑋𝑋𝑖𝑖𝑖𝑖𝑘𝑘
∑𝑘𝑘=1𝐾𝐾 (𝑀𝑀𝑖𝑖𝑖𝑖𝑘𝑘 + 𝑋𝑋𝑖𝑖𝑖𝑖𝑘𝑘)

× 100

Presenter Notes
Presentation Notes
Absolute difference in total bilateral trade vs mirror values
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Absolute difference in total bilateral trade vs mirror values



Digital and Sustainable Trade Facilitation 

Source: https://untfsurvey.org

Presenter Notes
Presentation Notes
The survey covers 58 trade facilitation measures, which are classified into four groups and eleven sub-groups. Given trade facilitation measures focus, five subgroups, namely transparency, formalities, institution arrangement and cooperation, paperless trade and cross border paperless trade (see appendix on detailed measures included). The survey is fact-based rather than perception-based. A three-step approach to data collection and validation is generally followed, implemented over a 6-month period every 2 years: Step (1) Open data collection from experts; Step (2) Data verification by UN Regional Commission Secretariats; and Step (3) Data validation by national governments. For more details on the methodology, please refer to the 2021 Survey Methodology and methodology section of global and regional reports, which are available for 2015, 2017 and 2019.  

https://untfsurvey.org/


UNTF Survey 
(0 = not implemented to 3 = fully implemented)
Sub-groups Measures

Paperless trade
(Ten measures)

Automated Customs System (e.g., ASYCUDA)
Internet connection available to Customs and other trade control agencies at
border-crossings
Electronic Single Window System
…

Cross-border paperless trade
(Six measures)

Laws and regulations for electronic transactions are in place (e.g., e-commerce
law, e-transaction law)
Recognized certification authority issuing digital certificates to traders to
conduct electronic transactions
Electronic exchange of Customs declaration
…



Linking trade facilitation implementation with mismatching 
scores

Paperless trade

2015()  2017()  2019 ()

Presenter Notes
Presentation Notes
The survey covers 58 trade facilitation measures, which are classified into four groups and eleven sub-groups. Given trade facilitation measures focus, five subgroups, namely transparency, formalities, institution arrangement and cooperation, paperless trade and cross border paperless trade (see appendix on detailed measures included). The survey is fact-based rather than perception-based. A three-step approach to data collection and validation is generally followed, implemented over a 6-month period every 2 years: Step (1) Open data collection from experts; Step (2) Data verification by UN Regional Commission Secretariats; and Step (3) Data validation by national governments. For more details on the methodology, please refer to the 2021 Survey Methodology and methodology section of global and regional reports, which are available for 2015, 2017 and 2019.  



𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑖𝑖
-0.214 ***

(0.0476)

𝑥𝑥𝑥𝑥𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑖𝑖
0.113

(0.0651)

𝑡𝑡𝑝𝑝𝑝𝑝𝑡𝑡𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑡𝑡𝑡𝑡𝑦𝑦𝑖𝑖
0.024

(0.0797)

𝑖𝑖𝑡𝑡𝑝𝑝𝑡𝑡𝑖𝑖𝑡𝑡𝑖𝑖𝑡𝑡𝑖𝑖𝑖𝑖𝑡𝑡𝑖𝑖
0.697 ***
(0.0962)

𝑓𝑓𝑖𝑖𝑝𝑝𝑓𝑓𝑝𝑝𝑝𝑝𝑖𝑖𝑡𝑡𝑖𝑖𝑝𝑝𝑝𝑝𝑖𝑖
-0.223 ***

(0.0616)

𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑖𝑖
-0.088

(0.0458)

𝑥𝑥𝑥𝑥𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑖𝑖
-0.253 ***

(0.0619)

𝑡𝑡𝑝𝑝𝑝𝑝𝑡𝑡𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑡𝑡𝑡𝑡𝑦𝑦𝑖𝑖
-0.194 *
(0.0841)

𝑖𝑖𝑡𝑡𝑝𝑝𝑡𝑡𝑖𝑖𝑡𝑡𝑖𝑖𝑡𝑡𝑖𝑖𝑖𝑖𝑡𝑡𝑖𝑖
1.165 ***
(0.0980)

𝑓𝑓𝑖𝑖𝑝𝑝𝑓𝑓𝑝𝑝𝑝𝑝𝑖𝑖𝑡𝑡𝑖𝑖𝑝𝑝𝑝𝑝𝑖𝑖
-0.508 ***

(0.0658)
𝑅𝑅2 0.258

Dependent variables:

Control variables (all sign):
• GDPi, GDPj, GDP per capitai, GDP per 

capitaj, official common language, 
contiguity, distance, RTAij

• year fixed effects

∑𝑘𝑘=1𝐾𝐾 𝑀𝑀𝑖𝑖𝑖𝑖𝑘𝑘 − 𝑋𝑋𝑖𝑖𝑖𝑖𝑘𝑘
∑𝑘𝑘=1𝐾𝐾 (𝑀𝑀𝑖𝑖𝑖𝑖𝑘𝑘 + 𝑋𝑋𝑖𝑖𝑖𝑖𝑘𝑘)

× 100

Presenter Notes
Presentation Notes
Paperless trade readiness assessment studies conducted by ESCAP suggest that while countries may have institutional mechanisms relevant to trade facilitation, they often do not have the resources or authority to coordinate effectively. This leads to inconsistent and uncoordinated efforts by agencies and other stakeholders. Additional possible explanation is that the construction of subgroup indicator itself, which consists of only 3 questions and displays little variation across time. 



Impact of full digital trade facilitation implementation on tax revenue: 
$119 billion to $183 billion, per year
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Presenter Notes
Presentation Notes
Estimating resultant extra tax revenues collected is problematic for a number of reasons. First, it is necessary to make a judgement on which sources of reported trade flows are less trustworthy: is it on the side of exporter or importer. Depending on the answer the same transaction can thus be considered, for example, as export under-invoicing or import over-invoicing. Second, the estimates on the coefficients were conducted at HS four-digit level, which as has been pointed out likely to significantly mask the level of misinvoicing due to aggregation bias. 



Trade facilitation (particularly cross-border data exchange) 
implementation should theoretically address trade misinvoicing

Conclusion

This study suggests that it is indeed the case
Potential savings of $119-$183 billion in tax revenue 

Countries should accelerate trade facilitation implementation, 
such as through joining the Framework Agreement on 
Facilitation of Cross-border Paperless Trade in Asia and the 
Pacific
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