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Abstract: This study considers the impact of the FATF’s greylisting process from a market perspective.
The results are intended to inform the development of public policy and improvement of market
signalling. The study develops a theoretical market impact model and identifies the indicators which
may impact banking operations and institutional decisions. It is explicitly market-oriented in that
the model seeks to reflect how stakeholders in financial and non-financial markets typically respond
to signals sent out by the FATF. The authors find that the FATF’s greylisting signalling has changed
over time and distinguish four broad periods reflecting different messaging. The study uses financial,
trade, and other variables derived from the World Bank’s “World Development Indicators” databank
to explore evidence of impact in each of the different phases of the FATF’s approach to greylisting.
The study uses a pooled cross-section and time series approach with fixed effects, based on a sample
of 177 countries and 3540 country-years of data from 2000 to 2020. The study examines impacts on
net official development assistance, the banking environment (non-performing loans, risk premiums),
net foreign assets, indebtedness, and market capitalisation. It finds significant correlations between
many financial variables and FATF listing events, including an apparent reduction in development
assistance during greylisting periods which endured after the country was delisted. This is of
significant concern, as such reductions may impact disproportionately on developing economies.

Keywords: FATF; greylisting; blacklisting; remediation; anti-money laundering

1. Introduction

This study investigates economic risks and impacts for countries included in the list
of ‘jurisdictions under increased monitoring’, also known as the ‘grey list’, by the Financial
Action Task Force (FATF), the global standard-setter for Anti-Money Laundering and
Counter Financing of Terrorism and Proliferation (AML/CFT/CPF). Countries on the grey
list have failed to adhere appropriately to the FATF standards but committed themselves to
resolving the identified strategic deficiencies within agreed timeframes, during which they
are subject to increased monitoring by the FATEF. In the first quarter of 2023, 24 jurisdictions
were listed on the FATF grey list, including Nigeria, South Africa, and Tiirkiye (FATF 2023).

Studies have found that the FATF typically moved listed countries, predominantly
developing economies, to higher levels of compliance with FATF standards within a rea-
sonable period of time because governments responded with concern about the negative
economic impact that listing might impose (Sharman 2009; Morse 2022; FATF 2015). The
studies are, however, divided on whether greylisting actually created negative economic
consequences.

This study considers FATF’s greylisting impact from a market perspective, i.e., as it
affects both private and public sector stakeholders. The study identifies different phases
in market signalling engendered by the FATF’s greylisting process, develops a theoretical
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market impact model, and identifies indicators to be studied which may impact both
banking operations and institutional decisions. It explores evidence of impact in each of
the phases using indicators derived from the World Bank’s “World Development Indicators’
databank.

The study is novel in that it considers the whole time period over which the FATF has
been operating; divides this period into phases during which the FATF’s signalling and
processes varied; explores empirical evidence on the impact of listings across all countries
for which usable data is available, and not just a sample of countries; seeks to identify the
different impacts of listing, remediation, and delisting; and examines whether the impact
occurs immediately or after a time lag. The approach is explicitly market-oriented, in that
the theoretical model used for identifying variables which may be impacted seeks to reflect
how stakeholders in financial and non-financial markets may typically respond to the
signals sent out by the FATF.

Using a pooled cross-section and time series approach with fixed effects, based on a
sample of 177 countries and 3540 country-years of data from 2000 to 2020, the study finds
significant correlations between many financial variables and FATF listing events. This
does not of itself prove causation, as it may be that the FATF listing and these variables are
simply co-determined.

A major finding is that net official development assistance (ODA), International Bank
for Reconstruction and Development (IBRD) loans, and International Development Associ-
ation (IDA) credits seem to reduce during greylisting periods and this reduction endures
after the country becomes delisted. This is of significant concern as such reduction may
impact disproportionately on developing economies and their populations. The study
finds evidence of improvements in the banking environment (non-performing loans, risk
premiums) as well as some evidence of reductions in net foreign assets and increased
indebtedness in the earlier listing phases. In Period III (2010-2015), which saw the most
intense FATF activity, listing is correlated with a decline in market capitalisation, although
remediation seems to reverse this, encouraging lenders and improving net financial flows
and exchange rates. Negative correlation between net ODA, IBRD and IDA loans and
credits and listings are evident in Periods Il and IV (2016-2021), with the exception that net
ODA is positively correlated in the remediation period in Period IV. There is also significant
evidence of correlation between the remediation and delisting process and reduced GDP
growth rates.

These findings are of concern from a development policy perspective and should
inform further investigation of the use of greylisting along with a FATF review of its market
signalling impact as well as the regulatory and market signalling responses of its members
and other regulators. Measures resulting in economic hardship for countries when they are
working with the FATF to improve their compliance levels require closer policy scrutiny.

The remainder of this paper is organised as follows. It contains a section that describes
the background to the study;, a literature review, a section that describes the materials and
methods used, followed by the results, a discussion of the results, and the conclusions.

2. Background

The Financial Action Task Force (FATF), housed at the OECD in Paris, is the inter-
governmental global standard-setter for anti-money laundering, and counter-terrorist and
proliferation financing (AML/CTF/CPF). More than 200 jurisdictions are committed to
ensuring technical compliance with the FATF standards, known as the ‘Forty Recommen-
dations’, as well as effective implementation of compliant AML/CTF/CPF measures.

The FATF monitors progress on adoption and implementation of its standards. With
FATF-style regional bodies (FSRBs), it assesses whether countries have the necessary legal
and institutional frameworks in place and how effectively they are implementing them.
This peer review process, known as Mutual Evaluation, applies an agreed methodology
(Kyriakos-Saad 2005; FATF 2004b, 2013-2021).
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The FATF has no formal powers of compulsion but its standards, especially Recom-
mendations 10 (Customer due diligence) and 19 (Higher-risk countries), require countries to
ensure that their financial institutions apply appropriate countermeasures where countries
fail to meet the standards appropriately (FATF 2012-2023). These measures include apply-
ing enhanced due diligence measures to business relationships and transactions relating to
countries where this is called for by the FATF, and also where enhanced risk requires them
to adopt such risk mitigation measures. Within this context, the FATF has been advising
specific action against countries that fail to show adequate commitment to compliance
(Drezner 2008; Nance 2015; Morse 2017). In 2000 and 2001 the FATF listed 23 countries
and territories publicly in its Non-Cooperative Countries or Territories (NCCT) program.
According to the FATF, this process was highly successful as “all of the jurisdictions listed
in 2000 and 2001 made significant progress and the last country was removed from the list
in October 2006” (FATF 2022a).

Since 2007, and with improved processes adopted in 2009, the FATF's International Co-
operation Review Group (ICRG) has identified, examined and worked with jurisdictions
that were failing to adequately implement AML/CFT/CPF measures. A jurisdiction that
enters the ICRG review process as a result of a disappointing mutual evaluation has
12 months to collaborate with the FATF or its FSRB to address the identified deficiencies
and avoid possible public identification and formal review by the FATFE. The FATF then
prioritises the review of those countries with more significant financial sectors, e.g., USD
5 billion or more in financial sector assets. At this point, when the country has committed to
addressing the identified deficiencies, the FATF may move to have it placed on its so-called
greylist (FATF 2022a).

2.1. Black and Greylisting

The FATF currently publishes two listing statements at the end of each of its three
plenary meetings, in February, June, and October. The two statements reflect the different
levels of risk posed at any given time by the deficiencies in the listed jurisdictions:

e  High-Risk Jurisdictions subject to a Call for Action (previously called “Public State-
ment”, more generally known as its blacklist): these high-risk jurisdictions have sig-
nificant strategic deficiencies in their AML/CFT/CPF regimes and FATF calls on
all jurisdictions to implement “counter-measures” against these countries to miti-
gate the risks they pose. These measures slow down and even prevent commercial
engagements, reinforcing economic sanctions against the countries currently listed.
For a number of years only two countries, Iran and North Korea, were ‘blacklisted’.
Myanmar was added in October 2022 but in a special category where FATF calls for
enhanced due diligence measures proportionate to the risks to be applied, rather than
more drastic countermeasures. Myanmar was added due to unsatisfactory progress
with its action plan to address its strategic deficiencies and this listing reflects elements
of the dark-grey list that the FATF published in Period III, discussed below.

e  Jurisdictions under Increased Monitoring (previously called “Improving Global AML/
CFT Compliance: On-going process”, more generally known as the greylist): these
jurisdictions are actively working with the FATF to address the identified strategic
deficiencies in their AML/CFT/CPF regimes. These countries have committed to
swiftly resolving these within agreed timeframes. Other countries are advised to
consider this information and, though the FATF explicitly states that it does not call
for enhanced due diligence in relation to transactions and business linked to these
countries, such risk mitigation measures are often triggered by a listing.

The neat division between these two lists was blurred for some time in the period
2011-2015 by the publication of a list of jurisdictions that had strategic deficiencies and that
had not committed to an action plan to address them or had not made sufficient progress
implementing that plan, the so-called dark-grey list. In these cases, FATF signalled that
enhanced due diligence measures may be appropriate as it explicitly called on its members
to consider the risks arising from the deficiencies associated with each jurisdiction.
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To be removed from FATF monitoring, a jurisdiction must address all (or nearly all)
the components of its action plan as confirmed by an on-site visit.

2.2. Phases in the FATF’s Greylisting Process

As explained above, the FATF currently publishes two lists, a so-called blacklist and
a greylist (Riccardi 2022; Morse 2022). This study focuses on the greylist. Some authors
refer to both grey- and blacklisting as “blacklisting” but, given the difference between the
impact on blacklisted countries (e.g., on Iran and North Korea) and the impact on the large
number of countries that are greylisted, the term “greylisting” is used here to distinguish
the two lists and listing processes.

Since 2000 FATF’s communications and signals regarding greylisting have changed on
several occasions. These communications are made in formal, public statements to inform
risk mitigation measures to be taken by countries and financial institutions and changes
in messaging could impact on market responses (Ederington and Lee 1993; Farka and
Fleissig 2012). Previous impact studies differentiated mainly between the NCCT period and
the post-NCCT period based on changes in the listing processes and have not specifically
considered different messaging periods in the listing processes.

The authors distinguish four main periods. The first period commenced with the
NCCT listings, which is classified as a greylisting process as it is more closely aligned in
nature with the latter than with blacklisting and the accompanying countermeasures. With
this as the starting point, and considering the FATF’s labelling, messaging, and market
signalling in its statements, the following four periods are identified:

e  Period I-—2000-2006: following discussions that began in 1998 (FATF 2007a), the FATF
in February 2000 agreed on 25 criteria to be applied to identify countries with “detri-
mental rules and practices which impair the effectiveness of their money-laundering
prevention and detection systems, as well as the results of their judicial enquiries in
this area” (FATF 2000). The FATF published its first list of 15 “non-compliant countries
or territories” (NCCTs) in June 2000 (FATF 2000) and added another 8 jurisdictions
in 2001 (FATF 2001). The public naming and shaming of these countries put pressure
on them to improve their compliance levels (FATF 2003a, 2015; Sharman 2009; Morse
2022). No further countries were added but listed countries were delisted when they
reached the desired compliance level. The last country on the list, Myanmar, was
delisted in October 2006. A final formal NCCT report relating to the monitoring of
Myanmar’s compliance was adopted in October 2007 (FATF 2007a) but for practical
impact purposes and to distinguish clearly between Periods I and II for this study, the
year in which the last country was delisted is taken as the last year of Period I.

During this phase the FATF labelled the listed countries as “non-compliant”. Its
communication of listing and delisting dates during this period had a measure of clarity
that is not as evident in later periods.

The NCCT listing process did not follow a comprehensive compliance assessment of
each country. The listings gave rise to political and economic development concerns. It was
furthermore clear that the process could be strengthened technically. As a result, the IMF,
World Bank and the FATF jointly adopted an agreed mutual evaluation methodology in
October 2002. (Kyriakos-Saad 2005). The methodology was revised in 2004 (FATF 2004b)
after FATF standards themselves were revised and expanded in 2003 (FATF 2003b). This
period also saw the adoption of financing of terrorism standards by the FATF (FATF 2004a).

e  Period II—2007-2009: this was a brief, transitional period between the conclusion of
the NCCT period and the commencement of a more standardised process.

In October 2007 the FATF issued a public statement on Iran, expressing its concern
that Iran’s deficient AML/CFT regime posed a significant vulnerability to the international
financial system and announcing that FATF members were advising their financial institu-
tions to consider the related risks for purposes of enhanced due diligence (FATF 2007b).
The FATF did not have a formal black- or greylist at this stage but the language used in the
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statement resembles those in greylisting statements, and was clearly intended to trigger
risk management responses by the market. This was followed, from February 2008, by
broader public statements on Iran, the northern part of Cyprus, Pakistan, Sao Tomé and
Principe, Turkmenistan, and Uzbekistan, pointing to risks relating to the deficiencies in
their AML/CFT systems (FATF 2008a, 2008c). Later statements in this series recognised
improvements by the northern part of Cyprus (FATF 2008b) and Uzbekistan (FATF 2009),
although they were not formally or clearly “delisted”. In October 2009 Iran, Pakistan, Sao
Tomé and Principe and Turkmenistan still appeared on the same series of public statements
(FATF 2009). The remaining countries were added to the new Period III statements that
commenced in February 2010.

e  Period I1I—2010-2015: in June 2009 FATF adopted new review procedures providing
a more important role for its ICRG regional review groups. Each reviewed jurisdiction
also had an opportunity to engage the regional review group to discuss the results
of the mutual evaluation report and to develop an action plan with the FATF to
address the deficiencies of concern. The FATF now specifically requested high-level
political commitment to implement these action plans (FATF 2010a; Morse 2017). The
new procedures led to the publication of three lists, from June 2010 (FATF 2010b,
2010c), following a February 2010 iteration that listed the remaining Period II countries
separately (FATF 2010a; FATF Watch 2013):

O Firstly, a list identifying “[jlurisdictions subject to a FATF call on its members
and other jurisdictions to apply countermeasures to protect the international
financial system from the ongoing and substantial money laundering and ter-
rorist financing (ML/TF) risks emanating from the jurisdiction” (the so-called
“blacklist”), where FATF called for jurisdictions to apply counter-measures;

O Secondly, a list identifying “[jlurisdictions with strategic AML/CFT deficien-
cies that have not committed to an action plan developed with the FATF to
address key deficiencies where the FATF called on its members to consider the
risks arising from the deficiencies associated with each jurisdiction ... ”, as
described in each statement (the so-called “dark-grey list”), where FATF called
for countries to consider the risks arising from the identified deficiencies;

O Thirdly, a list of jurisdictions with strategic AML/CFT deficiencies for which
they have developed an action plan with the FATF (the so-called “light-grey
list”). The FATF did not explicitly call for any measures to be taken in relation
to these countries, though the listing would enliven normal FATF-related due
diligence measures in the market to mitigate any jurisdictional risks. While the
situations differ among jurisdictions, each jurisdiction has provided a written
high-level political commitment to address the identified deficiencies.

From February 2011 the latter list was augmented by a list of “jurisdictions not making
sufficient progress”, which identified those countries on the light-grey list that could be
moved to the dark-grey list if they failed to take action expeditiously. From June 2011, the
dark-grey list itself had added to it “countries with strategic AML/CFT deficiencies that
have not made sufficient progress in addressing the deficiencies” (FATF 2011).

The complexity of the signalling using black, dark-grey, light-grey and warning lists
was enhanced when FSRBs began to issue their own lists and statements and some of these
were published by the FATF on its website (Nechaev 2014). The Caribbean Financial Action
Task Force (CFATF), the FSRB for the Caribbean, for example, greylisted Belize and Guyana,
but then blacklisted them in November 2013, with the CFATF calling on its members to
consider implementing countermeasures to protect their financial systems (CFATF 2013).
In May 2014 Belize was removed from the CFATF blacklist, but Guyana was greylisted
by the FATF in October 2014, delisted in October 2016 (FATF 2016), and exited the CFATF
processes in November 2016 (CFATF 2016).

During this period the FATF published its current set of standards (FATF 2012-2023)
as well as its current mutual evaluation methodology (FATF 2013-2021).
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e  Period IV—2016-2021: from February 2016, the FATF’s greylist (now called “Im-
proving Global AML/CFT Compliance: On-going Process”) was restricted to the
jurisdictions previously listed on the light-grey list, i.e., “jurisdictions that have strate-
gic AML/CFT deficiencies for which they have developed an action plan with the
FATE.” Listing therefore held a more positive message than in the previous period
where the dark-grey listing coloured the tone of greylisting.

Changes were made to the language of the statements too. In October 2019, for
example, the FATF added explicitly that it “does not call for the application of enhanced
due diligence measures to be applied to these jurisdictions”, but that it encourages its
members “to take into account the information presented below in their risk analysis”.

The FATF’s messaging around the listed jurisdictions changed further in 2020 when
the list heading changed to “Jurisdictions under Increased Monitoring” with the following
new introductory text (FATF 2020):

“Jurisdictions under increased monitoring are actively working with the FATF to address
strategic deficiencies in their regimes to counter money laundering, terrorist financing,
and proliferation financing. When the FATF places a jurisdiction under increased mon-
itoring, it means the country has committed to resolve swiftly the identified strategic
deficiencies within agreed timeframes and is subject to increased monitoring”.

In October 2022 it strengthened its statement that it is not calling for enhanced due
diligence measures by adding that the FATF Standards “do not envisage de-risking, or
cutting-off entire classes of customers, but call for the application of a risk-based approach
(FATF 2022b). The second paragraph of the statement now reads (FATF 2023):

“The FATF and FATF-style regional bodies (FSRBs) continue to work with the juris-
dictions below as they report on the progress achieved in addressing their strategic
deficiencies. The FATF calls on these jurisdictions to complete their action plans expedi-
tiously and within the agreed timeframes. The FATF welcomes their commitment and
will closely monitor their progress. The FATF does not call for the application of enhanced
due diligence measures to be applied to these jurisdictions. The FATF Standards do not
envisage de-risking, or cutting-off entire classes of customers, but call for the application
of a risk-based approach. Therefore, the FATF encourages its members and all jurisdictions
to take into account the information presented below in their risk analysis.”

These language changes communicated a more positive message about the greylisted
countries: they have strategic deficiencies but they are committed to fixing the problems
and have implemented an action plan to do so reasonably expeditiously and subject to
external monitoring. Furthermore, the FATF made it clear that, while the information in
the statement may be relevant to a risk assessment, the mere listing of a country on this
list does not amount to a call for the application of enhanced due diligence measures. The
likelihood of a severe market reaction to such a listing would therefore tend to decline.

2.3. Other Lists

This study focuses on the FATF’s greylist and its economic impact on listed countries.
It is however necessary to note that, while important, this is only one of a number of
country risk lists published by nations or civil society that are likely to be taken into regard
in a risk-based AML/CFT country risk assessment, for example the Financial Secrecy Index
(Tax Justice Network 2022); the US International Narcotics Control Strategy Report (US
Department of Justice 2022); the Corruption Perceptions Index (Transparency International
2021) and the Basel AML Index (Basel Institute on Governance 2022). In addition, lists
of country risk indicators and country risk profiles are also available commercially to
subscribers. These lists themselves are often informed, in part, by FATF country listings,
and their weighting in the methodologies of those lists may not reflect the more constructive
market signalling by the FATF in the current listing phase. The impacts of those lists are
out of the scope of this study, but in principle they may modify or intensify the impacts of



Risks 2023, 11, 81

7 of 32

FATF listings. Clear messaging by the FATF can prevent or at least counteract such changes
and hence the study focuses on the FATF and its messaging.

A particularly important development was the adoption of a European Union (EU)
AML/CFT-related list of high-risk third countries in 2016, with listing rules revised in 2020
(European Commission 2020, 2022). Countries that are greylisted by the FATF are usually
added to the EU list, unless they are exempted. The EU can add any country to their list,
but EU and European Economic Area members are exempted. This exemption owes more
to realpolitik than to principle. Least-developed countries, as identified by the UN, are also
exempted unless such a country is identified as presenting a threat to the EU financial
system or is designated as an offshore financial centre (European Commission 2020).

While the EU professes to support the FATF’s processes, there are various points of
tension between the two listing processes, e.g., the EU may add its own requirements to
any FATF country action plan and a FATF delisting does not necessarily lead to an EU
delisting of that country (Dalip 2020). Importantly, the listing triggers an obligation of EU
institutions to adopt enhanced due diligence measures in relation to a greylisted country,
even though the FATF does not call for such measures (Fourth EU AML Directive 2015):

Member States should at least provide for enhanced customer due diligence measures
to be applied by the obliged entities when dealing with natural persons or legal entities
established in high-risk third countries identified by the Commission. Reliance on third
parties established in such high-risk third countries should also be prohibited. Countries
not included in the list should not be automatically considered to have effective AML/CFT
systems and natural persons or legal entities established in such countries should be
assessed on a risk-sensitive basis.

Other countries, including the UK, also require enhanced due diligence measures in
relation to greylisted countries. Their regulatory expectations are therefore not aligned with
the FATF’s market signalling in the current period, although the FATF’'s messaging may
influence some of the enhanced measures that regulated institutions may choose to adopt.

The growing number of relevant country lists, and especially the operation of the EU
high-risk third countries list, may blur the clear proportional attribution of any economic
impact that the FATF greylist may have. Where a negative impact is identified, the market
prominence and political weight of the FATF lists would support a strong argument for a
significant share in such impact.

3. Literature Review

A number of studies have analysed economic data to determine whether greylisting
impacted negatively on a jurisdiction, especially from an international political perspective.
Given the questions pursued in this paper, the literature review focused on the key studies
where an extensive analysis of economic data was undertaken.

Kudrle (2008) studied changes in Bank for International Settlements data on financial
flows to and from tax havens to determine whether there was evidence of a negative impact.
The study focused on 46 jurisdictions and data in the quarters before and after FATF and
OECD tax haven listing and delisting. The study considered total assets and liabilities,
and the associated component non-bank assets and liabilities, as well as their counterparts
for the loan and deposit data over the period for which the latter were available. The
study produced mixed results and concluded that “no substantial and consistent impact
of blacklisting on banking investment in and out of the tax havens was found across 38
jurisdictions.”

Balakina et al. (2017) explored whether “blacklisting” had a measurable negative
economic effect on a country, called the “stigma effect”. Drawing on the Global Financial
Development Database they studied the relationship between international capital move-
ments and FATF listing and delisting events in 126 countries from 1996 to 2014. Variables
used for the analysis included total Foreign Claims (Bank Flow), size of financial insti-
tutions and markets, the degree to which individuals can and do use financial services,
the efficiency of financial intermediaries and markets in intermediating resources and
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facilitating financial transactions, the stability of financial institutions and markets, and the
level of macroeconomic stability. The authors concluded that the stigma effect did not exist.

A number of studies found more conclusive evidence of listing and economic impact
correlations.

Farias and Almeida (2014) analysed AML ratings, greylisting and corruption indicators
in 36 Latin American and Caribbean countries between 1960 and 2010, and noted that poor
FATF ratings and high levels of corruption can both have a downward impact on domestic
and international investment. They also found evidence that illicit flows can increase the
depth of financial markets, but that the impact varies depending on, for example, the
strength of ties with main financial centres. In general, the authors are confident that their
work demonstrates that FATF listings “have indeed penalized countries and territories that
were target of the body’s critical reviews”.

Collin et al. (2016) used SWIFT data to explore the impact of AML regulation on
payment flows. They found that greylisted countries faced “up to a 10 percent decline in
cross border payments received from other jurisdictions, but no change in the number sent”.
Greylisted countries are also more likely to see a decline in payments from other countries
with weak AML/CFT institutions. Their conclusions were based on monthly counts of
cross-border payment messages recorded in the SWIFT system between January 2004 and
August 2014 and listings by the FATF over the same period. In the period examined, the
number of such messages rose from around 20 million/month to around 40 million/month,
with substantial seasonal variation. Correlations were observed between such messages
and exports, with an overall correlation of 0.33. They noted that the poorest countries were
most likely to be greylisted: “countries with a GDP per capita under $20,000 face greylisting
rates as high as 40%”.

To identify the covariance of FATF greylisting against other ‘treatment’ measures, the
authors also explored the impact of the US International Narcotics Control Strategy Report
ratings and US, EU or UN sanctions. Control variables included GDP per capita (World
Bank), a country’s democracy score (POLITY 1V), the World Bank World Governance
Indicators, a dummy variable indicating whether or not there is an ongoing conflict, and
the country’s current exchange rate against the dollar. Tests were carried out for ‘leads’ and
‘lags’ in the responses.

The authors found that the impact is “more complex than recent narratives have
suggested. There was no evidence that countries that have frequently been mentioned
as sources of de-risking or sources of pressure to de-risk are the ones where there are
substantial declines in payment flows to and from grey-listed countries”.

Morse (2017) analysed the interaction between “reputation, market enforcement, and
international cooperation”, focusing on the global campaign to combat terrorist financing.
Her PhD thesis also provides some detail of specific countries and their experience with
being put on non-complier lists, including Thailand, Turkey, Philippines, Guyana, and
Panama.

Morse examined the effect of the FATF greylisting on cross-border bank-to-bank
liabilities between February 2010 and December 2015 and concluded that cross-border
bank flows decline and investors demand higher relative yields for sovereign debt when a
jurisdiction is listed. The analysis focused on non-FATF member countries with comparable
levels of compliance. A variety of methodologies were applied, including interviews
with 15 finance industry professionals, fuzzy regression discontinuity, ‘non-instrumented
analysis of sovereign spreads’, a Cox Proportional Hazards model, and a case study of
Thailand. The latter provided a graphical presentation of trends in cross-border liabilities
and in relation to listing and delisting. No particular pattern was found. Correlational
evidence was cited that the non-complier list affected the risk premium for long-term debt.

Later, Morse (2019) analysed growth in cross-border liabilities for 39 countries, 10 of
which were grey-listed, finding a large significant impact of c. 15-16%. Morse refined her
analysis and found strong and statistically significant results ranging from an approximately
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10.6 percent decrease to a 12.6% and 12.8% decrease in liabilities in certain specifications
(Morse 2022).

Case-Ruchala and Nance (2020) replicated Morse’s 2019 model for a wider range of
cases and found that the inclusion of more comprehensive data erased the effect. They
argue that Morse’s findings were largely based on her (imbalanced) selection of cases,
and that “[their] findings strongly suggest that being listed by FATF does not lead to a
significant change in investment patterns”. They also examined the impact of listing on
cross-border portfolio asset investments using the IMF Coordinated Portfolio Investment
Survey 9 data in a similar series of regressions in relation to the wider range of cases and
again found no effect of listing.

Jayasekara (2021) analysed the short-term economic implications of AML/CFT policies.
The study focused on seven economies selected from the FATF’s 2019 listings—Ethiopia,
Sri Lanka, Tunisia, Serbia, Afghanistan, Lao PDR, and Guyana. It found that the domestic
currency of monitored jurisdictions depreciated during the review period. The study also
found evidence that limitations on fund transfers and correspondence banking relationships
may have negative impacts on the capital markets of listed countries.

Kida and Paetzold (2021), published as an IMF working paper, found that “gr[e]y-
listing results in a large and statistically significant reduction in capital inflows”. The
study used data from 89 emerging and developing countries in 2000-2017, and identified
greylisting using FATF public statements. During the period, 78 of the countries were
greylisted at least once, and the response to this event was explored using a machine-
learning process known as lasso. They found statistically significant declines in capital
inflows of 7.6%, in FDI inflows of 3.0%, in portfolio inflows of 2.9% and in other investment
inflows of 3.6%.

The studies to date have therefore provided mixed results about the economic im-
pact of greylisting by the FATF. The studies have however not identified the changes
in the FATF’s listing-related market signalling over time or studied these to determine
whether they may provide a clearer answer. Did the changes in language impact on market
responses?

As discussed in Section 2.2 above, the authors identify different signalling periods in
the FATF’s greylisting processes. This study therefore set out to determine:

e  whether listing and delisting had significant correlations with economic indicators,
either immediately or potentially over one and two years after listing and delisting;
and

e if any correlations were identified, whether there was evidence of any differences
across the key periods of greylisting.

4. Materials and Methods
4.1. A FATF Greylisting Economic Impact Model

Previous studies selected relevant economic indicators without comprehensively
explaining how they relate to greylisting, to the operation of the market, and to each other.
It was therefore important to develop a theoretical impact model to inform the selection of
indicators for the study and to assist in explaining any findings.

There is a well-developed literature on how signalling affects competitive behaviour
dating back at least to the 1980s (Heil and Robertson 1991). This literature provides some
guidance on how firms, markets, and industries may react to particular signals, and in
particular the importance of consistency, clarity, and aggressiveness of the signal (Fiske and
Taylor 1984). It also provides some evidence that (suitably designed) public policy signals
can have a beneficial effect in integrated markets (Avdjiev et al. 2012). Drawing on this
literature, we have developed an impact model, summarized in Figure 1.



Risks 2023, 11, 81

10 of 32

FATF GREYLISTING IMPACT MODEL

Supplier Enhanced
INTERMATIONAL Foreign Direct pe Due Diligence
— rade .
FINANCIAL | lnvestment (i) Prohibitions
INSTITUTIONS fii] Compliance Casts o -
. _.' . _'_ Suppiier Morginal Casts Rise
¥
| MARKETS INFLUENCED BY FATF |
AID AND
CONCESSIONAL B S \*lv- . Customr Cast Rize
LENDING | DIRECTLY | | INDIRECTLY |
Financial
4 L 4 A 4 L 4 A 4
Markets ¥
GOVERMMENT CORPORATE EQUITY OTHER
BUDGET, DEET, — BORROWING FUNDING MNON-LABOUR G00oDs LABOUR
BALANCE OF SERVICES
PAYMENTS
l I L I AL & @

mpairad Flow

&
- NPLs -
TAX ) Forcod/Volumtary Supplier Exit
A— )
PROFITABILITY
Increased Costs / Risk Premia
SOCIAL AND Key @
INFRASTRUCTURE L
PAYMENTS - v Fascbock
@

Figure 1. FATF Greylisting Impact Model.

The model tracks the broad high-level assumptions that underpin the FATF standards.
These derive from a first-world and historical and generalised view of national financial
systems and economies, albeit a view that is changing. However, the high-level basic
market functions assumed by the model still exist. Importantly, there are standardised data
on them to enable this analysis.

This model summarises the authors” understanding of how FATF listing signals could
affect the economy of a jurisdiction. FATF standards and statements are supposed to be
reflected in the national regulations and policies of regulated businesses and professions.
Non-regulated businesses and clients are indirectly affected if they depend on these sectors
to function. Donor/lender governments and near-market international lending institutions
also act in this space, as do market-based national and international investors.

Greylisting may decrease opportunities for, and increase the cost of, doing business:

e Governments may tighten the regulation of trade with the listed country, or with
connected entities, or even prohibit business

e  Firms in, or linked to, the listed country (e.g., by ownership or trade) may need to
undertake more checks to comply, and be seen to be complying, with regulations

e  Resulting changes in aggregate volume, variety, quality and cost of goods and services

may impact national profitability

Once trade is affected by listing signals there are likely to be first- and second-order
effects. These are briefly outlined in Section 5, together with indicators that could be
considered to reflect and measure these effects.

4.2. First-Order Effects
4.2.1. Increased Supplier Costs

Firms may amend internal policies and operating practices to respond to greylisting
risk signals.
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At the margin, higher resulting regulatory risks may be unmanageable or inadequately
compensated. Firms made inefficient and unprofitable (through inability to manage risk or
pass on cost increases) may reduce the range of goods on offer or exit the market entirely.

4.2.2. Reduced Firm Profitability, Tax Payments and Debt Service Capacity

Reduced supply and increased cost of factor goods and services may reduce gross
profit margins. This in turn would reduce firm headline tax liability and debt/equity
service capacity.

O  Possible indicators: tax revenue totals, dividend levels

4.2.3. Reduced National Income and Expenditure

Direct aid to a listed country may fall as donors negotiate measures to address the
new risk profile. The effect would add to national budgetary pressures. One way for
government to relieve this might be to reduce ESI payments. This, however, would further
lower firm profitability.

O  Possible indicators: net official development assistance and official aid received
[current US$], IFC, private nonguaranteed [NFL, current US$] IBRD loans and IDA
credits [DOD, current US$]. The focus here is on changes in access to capital given
degrees of politicisation.

4.2.4. Reduced Access to Capital

International bond and loan markets are likely to see listing negatively, putting up-
wards pressure on both government borrowing levels and corporate spreads. Some credi-
tors may no longer lend or may reduce investment levels. Governments and international
lending organisations may react in a similar fashion, including by increasing the condi-
tionality (and thus expense) of lending. There would be less liquidity. Of the liquidity that
exists some would be needed to cover higher costs of indebtedness.

O  Possible indicators: risk premium on lending (lending rate minus treasury bill rate,
%), Lending interest rate (%), Interest rate spread (lending rate minus deposit rate, %).
Testing should show ballooning/tightening of both indicators on listing /delisting

4.3. Second-Order Effects
4.3.1. Downward Profitability Spiral

Higher reference rates and higher corporate spreads (linked to perceptions of lowered
profitability and debt service capability) are a double shock to the debt markets, with
knock-on effects in equity markets. This may produce further reductions in profitability,
tax payment and debt service/equity raising capacity, plus an increase in non-performing
loans.

O  Possible indicators: bank nonperforming loans to total gross loans (%)—important for
showing incipient failures of companies, though also an indicator of reckless lending.
Market capitalisation of listed domestic companies (current US$) would be expected
to fall with MER and rise on delisting.

4.3.2. Reduced Government Income

The continuing drop in profitability may reduce government income, adding to pres-
sure in sovereign debt and corporate capital markets. Knock-on effects on ESI payments,
again impacting firm profitability, may cause the cycle to repeat in a negative feedback
loop.

O  Possible indicators: private non-guaranteed loans, commercial, banks and other
creditors (NFL, current US$).
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4.4. Time Lags and Endurance
4.4.1. Time Lags

The effects described may not all impact at the same time. Market impacts may
be immediate and slight but become significant as iterations of the negative cycle take
cumulative effect. Impacts linked to structural factors (such as multilateral lending and
aid) may be slow to show but significant.

O  Possible leading indicators: Exchange rates and monthly GDP (current LCU)/GDP
(US$)) with both falling with listing and rising with delisting; Net financial flows,
bilateral (NFL, current US$) with flows falling as commercial activity and FX values
diminish (except for inflows from release of foreign holdings); foreign direct invest-
ment, net inflows (BoP, current US$) again, falling with listing, rising with delisting;
foreign direct investment, net outflows (BoP, current US$)—rising with listing, falling
with delisting.

O  Possible lagging indicators: net foreign assets (current LCU)—falling as assets are
liquidated, possibly at a discount, to cover local trading losses and as a result of LC
depreciation; external debt stocks, total (DOD, current US$) rising and falling as trade
drops off; net acquisition of financial assets (% of GDP) (though it is important to
exclude external buying on weakness); claims on central government, etc. (% GDP);
claims on other sectors of the domestic economy (% of GDP).

4.4.2. Persistence

Negative impacts may endure and fluctuate whilst the causes of listing are uncorrected.
They may return to normal when the FATF signals that its concerns have been addressed.
However, they may also persist after successful correction and delisting, for example if
private sector confidence and public sector surpluses are slow to return. Where firms have
exited the market permanently, reduced supply of their own offerings and loss of demand
for their factor goods may maintain pressure on the economy.

The model is therefore intended to help examine if removal of FATF grey listing acts
in the same way as raising a blind—immediately readmitting sunlight—or whether it
resembles removing a clothes iron—where outcomes depend on the fabric, the level of
retained heat, and whether permanent damage has (already) occurred.

4.5. Empirical Testing

Using the model as a theoretical basis, a global FATF greylisting database was con-
structed for the period from 2001 to 2020. This brought together data on the financial and
economic outcomes for all countries with data on when FATF and related events occurred,
including publication dates for relevant listing statements. The focus was on NCCT list-
ings, light- and dark-grey listings prior to 2016, and greylisting from 2016 onwards. For
consistency, the handful of FSRB listings was added on the assumption that international
market responses to FATF and FSRB greylisting would tend to be similar.

The principal source of economic and financial data was the World Bank’s “World
Development Indicators” databank, updated in 2022. Countries where the data were too
sparse to be used were excluded from the analysis, so that the final analysis was based
on 177 countries and 3540 country-years of data. For these remaining countries, some
interpolation of missing data was also undertaken.

Yti = od + 6t + Xk Bk Xkti + eti 1

where:

Yti is the economic or financial variable which may be correlated with or affected by listing.
This may either be the level of a variable or the year-on-year change in a variable.

Al is the cross-section effects, a vector of dummy variables indicating cross-section I (fixed
effects).

bt is a vector of dummy variables indicating time t (fixed effects).
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Xkti are the k independent variables that vary over cross-section and time.
Bk are the respective coefficients indicating the effect of Xk on Y.
eti are the stochastic errors that vary over both cross-section and time.
Yti = od + Xk Bk Xkti + eti )

Many of the regulatory actions being explored coincide with the chaos caused by the
Global Financial Crisis (GFC), so dummy variables for the two years of 2007 and 2008 have
been included. Thus, the study uses a hybrid system of fixed effects with country variation
and some limited time variation.

For each of the four FATF listing periods described above, dummy variables were
established for the listings, remediation period, i.e., the period spent on the list, and
delisting of listed countries, giving a total of twelve possible variables for each country. The
magnitude and significance of the coefficients on these variables then provide an indication
of the effect of FATF regulatory action in the period with respect to the financial or economic
indicator chosen as the dependent variable.

The detailed econometric results are presented in Annex A, grouped into first-order
and second-order effects reflecting the indicators selected for testing in the theoretical
model. The tables presented there are colour-coded to denote significance at the 95% (dark
blue), 90% (blue), and 80% (light blue) confidence levels and whether the effect is positive
(green) or negative (pink). Those tables present results for all the possible indicators
identified for testing above. The discussion below focuses on those economic and financial
indicators that were found to be correlated in a significant way.

5. Results
5.1. Period I: 2000-2006

In the first FATF regulatory period, the econometric results, which are presented in
more detail in Appendix A, reflect correlations with risk-oriented indicators and external
assets and debts. These are broadly consistent with the FATF greylisting economic impact
model outlined in Section 5. The more significant findings are provided in Table 1 below.

Table 1. Correlations with indicator variables in 2000-2006 period.

2000-2006 >
. Initial .. e

Dependent Variable Listi t-Stat Remediation I t-Stat Delisting I t-Stat

isting I

Risk Premium y-on-y 0.13279 0.270 —0.4811 ~1.355 —0.3618 —0.979

change

Risk Premium t +1 y-on-y 0.20510 0.417 —0.5222 —1.470 —0.2848 —0.771

change

Risk Premium t +2 y-on-y 0.16417 0.334 —0.4923 ~1.390 —0.3713 —1.008

change

Bank nonperforming loans

to total gross loans (%) 0.01477 0.714 —0.0628 —4.207 —0.0443 —2.856

y-on-y change

Bank nonperforming loans

to total gross loans (%) t + 0.01204 0.571 —0.0605 —3.981 —0.0058 —0.365

1 y-on-y change

Bank nonperforming loans

to total gross loans (%) t + —0.02732 —1.280 —0.0198 —1.286 —0.0056 —0.347

2 y-on-y change

Net foreign assets (current —0.146

LCU)/GDP y-on-y change 1.30816 0.908 —2.3546 —2.264 —0.1584

Net foreign assets (current

LCU)/GDPt + 1 y-on-y 2.08712 0.874 —2.2532 ~1.307 —0.7302 —0.407

change
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Table 1. Cont.

2000-2006 >
. Initial . .
Dependent Variable . t-Stat Remediation I t-Stat Delisting I t-Stat
Listing I
Net foreign assets (current
LCU)/GDP t + 2 y-on-y 1.70945 1.184 —2.3595 —2.265 —0.9868 —0911
change
External debt stocks, total
(DOD, current US$)/GDP 0.01426 0.237 —0.0227 —0.523 —0.0362 —0.801
y-on-y change
External debt stocks, total
(DOD, current US$)/GDP t 0.08197 1.361 —0.0534 ~1.229 —0.0211 —0.467
+ 1 y-on-y change
External debt stocks, total
(DOD, current US$)/GDP t 0.09511 1.583 —0.0987 —2.277 —0.0622 —1.380

+ 2 y-on-y change

Notes: The period ‘Initial listing’ refers to the calendar year in which the listing occurs, ‘Remediation” refers to the
calendar year(s) including the year in which listing occurs, and ‘Delisting’ to the calendar year in which delisting
occurred. Colour-coding denotes significance at the 95% (dark blue), 90% (blue) and 80% (light blue) confidence
levels and whether the effect is positive (green) or negative (pink).

Among the leading indicators identified in the theoretical model, there is strongly
significant evidence that bank non-performing loans fell during the remediation periods
and on delisting, and also some weakly significant evidence that risk premiums were
reduced. Net foreign assets declined during the period in which countries were listed, and
debts rose on listing, which provides some support for the findings of Collin et al. (2016),
but there is some evidence of reduction in debt stocks after a time lag.

5.2. Period 1I: 2007-2009

As discussed above, the three-year period 2007-2009 has been identified as a transition
period from the NCCT listing to the introduction of a more formal black- and greylist.
Empirical findings from this period need to be treated with caution as they are based on a
limited number of country-years of data and would be skewed by the nature of the handful
of countries that were singled out.

Table 2 shows the beginnings of a more institutional response in this period, although
weaker market-based effects, for example on exchange rates and growth, persist.

Table 2. Correlations with indicator variables in 2007-2009 period.

2007-2009 >
. Initial . .
Dependent Variable Listi t-Stat Remediation II t-Stat Delisting II t-Stat
isting II
Bank nonperforming loans
to total gross loans (%) —0.1900 —5.012 0.35048 12.134 —0.0452 —1.005
y-on-y change
Bank nonperforming loans
to total gross loans (%) t + 0.3060 7.919 —0.04547 —1.544 —0.0365 —0.794
1 y-on-y change
Bank nonperforming loans
to total gross loans (%) t + —0.0146 —0.372 —0.06165 —2.068 —0.0364 —0.784
2 y-on-y change
Exchange Rate
(GDP(LC)/GDP(US$)) —0.0229 —0.304 0.07801 1.359 0.0316 0.353
y-on-y change
Exchange Rate
(GDP(LC)/GDP(US$)) t + 0.0684 0.782 —0.02396 —0.359 0.0332 0.320

1 y-on-y change
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Table 2. Cont.

2007-2009 >

Dependent Variable I n%tlal t-Stat Remediation IT t-Stat Delisting II t-Stat
Listing II

Exchange Rate

(GDP(LC)/GDP(US$)) t + 0.0381 0.306 —0.06340 —0.670 —0.0210 —0.143
2 y-on-y change
Year-on-year change in
GDP (current US$)
Year-on-year change in
GDP (current US$) t + 1
Year-on-year change in
GDP (current US$) t + 2
Foreign direct investment,
net inflows (BoP, current —0.0726 —0.843 0.05570 0.849 0.8954 8.760
US$)/GDP

Foreign direct investment,

net inflows (BoP, current 0.2355 2.715 0.06811 1.031 0.1598 1.551
US$)/GDP t + 1

Foreign direct investment,

net inflows (BoP, current 0.0658 0.757 0.00441 0.067 0.2296 2.225
US$)/GDP t + 2

Foreign direct investment,

net outflows (BoP, current —0.0653 —0.868 —0.005 —0.085 0.7838 8.767
US$)/GDP

Foreign direct investment,

net outflows (BoP, current 0.2354 3.084 0.012 0.199 0.1466 1.616
US$)/GDP t + 1

Foreign direct investment,

net outflows (BoP, current 0.0345 0.440 —0.002 —0.032 0.34 3.666
US$)/GDP t + 2

External debt stocks, total

(DOD, current US$)/GDP —0.2850 —2.586 0.16403 1.953 —0.0199 —0.152
y-on-y change

External debt stocks, total

(DOD, current US$)/GDP t —0.2067 —1.871 0.29364 3.490 —0.0051 —0.039
+ 1 y-on-y change

External debt stocks, total

(DOD, current US$)/GDP t —0.0134 —0.122 0.16421 1.957 —0.0038 —0.029
+ 2 y-on-y change

Net official development

assistance and official aid

received (current

US$)/GDP

Net official development

assistance and official aid

received (current

US$)/GDP t + 1

Net official development

assistance and official aid

received (current

US$)/GDP t + 2

0.1271 1.519 —0.0884 —1.386 —0.0484 —0.487

—0.0657 -0.779 —0.0170 —0.265 —0.0499 —0.498

1.9502 0.247 0.5420 0.090 0.6712 0.072

0.0191 0.896 —0.01339 —0.825 0.0072 0.286

0.0144 0.677 —0.00945 —0.582 0.0031 0.122

—0.0343 —1.606 0.02859 1.756 —0.0006 —0.025
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Table 2. Cont.

2007-2009 >
. Initial . .

Dependent Variable I t-Stat Remediation IT t-Stat Delisting II t-Stat
Listing II

IBRD loans and IDA

credits (DOD, current 0.0548 1.367 —0.09248 —3.026 —0.0104 —0.217

US$)/GDP

IBRD loans and IDA

credits (DOD, current 0.0506 1.354 —0.07549 —2.649 —0.0082 —0.184

US$)/GDP t + 1

IBRD loans and IDA

credits (DOD, current 0.0427 1.250 —0.06014 —2.312 —0.0060 —0.149

US$)/GDP t + 2
Notes: The period ‘Initial listing’ refers to the calendar year in which the listing occurs, ‘Remediation” refers to the
calendar year(s) including the year in which listing occurs, and ‘Delisting’ to the calendar year in which delisting
occurred. Colour-coding denotes significance at the 95% (dark blue), 90% (blue) and 80% (light blue) confidence
levels and whether the effect is positive (green) or negative (pink).

The impact on bank non-performing loans is more nuanced, with evidence of both
positive and negative effects. Unlike other periods, this period does show some strongly
significant effects on foreign direct investment, both inflows and outflows. There are also
strongly significant negative impacts on IBRD loans and IDA credits, perhaps indicating
that the same things that concern FATF also concern the officials who are deciding on the
allocation of such loans and credits.

5.3. Period 111: 2010-2015

The third period of FATF listings—a period characterised by higher levels of compli-
ance with FATF listing signals by compliant countries and institutions—seems to have had
more wide-ranging correlations, including with investment flows and with bank behaviour,
as predicted by the theoretical model by Collin et al. (2016). This is also a period of more
complex signalling, including the use of the dark-grey list that may have increased market
responses to greylisting in general. Table 3 summarises the more significant findings.
Table 3. Correlations with indicator variables in 2010-2015 period.

2010-2015 >
. Initial . .
Dependent Variable Listi t-Stat Remediation III t-Stat Delisting III t-Stat
isting I1I
Market capitalisation of
listed domestic companies 5 g7, ~2.548 2.9748 4.406 ~0.2035 ~0.182
(current US$) y-on-y
change
Market capitalisation of
listed domestic companies 7.5329 6.666 0.0019 0.003 ~0.1970 ~0.178
(current US$) t + 1 y-on-y
change
Market capitalisation of
listed domestic companies 0.1351 0.119 —0.7050 ~1.042 —0.6876 ~0.615
(current US$) t + 2 y-on-y
change
Private non-guaranteed
loans, commercial banks 0.0046 1.263 0.0076 3.549 0.0091 2.569
and other creditors
Private non-guaranteed
loans, commercial banks —0.0033 —0.900 0.0075 3.425 0.0040 1.102

and other creditors t + 1
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Table 3. Cont.

2010-2015

Dependent Variable

Initial

Listing I1I t-Stat

Remediation III

t-Stat

Delisting III

t-Stat

Private non-guaranteed
loans, commercial banks
and other creditors t + 2

0.0049

1.320

0.0021

0.954

—0.0027

—0.755

Exchange Rate
(GDP(LC)/GDP(US$))
y-on-y change

—0.0668

—3.294

0.0426

3.536

0.0117

0.591

Exchange Rate
(GDP(LC)/GDP(US$)) t +
1 y-on-y change

0.0489

2.076

0.0315

2.252

0.0292

1.265

Exchange Rate
(GDP(LC)/GDP(US$)) t +
2 y-on-y change

—0.0088

—0.264

0.0140

0.704

0.0114

0.347

Year-on-year change in
GDP (current US$)

0.0909

4.039

—0.0372

—2.782

—0.0146

—0.662

Year-on-year change in
GDP (current US$) t + 1

0.0410

1.805

—0.0850

—6.311

—0.0860

—3.860

Year-on-year change in
GDP (current US$) t + 2

—1.9131

—0.901

—-1.1836

—-0.939

—0.8024

—0.385

Net financial flows,
bilateral [NFL, current
US$]

—0.0024

—1.327

0.0058

5.404

0.0057

3.214

Net financial flows,
bilateral [NFL, current
US$]t+1

—0.0010

-0.570

0.0052

5.014

0.0055

3.191

Net financial flows,
bilateral [NFL, current
US$]t+2

—0.0014

-0.759

0.0056

5.305

0.0022

1.237

Net foreign assets (current
LCU)/GDP y-on-y change

—1.3917

—1.958

1.0722

2.541

—0.5792

—0.830

Net foreign assets (current

LCU)/GDP t + 1 y-on-y
change

—1.1231

—0.953

0.9118

1.304

—0.0233

—0.020

Net foreign assets (current

LCU)/GDP t + 2 y-on-y
change

4.1504

5.832

—0.5239

—1.240

0.1003

0.144

Claims on other sectors of
the domestic economy (%

of GDP t + 1)/GDP y-on-y

change

—0.0087

—1.158

0.0128

2.867

0.0090

1.217

Claims on other sectors of
the domestic economy (%
of GDP t + 1)/GDP t+1
y-on-y change

0.0026

0.350

0.0098

2.194

0.0118

1.587

Claims on other sectors of
the domestic economy (%
of GDP t + 1)/GDP t+2
y-on-y change

0.0132

1.649

0.0026

0.539

0.0103

1.319

Net official development
assistance and official aid
received (current
US$)/GDP

—0.0009

—0.153

—0.0066

—1.936

—0.0098

—1.749
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Table 3. Cont.

2010-2015 >

Dependent Variable

Initial

Listing IT1 t-Stat Remediation IIT t-Stat Delisting III t-Stat

Net official development
assistance and official aid
received (current
US$)/GDP t + 1

—0.0040 -0.702 —0.0047 —1.380 —0.0083 —1.479

Net official development
assistance and official aid
received (current

US$)/GDP t + 2

—0.0074 —1.287 —0.0021 —0.608 —0.0070 —1.234

IBRD loans and IDA
credits (DOD, current
US$)/GDP

0.0045 0.413 —0.0352 —5.486 —0.0352 —3.328

IBRD loans and IDA
credits (DOD, current
US$)/GDP t + 1

0.0028 0.276 —0.0307 —5.145 —0.0302 —3.062

IBRD loans and IDA
credits (DOD, current
US$)/GDP t + 2

0.0025 0.274 —0.0253 —4.648 —0.0235 —2.604

Notes: The period ‘Initial listing’ refers to the calendar year in which the listing occurs, ‘Remediation” refers to the
calendar year(s) including the year in which listing occurs, and ‘Delisting’ to the calendar year in which delisting
occurred. Colour-coding denotes significance at the 95% (dark blue), 90% (blue) and 80% (light blue) confidence
levels and whether the effect is positive (green) or negative (pink).

In this period FATF listing activity correlates with a decline in the market capitalisa-
tion of companies in the countries selected for listing, but this rebounds quite quickly, a
trend reinforced during the remediation process. The remediation process also seems to
encourage lenders, as does delisting. After an initial decline, remediation is also positive
for exchange rates, although negative for GDP growth. The same pattern of improvement
in financial situation is evident for net financial flows, and for net foreign assets, reinforcing
the findings of Balakina et al. (2017). These findings also reinforce those of Morse (2017).

This period sees the emergence of a correlation between the remediation process plus
delisting and a decline in net ODA, as well as, with a lag, the listing process itself. It is
possible that this reflects FATF attention exacerbating institutional disquiet about a country
(causation?), or that the same issues that FATF is concerned about also concern aid officials
(correlation?). There is also more strongly significant evidence of a negative impact on IBRD
loans and IDA credits throughout the remediation and delisting periods which persists
after one- and two-year lags. Again, this may reflect greater caution in institutional policies
and procedures following the listing.

5.4. Period IV: 2016 Onwards

From 2016, greylisting was restricted to those countries with an action plan, i.e., those
countries that were actively working with the FATF to address strategic deficiencies in
their AML/CFT/CPF regimes. This meant that the greylisting public statements may have
been viewed as less alarming by the market, flagging these countries as jurisdictions with
problems but also with political commitment and action plans to address the problems. At
the same time that the FATF was stepping away from calling for enhanced due diligence
measures in relation to greylisted countries, the EU and other countries were requiring
their institutions to do precisely that.

Table 4 summarises the more significant results.
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Table 4. Correlations with indicator variables in 2016-2020 period.

2016 onwards

Dependent Variable Initial

Listing IV

t-Stat

Remediation IV t-Stat

Delisting IV

t-Stat

Bank nonperforming loans
to total gross loans (%)
y-on-y change

—0.0522

—2.163

0.0329 2.459

0.0198

1.083

Bank nonperforming loans
to total gross loans (%) t + 1
y-on-y change

—0.0453

—1.843

0.0276 2.024

0.0251

1.346

Bank nonperforming loans
to total gross loans (%) t + 2
y-on-y change

—0.0460

—1.847

0.0240 1.738

0.0239

1.271

Private non-guaranteed
loans, commercial banks and
other creditors

0.0120

1.399

—0.0070 —1.479

0.0031

0.474

Private non-guaranteed
loans, commercial banks and
other creditors t + 1

0.0035

0.407

—0.0015 —0.304

—0.0130

—1.985

Private non-guaranteed
loans, commercial banks and
other creditors t + 2

0.0073

0.832

—0.0070 —1.455

—0.0084

—1.276

Exchange Rate
(GDP(LC)/GDP(US$))
y-on-y change

—0.0532

-1.109

0.0792 2.982

0.0654

1.802

Exchange Rate
(GDP(LC)/GDP(US$)) t + 1
y-on-y change

0.0631

1.133

—0.0170 —0.552

0.0166

0.393

Exchange Rate
(GDP(LC)/GDP(US$)) t + 2
y-on-y change

0.0497

0.629

—0.0233 —0.532

0.0943

1.576

Year-on-year change in GDP

(current US$) 0.0272

0.511

—0.0713 —2417

—0.0778

—1.930

Year-on-year change in GDP

(current US$) t + 1 —0.0314

—0.584

—0.0366 —-1.231

—0.0597

—1.47

Year-on-year change in GDP

(current US$) t + 2 —1.0759

-0.214

—0.2282 —0.082

—2.7520

—-0.72

Net official development
assistance and official aid
received (current US$)/GDP

—0.0346

—2.555

0.0474 6.319

—0.0376

—3.663

Net official development
assistance and official aid
received (current US$)/GDP
t+1

—0.0556

—4.095

0.0580 7.718

—0.0408

—3.973

Net official development
assistance and official aid
received (current US$)/GDP
t+2

—0.0584

—4.297

0.0604 8.027

—0.0385

—-3.739

IBRD loans and IDA credits

(DOD, current US$)/GDP 0.0042

0.163

—0.0250 —1.765

—0.0249

—-1.29

IBRD loans and IDA credits
(DOD, current US$)/GDP t +
1

0.0060

0.254

—0.0193 —1.467

—0.0193

—-1.07

IBRD loans and IDA credits
(DOD, current US$)/GDP t +
2

0.0113

0.521

—0.0125 —1.041

—0.0117

-0.71

Notes: The period ‘Initial listing’ refers to the calendar year in which the listing occurs, ‘Remediation” refers to the
calendar year(s) including the year in which listing occurs, and ‘Delisting’ to the calendar year in which delisting
occurred. Colour-coding denotes significance at the 95% (dark blue), 90% (blue) and 80% (light blue) confidence
levels and whether the effect is positive (green) or negative (pink).
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There is strongly significant evidence that listing coincided with a reduction in non-
performing loans and (less significantly) an improvement in the willingness of lenders
to grant loans, but that this reversed during the remediation period. Remediation seems
to have coincided with an improvement in exchange rates, but also with a reduction in
growth rates.

The negative correlation between net ODA and listings and delistings persists into
this period, with more strongly significant coefficients. However, there are now important
differences in that the impact during the remediation process seems to be positive and the
negative impact on delisting lasts for longer. This may be because some ODA is in fact
allocated to selected countries to help with the remediation process. This raises possible
concern that the ODA contributed to assist with institutional reform may come at the
expense of funding non-AML/CFT/CPF development activities (“crowding out”?) and
may reduce future ODA. There is also significant evidence of correlation between the
remediation and delisting process and reduced GDP growth rates, which may be related.

An empirical finding which stands out in all the periods is the correlation between
FATF listings and reductions in ODA loans, IBRD loans and IDA credits. There are several
possible explanations for this. One is that FATF listing creates a period of uncertainty,
during which officials are hesitant to commit to loans in the relevant country. A second is
that the same issues which cause FATF to list a country also cause officials to downgrade
that country’s credit-worthiness. A third is that FATF scrutiny distracts government officials,
and so delays other processes, including agreements on bilateral and multilateral loans. In
Period IV, we also noted a positive correlation during the remediation and delisting phases,
which may indicate a diversion of funds from other activities to those related to AML/CFT
remediation. This is an area where more detailed investigation on a country-by-country
basis, beyond the scope of this article, could well yield valuable insights.

6. Discussion
6.1. Linking the Findings and the Model

The key FATF compliance audiences are countries (government officials), markets
(regulated institutions and investors), and society (civil society, commentators, etc). To
secure the desired responses from these audiences, the FATF has to craft its standards,
guidance, statements, and conduct to communicate information that would elicit the
desired responses.

The model reflects how listing signals could reasonably affect trade and public finance,
and thus the relevant economy. With respect to greylisting, these are:

A specific signal to the listed country expressing concern about the seriousness of
the identified AML/CFT deficiencies, the risk they pose to the global AML/CFT,
and the urgency with which the deficiencies have to be remedied. It is conveyed
as a formal and objective finding based on agreed standards and made by trained
evaluators and peers after a carefully managed process that includes dialogue
and review.

A general signal to the rest of the AML/CFT/CPF audiences, drawing attention
to the findings and how stakeholders may react to the risks posed by the iden-
tified deficiencies. This signal is less defined and more open to interpretation,
depending on specific country knowledge and dealings as well as own risk expo-
sure. Responses are also informed by expectations of appropriate behaviour by
counterparts and national regulators.

It is important to note that the market response to the FATF signal has often reflected
lags and delays. A negative impact may only eventuate a year or even two years after
listing.

As greylisting conveys not one signal but two, maintaining the correct balance or
blend is essential. Otherwise, action taken by target groups may lead to outcomes the FATF
did not intend. Firms, the media, and even national regulators may, for example, overact
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or over-comply with the general signal. This is a common precautionary reaction to new
information being received or new and old information being combined. Over-compliant
stakeholders may be less responsive to positive news emanating from listed countries (De
Koker and Symington 2014). This would be expressed in the model as a delisted country
still experiencing prohibitions and adverse terms of trade caused by enduring market
sentiment or regulatory expectations. Disruption of the FATF’s general signalling could
also be caused by interference from other macro signals such as market crises, political
bargains and other competing review processes.

Over time, however, FATF stakeholders would be expected to become more familiar
with the FATF process and to observe that unless greylistings become blacklistings (till now
an event of global significance, and very rare) they apparently inevitably resolve over time.
Stakeholders would also develop the ability to balance specific and general signals and
note their individual relevance to greylisting outcomes.

In Period I the FATF’s general listing signal was new and, for the reasons described
above, very strong. The specific signals were more focused. In terms of their effects, the
correlation of foreign exchange rate falls on listing and delisting in this period are consistent
with signals that combined to create/confirm high-level negative country opinions and
thus hardened terms of credit and trade in markets influenced by FATF norms. At the
same time, there may be disinvestment by criminal and marginal players put off by the
increase in scrutiny and cooperation associated with listing and the improved AML/CFT
measures signalled by delisting. The decrease in foreign holdings seen could also follow
from lower firm/government purchasing power, due to currency depreciation, and sales of
foreign assets to cover cash shortfalls or in response to regulatory pressure (especially host
regulatory pressure on listed-country-owned firms). The increase in ODA after delisting
would correspond to a country having met delisting conditionality criteria. The lags
support the notion of a learning process on all sides.

In contrast, the signalling during Periods II and III was not as well-defined as that
during Period L. The public statements during Period II were not particularly informative
and the Period III messaging was complex with dark- and light-grey lists, warning lists and
public statements, as well as lists issued by FSRBs and published by the FATF. Period III
also coincided with IMF and G7/G20 attempts to limit the negative impacts of the Global
Financial Crisis on the many smaller countries, now members of FSRBs. There were also
internal adjustments between key FATF stakeholders, with rebalancing between especially
IMF (Article IV) and FATF processes helping to rebalance FATF signalling towards the
technical assistance and specifics (carrot) whilst maintaining the opportunity to name and
shame generalities (stick). The increase in IBRD and IDA loans after delisting is again
consistent with delisting signals being more readily discerned by markets and near-market
multilateral actors with a corresponding positive impact on credit, goods and services.

Period IV saw a return to clearer signalling with the publication of only one FATF
greylist, the former light-grey list, with countries that had deficiencies but were working
on an agreed action plan to address them expeditiously. The language of the statements
was also adjusted during this period to prevent unnecessarily negative market responses to
these countries. In addition, the market would anticipate a fast resolution of the concerns
followed by a delisting. As a result of all of these changes, negative market responses
would tend to be limited. The more constructive approach by the FATF correlates with
more positive outcomes in relation to positive aid and concessional lending correlations,
possibly reflecting positive signals into credit markets, with knock-on effects in equity
market confidence. Positive or neutral responses would however be limited as the EU and
other national regulators continue to call for enhanced due diligence measures in relation
to greylisted countries, even when the FATF explicitly stated the contrary.

Period IV therefore still reflects some concerns: net ODA, IBRD loans and IDA credits
seem to be reduced on listing and delisting, GDP growth rates are impacted, and bank
non-performing loans may be adversely affected. These findings are of concern from a
development policy perspective. It is possible that risk managers and risk management
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processes in the ODA, IBRD loan, and IDA credit space are less responsive to the signalling
changes in this phase than their corporate and commercial counterparts, or are less free
to respond appropriately. These findings should be further investigated but they should
prompt the FATF to review its listings market signalling and the regulatory requirements
of its members to limit unintended negative economic consequences.

6.2. Limitations

The study and the research questions focus on correlations rather than causation.
There is a likelihood that any improvements in a country’s AML/CFT/CPF system are
the consequence of its listing (Morse 2022) but this has to be determined at a country
level as other drivers may also be relevant. Similarly, a negative economic impact may be
discernible after a country was listed, and a positive impact after its delisting but, given the
complexity of global, regional and national socio-political and economic factors, it cannot
be stated with confidence that those impacts were indeed caused, or even significantly
affected by, the listing and delisting.

Simply demonstrating a correlation between an improved AML/CFT regime and FATF
actions does not prove that FATF actions cause such improvements. Collinearity between
explanatory variables in a regression equation can cause bias to estimated coefficients,
and also generate spurious measures of a particular variable’s significance. In addition,
explanatory factors used in regression equations may themselves be endogenous, meaning
that they may be co-determined with the variable they are supposed to be explaining.

For example, reductions in overseas investment and lending may be associated with
FATF listing but in principle it could be that the same underlying concerns that drive
the listing of a country also drive private sector concerns about inward investment and
lending. Thus, a reduction in inward investment following a listing may not be caused by
the listing. It is hard to tell without some model of causation. Listing considerations include
information that is publicly available to the market, e.g., gaps in law and law enforcement.
A plausible hypothesis is, however, that vulnerabilities that were suspected but could not
be fully observed by honest private agents are verified or falsified by official action by
an independent expert authority with some private information, such as the FATF. The
unambiguous signal to the market from the FATF reduces information asymmetry from the
perspective of the private agents and underpins a plausible hypothesis that listing itself
makes a significant contribution to the relevant impact.

The existing empirical literature on the impact of FATF actions often does not address
these questions adequately, despite there being a well-developed literature on causality
and endogeneity as applied to other topics. It is for this reason that the empirical findings
are described as correlations between listings and the economic and financial variables,
rather than the effects of listings. This study is intended to inform further work that may
help to shed more light on the issue by undertaking a more detailed micro- and meso-level
investigation, taking into consideration the different periods in the FATF listing process.

Given the dataset used in the study, the econometric analysis focused on the relevant
calendar years of listing, remediation, and delisting. This would obscure short-term impacts,
e.g., short-lived spikes in foreign exchange rates, that do not impact on annual rates.

The full set of econometric results is attached as Attachment A.

7. Conclusions

This study identified four distinct periods in the FATF’s greylisting of countries that
were not appropriately compliant with FATF standards, based on changes in its messag-
ing and signalling in its processes and statements. The econometric analysis identified
correlations between listing and delisting and a range of negative and positive economic
indicators. The latter were identified using a FATF greylisting impact model that was
developed to support the study. The study also provides an explanation of the potential
causal drivers that may explain the correlations.
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The study finds significant correlations with several of the economic and financial
variables which are suggested as possible indicators by the economic and financial model,
but not with all. One- or two-year lags are evident in a number of cases. Several of the
findings reinforce those previously identified in the literature, but there are also some
differences. Importantly, negative indicators are less visible in the dataset in Period IV
(2016). This may be due to changes in the list itself as the FATEF, from February 2016, only
added countries with strategic deficiencies that committed themselves to a plan of action
and a timeline to address the concerns. The signalling by the FATF was also more positive
in relation to the listed countries. The market, on the other hand, had also come to expect a
delisting to follow a listing. This combination of factors may result in more muted negative
market responses. Net ODA, IBRD loans and IDA credits seem, however, to be reduced
on listing and delisting, while GDP growth rates are impacted, and bank non-performing
loans may be adversely affected. These findings are of concern from a development policy
perspective.

Punitive economic consequences, especially in relation to development aid and fund-
ing, would seem to run counter to the spirit and objective of the Period 1V listings. The
listing informs the global community that a country with strategic deficiencies has given its
commitment to the FATF to actively and speedily address them. While punitive action may
be required to move a country towards a commitment to address such deficiencies, there
seems to be little need for punitive measures once that commitment has been extracted and
it is clear that the country has implemented an agreed plan to address remaining problems.
Should a country fail to act on its commitment, the FATF still has the option to list the
country on its blacklist. In October 2022 the FATF blacklisted Myanmar for its failure to
implement its action plan as agreed. The FATF is therefore alive to this option. FATF listing
processes that trigger negative economic consequences for countries that are committed
to resolving deficiencies and are swiftly acting in terms of an agreed action plan to do so,
should be subjected to close policy scrutiny by all FATF stakeholders. Improvements may
avoid unintended and unwarranted negative consequences.

Despite the change in the FATF’s listing processes and language, the EU and other
countries are requiring their institutions to adopt risk-based enhanced due diligence mea-
sures in relation to greylisted countries. Many of these countries are leading members of
the FATF but adopt such measures even though the FATF is explicitly stating that it does
not call for enhanced due diligence in relation to greylisted countries. The FATF operates
by consensus and members who require their own institutions to implement enhanced
due diligence measures therefore agree with the position taken by the FATE. The market
signalling in this regard is confusing and should be clarified.

The push for enhanced due diligence measures in these cases is said to be based on the
AML/CFT-related risks posed by these jurisdictions, including the need for a consistent
response to those risks. Such risks however are generally at their highest when the country
is assessed for FATF compliance. In many cases, countries then improve their assessed
compliance levels in an unsuccessful attempt to avoid greylisting. The risks they pose, as
assessed by FATF processes, therefore tend to be lower by the time they are listed, compared
to the risk levels during the initial assessment period. If the EU and other countries were
concerned about risk, calls for a risk-based response to the mutual evaluation report rather
than to the later listing would be more appropriate.

The indications of a potential negative impact on development aid and funding in
the current period are particularly concerning. Greylisting may cause economic and social
harms that may not be fully appreciated by the FATF and its development stakeholders.
The identified correlations should be further investigated but, even in the absence of further
clarity, the FATF should consider its market signalling impact as well as the regulatory and
market signalling responses of its members and other regulators to limit any unintended
negative economic consequences for listed countries.

It should of course be noted that these findings are general and should not be inter-
preted as an absence or presence of negative responses or indicators for any particular
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country. Country profiles differ widely, and some may have been negatively affected,
although on balance most other peers were not affected.

The findings and the model suggest least greylisting harm is likely when the FATF
uses strong specific FATF signals that are to the point, combined with clear general signals
which reinforce positive impacts and reassure unsettled markets. Positively framed and
communicated greylisting need not have unintended and/or over-enduring effects on a
national economy and may correct unfounded perceptions of risk that accompanied earlier
periods in the FATF’s greylisting. These signals should, however, also be reflected by the
FATF members’ own national regulations and regulators, and those of non-FATF members,
to have their appropriate effect on the market.

Future decisions regarding greylisting should ideally be informed by data and research.
In particular, it would be helpful to strengthen the understanding of causation. This study
identified correlations and more work is required to deepen insights into causation. With
the data available and the model that was developed it is possible to prospectively assess
the likely economic impact of a listing on a country. An assessment of the likely impact
(intended and unintended effects) would be a useful inclusion in future listing discussions
of the FATF, especially coupled with planning for development assistance to address such
impact and safeguards/mechanisms to check and correct unintended consequences.
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Table Al. Summary of Pooled Cross-section Time Series regressions with Fixed Effects, First Order Correlations, Inmediate, one- and two-year lags.

Significant?
Negative impact
Positive impact

T-stat 80%

1.282

T-stat 90%

1.645

T-stat 95%

https:/ /www.stat.colostate.edu/inmem/gumina/st201/pdf/Utts-Heckard_t-Table.pdf (accessed on 5 February 2021)
http:/ /uregina.ca/~gingrich/tt.pdf (accessed on 5 February 2021)
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IBRD loans and
IDA credits
(DOD, current
US$)/GDP t +2

0.0032

0.174

0.0006

0.048

—0.0047

—0.34

0.0427

1.250

—0.06014

=2.31!

—0.0060

—0.15

0.0025

0.274

—0.0253

—4.65

—0.0235

—2.60

0.0113

0.521

—0.0125

—1.04

—0.0117

—0.71

—0.0118

—3.697

0.5972

235

77
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Table Al. Cont.
T-stat 80% 1282 T-stat 90% 1.645 T-stat 95% 1.96 htps:/ /wwwistat.colostate.edu/inmem /gumina/st201/pdf/ Utts- Heckard_t-Table.pdf (accessed on 5 February 2021)
Significant? http:/ /uregina.ca/~gingrich/tt. pdf (accessed on 5 February 2021)
Negative impact
Positive impact
2000-2006- 2007-2009- 2010-2015: 2016 d . .
Diagnostics
— —_ —_— >
Initial Initial Initial Initial
Dependent List- t g.e‘:fe' t I‘Dt?- t List- t E.e’:fe' t l.[:.e' t List- t gf“?e' t 1.[:.9' t List- t {;.e’:?e' t l.[:.e' t %FC_ t R- F- Outli
Variable ing Stat tation Stat isung Stat ing Stat tation Stat 1stng Stat ing Stat 1ation Stat 1sung Stat ing Stat 1ation Stat isting Stat " Value Square Stal uthiers
1 1 14 1 Ui m v v mmy
1 I r v
Iy“z‘;l;‘;ﬂ‘:;‘; 013279 0270 | 04811 135 03618 0979 01212 0134 00459 0067 00133 0012  -00108 0045 00429 0298 00390 0164 00480 0084 00083 0026  —00757 —0174 —00130 —0154 00484 081 10
F‘;‘;E'yx:r‘;{* 020510 0417 | 0522 1470 02848 0771 01350 0150 00466 0068 00008 0001 00306 0126 00165 0114 00534 0224 01740 0303 00706 0222 02060 0474 00340 0404 00484 081 10
E‘j‘;ﬁ‘;ﬁ‘ﬁ‘;‘;* 016417 033 | 04923 1390 03713 1008 00013 0001  —0.0249 0036 —00163 0015 00531 —0219 00152 —0106 —00629 ~—0265 00980 0171  —00532 0168 00494 —0114 00217 —0258 00480 080 10
fg;ﬁ;‘iy"’“'y 005828 0206 00594 0291  —0.0098 0046 07295 1406 00664 0168  —00362 0059 00514 0368  -00273 0329 00180 0131 00497 0151 0024 012 00205 0082 00077 0159 0013 022 13
i?gf;‘;h;ge 000711 0025 00445 0218  —00211 0099 0096 0186 01055 0267 00082 0013  —00168 —0120 00084 0102 00179 0131 00780 023 00133 0073  —00101 0040 01319 2728 00150 024 13
3%“‘?;(‘}‘*&;9 007750 0271 —00231 0112 —00150 0070 06489 1239 06832 1712 00084 0013 00300 0213 00294 0351 01133 083 00769 0231 00610 0330 00429 0170 01368 2803 00161 026 12
Notes: The period ‘Initial listing” refers to the calendar year in which the listing occurs, ‘Remediation” refers to the calendar year(s) including the year in which listing occurs, and

‘Delisting’ to the calendar year in which delisting occurred. Colour-coding denotes significance at the 95% (dark blue), 90% (blue) and 80% (light blue) confidence levels and whether the
effect is positive (green) or negative (pink). Results based on WDI 27 April 2022 update. Changes in variable after FATF intervention. Country fixed effects relative to USA. Constant set
to zero.
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Table A2. Second-Order Correlations, Immediate,

one- and two-year lags.

2000-2006-

20072009

2010-2015-

2016

Diagnostics

Dependent
Variable

Stat

Remed-
iation

Stat

De-
listing
I

t-
Stat

Initial
List-
ing
11

Stat

Remed-
iation
I

Stat

De-
listing
I

Stat

Initial
List-
ing
I

Stat

Remed-
iation
r

Stat

De-
listing
I

Stat

Initial
List-
ing
v

Stat

Remed-
iation
v

Stat

De-
listing
v

Stat

GFC
Dummy

-
Value

R-
Square

F-
Stat

Outliers

Bank
nonperforming
loans to total
gross loans (%)
y-on-y change

0.01477

0.714

—0.0628

—4.207

—0.0443

—2.856

—0.1900

—5.012

0.35048

12.134

—0.0452

—1.005

0.0078

0.767

—0.0045

—0.748

—0.0039

—0.387

—0.0522

—2.163

0.0329

2.459

0.0198

1.083

—0.0147

—4.149

0.4683

13.96

Bank
nonperforming
loans to total
gross loans (%) t +
1 y-on-y change

0.01204

0.571

—0.0605

—3.981

—0.0058

—0.365

0.3060

7.919

—0.0455

—1.544

—0.0365

—0.794

0.0017

0.166

—0.0057

-0.917

—0.0021

—0.210

—0.0453

—1.843

0.0276

2.024

0.0251

1.346

—0.0065

—1.795

0.4799

14.63

52

Bank
nonperforming
loans to total
gross loans (%) t +
2 y-on-y change

—0.0273

—1.280

—0.0198

—1.286

—0.0056

—0.347

—0.0146

—0.372

—0.0617

—2.068

—0.0364

—0.784

0.0058

0.552

—0.0038

—0.614

0.0057

0.549

—0.0460

—1.847

0.0240

1.738

0.0239

1271

0.0061

1.669

0.4924

15.38

42

Market
capitalisation of
listed domestic
companies
(current US$)
y-on-y change

—0.2683

—0.116

0.4054

0.244

0.1524

0.088

—0.4235

—0.100

0.70354

0.218

0.2270

0.045

—2.8970

—2.548

2.9748

4.406

—0.2035

—0.182

—0.1188

—0.044

0.3837

0.258

0.3571

0.175

—0.0870

—0.221

0.0618

1.04

Market
capitalisation of
listed domestic
companies
(current US$) t + 1
y-on-y change

—0.2737

—0.119

0.4150

0.3050

0.177

0.1466

0.035

0.02755

0.009

—0.1598

—0.032

7.5329

6.666

0.0019

0.003

—0.1970

—0.178

—0.2016

—0.075

0.3610

0.244

0.2331

0.115

—0.0625

—0.160

0.0736

126

Market
capitalisation of
listed domestic
companies
(current US$) t + 2
y-on-y change

—0.0321

—0.014

—0.0341

—0.020

—0.0105

—0.006

0.2318

0.055

—0.3837

—0.119

—0.3391

—0.067

0.1351

0.119

—0.7050

—1.042

—0.6876

—0.615

—0.1936

—0.072

0.1397

0.094

—0.1728

—0.085

—0.1173

—0.297

0.0561

0.94

Private
non-guaranteed
loans, commercial
banks and other
creditors

—0.003

—0.400

—0.0006

—0.106

—0.0034

—0.619

—0.0074

—0.550

0.00228

0.222

—0.0020

—-0.123

0.0046

1.263

0.0076

3.549

0.0091

2.569

0.0120

1.399

—0.0070

—1.479

0.0031

0.474

0.0027

2.132

0.2638

58

Private
non-guaranteed
loans, commercial
banks and other
creditors t + 1

0.00031

0.042

—0.0026

—0.478

—0.0037

—0.671

—0.0053

—0.390

0.00205

0.197

—0.0001

—0.008

—0.0033

—0.900

0.0075

3.425

0.0040

1.102

0.0035

0.407

—0.0015

—0.304

—0.0130

—1.985

0.0055

4.309

0.2739

5.98

60

Private
non-guaranteed
loans, commercial
banks and other
creditors t + 2

—0.003

—0.398

—0.0024

—0.437

—0.0010

—0.171

—0.0039

—0.283

0.00171

0.164

—0.0010

—0.064

0.0049

1.320

0.0021

0.954

—0.0027

—0.755

0.0073

0.832

—0.0070

—1.455

—0.0084

—1.276

0.0027

2.080

0.2863

6.36

58

Notes:

to zero.

The period ‘Initial listing” refers to the calendar year in which the listing occurs, ‘Remediation’ refers to the calendar year(s) including the year in which listing occurs, and
‘Delisting’ to the calendar year in which delisting occurred. Colour-coding denotes significance at the 95% (dark blue), 90% (blue) and 80% (light blue) confidence levels and whether the
effect is positive (green) or negative (pink). Results based on WDI 27 April 2022 update. Changes in variable after FATF intervention. Country fixed effects relative to USA. Constant set



Risks 2023, 11, 81

28 of 32

Table A3. Leading Indicators.

Leading
Indicators

2000-2006-

—

2007-2009

—_—>

2010-2015-

—_—

2016

Diagnostics

Dependent
Variable

Initial
List-
ing
1

Stat

Reme-
diation
I

-
Stat

De-
listing
I

Stat

Initial
List-
ing
11

Stat

Reme-
diation
I

t
Stat

De-
listing
I

t
Stat

Initial
List-
ing
I

Stat

Reme-
diation
r

Stat

De-
listing
I

Stat

Initial
List-
ing
v

Stat

Reme-
diation
v

Stat

De-
listing
v

Stat

GFC
Du-
mmy

-
Value

R-
Square

F-
Stat

Outliers

Exchange Rate
(GDP(LC)/GDP(USS$))
y-on-y change

—0.04769

—1.160

0.0137

0.462

—0.0054

—0.176

—0.0229

—0.304

0.07801

1.359

0.0316

0.353

—0.0668

—3.294

0.0426

3.536

0.0117

0.591

—0.0532

—1.109

0.0792

2.982

0.0654

1.802

—0.0561

—7.990

0.2190

4.45

40

Exchange Rate
(GDP(LC)/GDP(US$))
t+1y-on-y

change

0.00851

0.178

0.0099

0.288

—0.0498

—1.389

0.0684

0.782

—0.02396

—0.359

0.0332

0.320

0.0489

2.076

0.0315

2.252

0.0292

1.265

0.0631

1.133

—0.0170

—0.552

0.0166

0.0060

0.735

0.1894

3.70

Exchange Rate
(GDP(LC)/GDP(US$))
t+2y-on-y

change

—0.00269

—0.040

—0.0229

—0.469

—0.0649

—1.276

0.0381

0.306

—0.06340

—0.670

—0.0210

—0.143

—0.0088

—0.264

0.0140

0.704

0.0114

0.347

0.0497

0.629

—0.0233

—0.532

0.0943

1576

0.0172

1.485

0.1537

2.88

29

Year-on-year
change in GDP
(current US$)

—0.0714

—1.565

0.0358

1.088

0.0433

1.265

0.1271

1519

—0.0884

—1.386

—0.0484

—0.487

0.0909

4.039

—0.0372

—2.782

—0.0146

—0.662

0.0272

0.511

—0.0713

—2417

—0.0778

—1.930

0.1054

13,517

0.3553

8.74

39

Year-on-year
change in GDP
(current US$) t + 1

—0.0296

—0.644

0.0268

0.807

0.0486

1.407

—0.0657

—0.779

—0.0170

—0.265

—0.0499

—0.498

0.0410

1.805

—0.0850

—6.311

—0.0860

—3.860

—0.0314

—0.584

—0.0366

—1.231

—0.0597

—1.469

—0.0232

—2.948

0.3229

37

Year-on-year
change in GDP
(current US$) t + 2

—0.2503

—0.058

0.2917

0.094

1.8897

0.585

1.9502

0.247

0.5420

0.090

0.6712

0.072

—1.9131

—0.901

—1.1836

—0.939

—0.8024

—0.385

—1.0759

—0.214

—0.2282

—0.082

—2.7520

—0.724

—0.0619

—0.084

0.0583

0.98

Net financial
flows, bilateral
[NFL, current
US$]/GDP

0.00224

0.611

—0.0026

—0.979

—0.0017

—0.603

—0.0198

—2.952

0.02172

4.246

0.0086

1.074

—0.0024

—1.327

0.0058

5.404

0.0057

3.214

0.0053

1.250

0.0010

0.420

0.0062

1.915

—0.0020

—3.183

0.4097

11.01

Net financial
flows, bilateral
[NFL, current
USS$]/GDP t + 1

0.00292

0.825

—0.0034

—1.331

0.0011

0.398

—0.0401

—6.176

0.05370

10.848

0.0068

0.877

—0.0010

—0.570

0.0052

5.014

0.0055

3.191

0.0027

0.664

0.0014

0.594

0.0013

0.413

—0.0003

—0.545

0.4215

11.55

58

Net financial
flows, bilateral
[NFL, current
US$]/GDP t+2

0.00314

0.864

—0.0027

—1.030

0.0001

0.023

—0.0218

—3.276

0.04168

8.205

0.0001

0.016

—0.0014

—0.759

0.0056

5.305

0.0022

1.237

—0.0022

—0.511

0.0029

1.246

—0.0034

—1.067

0.0018

2.825

0.3921

10.23

59

Foreign direct
investment, net
inflows (BoP,
current
US$)/GDP

—0.00824

—0.175

—0.0115

—0.338

—0.0148

—0.421

—0.0726

—0.843

0.05570

0.849

0.8954

8.760

0.0018

0.078

0.0070

0.511

—0.0044

—0.195

—0.0030

—0.054

—0.0053

—0.175

0.0082

0.198

0.0290

3.610

0.4418

Foreign direct
investment, net
inflows (BoP,
current
US$)/GDP t + 1

—0.02129

—0.450

—0.0083

—0.242

—0.0049

—0.138

0.2355

2.715

0.06811

1.031

0.1598

1.551

0.0027

0.116

0.0005

0.033

—0.0028

—0.123

—0.0084

—0.152

—0.0030

—0.097

—0.0032

—0.076

0.0048

0.597

0.4467

12.80

44
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Table A3. Cont.

Leading 2000-2006- 2007-2009- 2010-2015- o
. 2016
Indicators —_— —_ —_—

Diagnostics

Initial Initial Initial Initial
Dependent List- C o dmton U st - List- © o dmton U it v List- C o dmton U st - List- © o dmton U it v B - R- P Outliers
Variable ing Stat Stat 8 Stat ing Stat Stat % Stat ing Stat Stat g Stat ing Stat Stat % Stat Value  Square  Stat
R 1 1 0 it 1 i it il . v v mmy

Foreign direct

investment, net

inflows (BoP, —0.01821 -0.384 —0.0023 —0.068 —0.0177 —0.498 0.0658 0.757 0.00441  0.067 0.2296 2225 0.0021 0.089 —0.0036 —0257 —0.0176 —0.768 —0.0118 0213 —0.0010 —0.031  0.0059 0.142 0.0031 0.382 0.4684 13.97 40
current

US$)/GDP t +2

Foreign direct

investment, net

outflows (BoP, —0.00881 —0215 —0.0027 —0.091 —0.0058 —0.188 —0.0653 —0.868 —0.005 —0.085 | 0.7838 8.767 —0.0028  —0.140  0.0033 0.277 0.0032 0.162 —0.0030 —0.062  0.0016 0.060 0.0005 0.013 0.0230 3.276 0.3438 831 44
current

US$)/GDP

Foreign direct

investment, net

outflows (BoP, —0.01271 —0.305 —0.0023 —0.078 —0.0053 —0.169 0.2354 3.084 0.012 0.199 0.1466 1.616 —0.0031  —0.150  0.0031 0.253 0.0007 0.036 —0.0033  —0.067  0.0016 0.060 0.0011 0.029 0.0015 0.211 0.3561 8.77 44
current

US$)/GDP t + 1

Foreign direct

investment, net

outflows (BoP, —0.01180 -0276 —0.0024 —0.077 —00111 —0345 0.0345 0.440 —0.002 —0.032 0.34 3.666 —0.0008  —0.040  0.0007 0.053 —0.0021  —0.104 —0.0046 —0.092  0.0015 0.053 —0.0006 —0.016  —0.0005 —0.068 0.3825 9.82 46
current

US$)/GDP t + 2

Notes: The period ‘Initial listing” refers to the calendar year in which the listing occurs, ‘Remediation’ refers to the calendar year(s) including the year in which listing occurs, and
‘Delisting’ to the calendar year in which delisting occurred. Colour-coding denotes significance at the 95% (dark blue), 90% (blue) and 80% (light blue) confidence levels and whether the
effect is positive (green) or negative (pink). Results based on WDI 27 April 2022 update. Changes in variable after FATF intervention. Country fixed effects relative to USA. Constant set
to zero.
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