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Illicit Financial Flows: A Note on Concepts 
 
The literature on “flight capital” is rich and varied but far from thorough or complete. The 
term flight capital is most commonly applied in reference to money that shifts out of 
developing countries, usually into western economies. Motivations for such shifts are 
usually regarded as portfolio diversification or fears of political or economic instability or 
fears of taxation or inflation or confiscation. All of these are valid explanations for the 
phenomenon, yet the most common motivation appears to be, instead, a desire for the 
hidden accumulation of wealth. 
 
Flight capital takes two forms—legal and illegal. Legal flight capital is calculated in the 
Hot Money Method of analysis as portfolio investment and other short-term investments, 
but not including longer-term foreign direct investment. Legal flight capital is recorded on 
the books of the entity or individual making the transfer, and earnings from interest, 
dividends, and realized capital gains normally return to the country of origin. 
 
Illegal flight capital is intended to disappear from any record in the country of origin, and 
earnings on the stock of illegal flight capital outside of a country do not normally return to 
the country of origin. Illegal flight capital can be generated through a number of means that 
are not revealed in national accounts or balance of payments figures, including trade 
mispricing, bulk cash movements, hawala transactions, smuggling, and more.  
 
While there is a clear conceptual difference between legal and illegal flight capital, the 
statistical distinction between the two can be difficult. Furthermore, available data are often 
incomplete or erroneously entered in developing country accounts. This report relies on 
available data without making a judgment as to its accuracy. 
 
We utilize several methodologies and data bases to estimate both the legal and illegal 
components of flight capital, namely the Hot Money, Dooley, and World Bank Residual 
Methods, IMF Direction of Trade Statistics, and the International Price Profiling System. To 
the data that emerge from these methodologies we apply a series of filters and exclusions 
as we strive to present robust yet conservative estimates.  
 
Some researchers are comfortable using the terms “recorded” and “unrecorded” but 
uncomfortable using the terms “legal” and “illegal” or “licit” and “illicit.” We argue that by far 
the greater part of unrecorded flows are indeed illicit, violating the national criminal and 
civil codes, tax laws, customs regulations, VAT assessments, exchange control 
requirements and banking regulations of the countries out of which unrecorded/illicit flows 
occur. To make the following analysis straightforward, we treat recorded flight capital as 
legal and unrecorded flight capital as illegal, recognizing that there is some interplay 
between the two. 
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We particularly want to address the transition from the term illegal flight capital to the term “illicit financial 
flows.” Illicit money is money that is illegally earned, transferred, or utilized. If it breaks laws in its origin, 
movement, or use it merits the label. Flight capital is an expression that places virtually the whole of the 
problem upon the developing countries out of which the money comes. It suggests, without quite saying so, 
that it is almost entirely their responsibility to address and resolve the concern. The expression illicit 
financial flows does a better job of clarifying that this phenomenon is a two-way street. The industrialized 
countries have for decades solicited, facilitated, transferred, and managed both licit and illicit financial flows 
out of poorer countries. This reality is becoming increasingly understood, and the growing global use of the 
term illicit financial flows contributes toward this end.  
 
Our best estimate is that illicit financial flows out of developing countries are some $850 billion to $1 trillion 
a year. We believe this estimate is conservative. It does not include, for example, major forms of value 
drainages out of poorer countries not represented by money, namely: 

 
1) Trade mispricing that is handled by collusion between importers and exporters within the same 
invoice, not picked up in mispricing models based on IMF Direction of Trade Statistics, a technique 
utilized extensively by multinational corporations,  
 
2) The proceeds of criminal and commercial smuggling such as drugs, minerals, and contraband 
goods, and  
 
3)  Mispriced asset swaps, where ownership of commodities, shares, and properties are traded 
without a cash flow.  

 
We hope to include more of these omissions in future studies. 
 
We welcome comment on methodologies, filters, exclusions, and other aspects of this analysis, and in 
particular we welcome additional studies of the reality of illicit money shifting out of developing countries. 
We believe that any responsible analysis will produce estimates of staggering magnitude, underlining the 
task ahead in curtailing this critical global problem. 
 
Global Financial Integrity thanks Dev Kar and Devon Cartwright-Smith for their considerable contributions 
to this report.  
 
 
 
Raymond W. Baker 
Director, Global Financial Integrity  
December 2008 
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Illicit Financial Flows from Developing Countries: 2002-2006 

Executive Summary 
 

The objective of this study is to estimate the volume and pattern of illicit financial 
flows exiting the developing world through application of existing economic models 
using the most recent macroeconomic data available.  Illicit financial flows in the 
context of this report includes the proceeds from both illicit activities such as 
corruption (bribery and embezzlement of national wealth), criminal activity, and 
the proceeds of licit business that become illicit when transported across 
borders in contravention of applicable laws and regulatory frameworks (most 
commonly in order to evade payment of taxes).   This paper does not link illicit 
financial flows with the underlying activities (whether legal or illegal) that generated 
the capital to transfer abroad.   
 
Official statistics on illicit financial flows do not exist because these outflows escape 
the detection of regulatory agencies.  Since a country’s official statistics do not 
directly record the outflows of illicit capital, researchers have developed a number of 
proxy measures to study the phenomena.  All of these proxy measures, based on 
economic models, have a limited capacity to reflect the actual volume of illicit financial 
flows.  Therefore, if anything, the estimates of illicit financial flows for developing 
countries presented in this paper are likely to be understated.  

Principle Findings 
 

1) In 2006, the most recent year of the GFI study, developing countries lost an estimated $858.6 billion – 
$1.06 trillion in illicit financial outflows. 
 

2) Even at the lower end of the range of estimates, the volume of illicit financial flows coming out of 
developing countries increased at a compound rate of 18.2 percent over the 5 year period analyzed for the 
study.  
 

3) On average, for the five-year period of this study, Asia accounts for approximately 50 percent of overall 
illicit financial flows from all developing countries.  
 

4) Due to a large volume of illicit financial flows from mainland China, Asia was the dominant region in overall 
illicit financial flows from developing countries.  

 

5) On average, Europe ranks second in the share of overall illicit financial flows from developing countries, 
accounting for approximately 17 percent of the total.   
 

6) The share of illicit financial flows from the Middle East and North Africa (MENA) region and the Western 
Hemisphere region are each approximately 15 percent of total illicit financial flows from developing 
countries.   

 

7) The smallest share of illicit financial flows is from the Africa region at approximately 3 percent of the total.  
However, there are strong reasons to believe that the share would have been higher if more complete and 
reliable data were available. 
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8) Over the five-year period of this study, illicit financial flows grew at the fastest pace in the MENA (49.4 

percent) region followed by Europe (25.4 percent), Asia (15.7 percent), and the Western Hemisphere (2.8 
percent) in that order.  Illicit financial flows from Africa actually declined (-2.9 percent) but this decline is 
more the result of incomplete data than supportive economic or political factors. 
 

9) The nearly 50 percent compound rate of growth in illicit financial flows from the MENA region reflects the 
phenomenal growth of the current account surplus and external debt of many oil producing countries in the 
region, rather than the flight of capital through trade misinvoicing.  

Methods of Estimation 
 
The estimates of illicit financial flows presented in this paper are based on three economic models — the Hot 
Money, World Bank Residual, and Trade Mispricing—which have been widely used by economists.  These methods 
provide estimates of illicit financial flows from all developing countries broken down by various regions of the world 
making use of large‐scale macroeconomic databases maintained by international organizations such as the IMF 
and the World Bank.  The paper provides recent estimates of illicit financial flows from developing countries, which 
should be welcome by both researchers and policy makers alike given that there have been very few such 
comprehensive studies. 
 
The main methods of estimating illicit flows in this paper involve a combination of the World Bank Residual model 
and the Trade Mispricing model.  The former is intuitively appealing in that source of funds (inflows of capital) which 
are not matched by recorded use of funds (outflows or expenditures of capital) are considered to be illicit financial 
flows.  Source of funds include types of capital inflows such as increases in net external indebtedness of the public 
sector and the net flow of foreign direct investment.  
 
This paper also utilizes two alternative measures of net external indebtedness of the public sector, one based on 
changes in the stock of external debt (CED) and the other on the net debt flows (NDF).  Use of funds includes the 
current account deficit (that is financed by the capital account flows) and additions to reserves.  In this broad 
macroeconomic framework, outward illicit flows exist when the source of funds exceeds the use of funds, and vice-
versa for inward illicit financial flows.  The second method attempts to capture illicit flows through trade mispricing.  
Researchers have long recognized trade mispricing as a major conduit for illicit financial flows.   By over-invoicing 
imports and under-invoicing exports wealth can be accumulated outside the jurisdiction where it was earned (i.e. 
illicit financial flows). 

 
The data showing exports to and imports from a particular country are derived from partner-country trade data 
reported to the IMF by its member countries for publication in the Direction of Trade Statistics (DOTS).  The DOTS 
is a unique database on global trade flows which allows researchers to estimate an important component of illicit 
financial flows which occurs through the misinvoicing of international trade. 
 
Economic model estimates are “normalized,” or filtered, which yields the lower end of a range of estimated illicit 
financial flows.  The normalization process subjects the entire list of developing countries (for which data are 
available) to pass through two filters: (i) capital outflows must be seen in at least three out of the five years studied 
and, (ii) capital outflows must exceed a minimum of 10 percent of the country’s exports, the assumption being that 
lower levels are likely due to data problems rather than genuine illicit financial flows. In contrast, the “non-
normalized” method of deriving illicit financial flows for a country includes all cases where estimates of illicit financial 
flows were encountered, no matter how small and even if only for one year out of the five studied.  The non-
normalized method yields the higher end of a range of estimated illicit financial flows volumes.           
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I.  Introduction 
 

1. Illicit financial flows generally involve the transfer of money earned through illegal activities such as corruption, 
transactions involving contraband goods, criminal activities, and efforts to shelter wealth from a country’s tax 
authorities. However, such flows may also comprise funds that were earned through legitimate means. Thus 
defined, illicit flows involve funds that are illegally earned, transferred, or utilized and cover all unrecorded private 
financial outflows that drive the accumulation of foreign assets by residents in contravention of applicable laws 
and regulatory frameworks. In other words, if capital flows are unrecorded or if they skirt capital controls in place, 
such outflows are considered to be illicit for the purposes of this study. A uniform measure of illicit financial flows 
was adopted given that we are primarily interested in estimating the overall volume of such flows from 
developing countries and comparing them across various regions and countries. No attempt is made to 
differentiate the underlying activities that generate illicit financial flows.  

 
2. This report is one of very few recent studies on the total volume and pattern of illicit financial flows out of all 

developing countries. Notably, the study by Raymond Baker used a survey-based approach to estimate illicit 
financial flows. His findings were later published in Capitalism’s Achilles Heel (see Appendix II for full citation). 
Another comprehensive study, which is now somewhat dated, was carried out at the World Bank in 1994. 

 
3. This study utilizes multiple economic models and filters to weed out spurious data in order to yield the most 

reliable estimates possible. However, it is important to note that all currently existing economic models have a 
limited capacity to reflect the actual volume of illicit financial flows, as these flows are primarily generated 
through transactions that completely bypass statistical recording. Because of this inability of official statistics to 
capture all of the monetary particulars of illegal commerce, which is the driving force behind these illicit outflows, 
the economic models used in this paper are likely to understate the true measure of illicit financial outflows from 
developing countries.       

 
4. The list of 160 developing countries is based on the IMF’s International Financial Statistics system of country 

classification, except for minor deviations that are noted. (See Appendix I for list and classification.) 

II. Estimation Methods and Limitations 
 

5. According to the models used in this paper, illicit financial outflows occur through two channels—the 
clandestine use of the international banking system to send money out of a country, captured by the Hot 
Money (Narrow) and World Bank Residual models, and trade misinvoicing, which generates illicit funds 
that are shifted abroad.  Each of the three models used in this study—the Hot Money (Narrow), World Bank 
Residual, and Trade Misinvoicing—are widely used by economists. The data sources for this analysis are the 
large‐scale macroeconomic databases maintained by the IMF and the World Bank. This study uses a 
“normalization” technique to weed out countries with low or spurious cases of illicit financial flows. The three 
models of illicit flows are briefly described below to illustrate how such flows are captured through the use of 
official data. In this paper, estimates of illicit financial flows from all developing countries are broken down into 
five regions of the world: Africa, Asia, Europe, Middle East and North Africa (MENA), and the Western 
Hemisphere.  
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6. The Hot Money (Narrow) Model: Estimates illicit financial flows by focusing strictly on the net errors and 

omissions line-item in a country’s external accounts. The net errors and omissions figure balances credits and 
debits in a country’s external accounts and reflects unrecorded capital flows and statistical errors in 
measurement. A persistently large and negative net errors and omissions figure is interpreted as an 
indication of illicit financial outflows.  
 

7. While the Hot Money (Narrow) method provides a measure of unrecorded capital flows in the balance of 
payments, the broadest version of the model, Hot Money 3, incorporates various recorded flows of 
short-term capital transactions carried out by the private sector. Specifically, these include short-term 
private sector flows related to portfolio investments, equity securities, debt securities, money market instruments, 
trade credits, loans, currency and other deposits and investments. Consequently, if one were to focus 
exclusively on these recorded flows, such an exercise can yield estimates of licit financial flows from developing 
countries. However, estimates of licit financial flows are likely to be significantly understated because many 
developing countries do not report private short-term capital flows to the IMF. Keeping in mind these data 
limitations, we estimate that licit financial flows from developing countries (defined as those short-term private 
sector outflows recorded in the balance of payments) have more than doubled from $92.4 billion in 2002 to 
$207.6 billion in 2006 (see table below). Licit financial outflows from individual developing countries tend to be 
small, averaging less than 3 percent of GDP annually, although in a few cases they can average between 3-10 
percent of GDP. Only in two cases, and mostly in response to significant political and macroeconomic instability, 
do such outflows rise to 10-12 percent of GDP in a particular year.    
 

Licit Outflows 
($millions) 

2002 2003 2004 2005 2006 
$92,364 $67,141 $117,466 $175,856 $207,607 

 
 

8. The World Bank Residual Model: Measures a country’s source of funds (inflows of capital) against its recorded 
use (outflows and/or expenditures of capital). Source of funds includes increases in net external indebtedness of 
the public sector and the net inflow of foreign direct investment. Use of funds includes the current account deficit 
that is financed by the capital account flows and additions to central bank reserves. An excess source of funds 
over the recorded use (or expenditures) points to a loss of unaccounted-for capital and, as such, indicates illicit 
financial outflow.  
 

9. This paper utilizes two alternative measures of net external indebtedness of the public sector: one based on 
annual changes in the stock of external debt (CED) and the other on the net debt flows (NDF). The inclusion 
of both the CED and NDF versions of the World Bank Residual model in this paper has to do with the impact of 
exchange rate valuation changes on the stock of debt. Valuation changes may overstate debt when the dollar is 
depreciating or understate debt when the dollar is appreciating vis-à-vis currencies in which the country had 
originally contracted the debt. Compared to the CED, the NDF version is generally preferred because exchange 
rate changes have a lower impact on the flows than on much higher stock figures. Since CED and NDF data 
should be consistent (except for differences in exchange valuation) we would not expect to see large differences 
in estimates of illicit financial flows estimates based on the CED and NDF data series which are independently 
compiled. This paper found that while illicit flows based on CED were higher than estimates based on NDF, the 
difference between them was only about 5 percent, on average, for the period 2002—2006. 
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10. The Trade Misinvoicing Model: Trade misinvoicing has long been recognized as a major conduit for illicit 
financial flows, the underlying motivation being that residents can illicitly acquire foreign assets by over-invoicing 
imports and under-invoicing exports. To estimate this kind of misinvoicing, a developing country’s exports to the 
world are compared to what the world reports as having imported from that country, after adjusting for the cost of 
transportation and insurance. Additionally, a country’s imports from the world are compared to what the world 
reports as having exported to that country. Discrepancies in partner-country trade data, after adjusting for the 
cost of freight and insurance, which imply over-invoicing of imports and/or under-invoicing of exports, indicates 
illicit flows. It should be noted however that the trade misinvoicing model can also yield a negative sign result, 
implying inward illicit flows (i.e. unrecorded capital flowing into a country) through export over-invoicing and 
import under-invoicing.  

 
11. This paper presents estimates of illicit financial flows based on two interpretations of the Trade 

Misinvoicing Model involving a netting method (Net) and a gross excluding reversals (GER) method. In 
the Net method, gross capital outflows are reduced by gross capital inflows to derive a net position and only net 
positions with the correct (positive) sign are taken to represent illicit flows. In contrast, under the GER method, 
only estimates of export under-invoicing and import over-invoicing are included in the illicit flows analysis, while 
inward illicit flows (i.e., export over-invoicing and import under-invoicing) are ignored as they are deemed to 
result from spurious data. According to the GER method, the reduction of illicit financial outflows by inward illicit 
flows in the Net method is not realistic in countries with a history of poor governance and lack of prudent 
economic policies. As structural characteristics that drive illicit financial flows are unlikely to swing back and forth 
(particularly during a relatively short five-year period), the GER method limits inward illicit flows to clear cases 
where flight capital returns following genuine and sustained economic reform. Since it is hard to imagine 
legitimate traders using the trade misinvoicing mechanism to bring money into the country, the GER method is 
preferred in this paper.  
 

12. It is worth bearing in mind that there are significant limitations to all three models for estimating illicit financial 
flows, not only because they cannot capture the many illegal channels for transferring money out of a country 
but also because the official data these models use are subject to errors in measurement. The following 
paragraphs (13-21) discuss some of these limitations.  
 

13. The primary drawback of the Hot Money (Narrow) model is that the NEO not only reflects unrecorded capital 
flows but also statistical errors in recording a country’s external transactions. In fact, in the case of many 
developing countries with weak balance of payments statistics, a significant part of the NEO may be due to 
statistical issues in recording the external accounts rather than a reflection of illicit financial flows. The other 
limitation of the Hot Money (Narrow) method arises from the fact that data on the NEO are missing for 31 
countries (see Table 3) driving down the already low estimates of illicit flows. Of these countries, there are strong 
prima facie reasons to believe that illicit flows from Afghanistan, Algeria, Congo (DRC), Iran, Iraq, Somalia, and 
Uzbekistan could be significant due to economic and/or political instability. For these reasons, the Hot Money 
(Narrow) method provides significantly lower estimates of overall illicit flows from developing countries and is 
therefore not used to compare such flows between countries or analyze regional patterns and distributions.    
 

14. Even if statistical problems in recording official data were nonexistent and we had full data coverage for all 
countries, none of the models economists use to estimate illicit financial flows can capture the effects of 
smuggling, as these types of transactions entirely bypass the customs authorities and their recording systems. 
Smuggling tends to be rampant when there are significant differences in cross-border prices in certain goods 
between countries that share a long and porous frontier. The profits from smuggling often end up as part of 
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outgoing illicit flows as smugglers seek to shield their ill-gotten gains from the scrutiny of officials, even as 
smuggling distorts the quality of bilateral trade. As a result, trade data distortions due to smuggling may 
indicate that there are inward illicit flows into a country when in fact the reverse is true.   
 

15. The World Bank Residual model is subject to technical errors in accurately recording a country’s external 
indebtedness, net foreign direct investments, and trade transactions (mainly related to goods and services). 
Also, the Bank seems to have more comprehensive data on the stock of external debt than on the net flows of 
new debt. In any case, the most reliable data series in the model would be the change in reserves, which is a 
figure typically compiled by the central bank and closely monitored in most developing countries.   
 

16. Regarding limitations in the trade misinvoicing models, some economists have argued that misinvoicing should 
be excluded from estimates of illicit financial flows on the grounds that export under-invoicing and import over-
invoicing behave quite differently from other conduits of illicit financial flows. For instance, misinvoicing often 
takes place in response to high trade taxes and thus may be unrelated to illicit financial flows captured by other 
models. However, other economists have advanced equally cogent arguments for including trade misinvoicing 
on the grounds that international trade often provides an excellent conduit for illicit financial flows. In their view, 
the exclusion of trade misinvoicing will seriously understate overall illicit flows. It is therefore not surprising that a 
number of recent studies sponsored by international organizations, such as the United Nations Conference on 
Trade and Development (UNCTAD), have explicitly included fake invoicing as a factor driving illicit financial 
flows. The UNCTAD study suggested that illicit financial outflows from Sub-Saharan Africa are fast approaching 
half a trillion dollars, more than twice the size of its aggregate external liabilities. Other country case studies on 
illicit financial flows such as Frank Gunter’s (2003) on China or Prakash Loungani and Paolo Mauro’s (IMF, April 
2000) research on Russia explicitly include trade misinvoicing as a conduit for illicit flows. Schneider (2003) 
considered it startling to see the increase in capital lost through this channel in East Asia since the mid-1980s.  
 

17. A further shortcoming in the comparison of partner-country trade statistics is that not all mispriced trade results 
in a difference between export and import values. When the misinvoicing occurs within the same invoice as a 
matter of agreement between buyer and seller there is no recorded difference between export and import 
values. This is the case in much of the abusive transfer pricing by multinational corporations, who vary invoices 
as needed to shift profits and capital across borders. In fact, transactions that are completely faked, without any 
underlying reality, have become common and are especially difficult to estimate. Asset swaps, yet another 
conduit for illicit flows, which are also difficult to estimate with confidence, have become common with Russian 
entrepreneurs, Latin American businesspeople, and Chinese state-owned enterprises. In fact, such swaps are 
increasingly used to shift assets out of developing countries and into Western economies.   
 

18. As discussed above, there may be a complicated relationship between trade misinvoicing and illicit financial 
flows because misinvoicing may be driven by other motives to circumvent trade restrictions or to take advantage 
of government subsidies. For instance, if there are trade restrictions such as high import duties, imports may be 
under-invoiced to lower the burden of customs duties. A further complication may arise if one were to consider 
the rate of income taxation in relation to customs duties. If income taxes are higher than duties, an importer may 
still come out ahead by paying high customs duties (by over-invoicing imports) so long as the loss in income or 
profit results in lower income taxes that more than offset the higher customs duties.   
 

19. The relationship between trade misinvoicing and illicit financial flows can also become very complicated if there 
are active black markets in foreign exchange operating within a country. For instance, if black market exchange 
rates are attractive, an importer may over-invoice imports to reduce taxable income and then reap the additional 
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profit from exchanging it in the black market. These illicit profits can then be transferred abroad through one or 
more of the conduits of illicit flows with which the importer is familiar. On the export side, illicit financial flows are 
common when the black market premium is higher than the export subsidy. It will then be attractive to raise the 
necessary foreign exchange on the black market.  
 

20. Compounding the issues in tracking illicit financial flows listed above, there are statistical issues as well that 
detract from the accuracy of reported trade data. Differences in recording systems and the proper identification 
of the origin and destination of goods—particularly in an increasingly globalized world where component parts to 
a final product might originate from a number of countries—can complicate the identification and recording of an 
accurate country of origin for goods. Moreover, floating exchange rates can introduce exchange conversion-
related discrepancies (because such conversion procedures are not uniform across all countries), given the long 
transit times involved in the exports and imports of certain heavy machinery or bulk container goods across the 
globe. It would be nearly impossible to distinguish discrepancies due to statistical issues in recording from those 
that arise as a result of deliberate misinvoicing. For this reason—in what represents a new and unique 
methodology and a departure from existing literature and studies— this study employs a normalization (see 
Charts 1 and 2) technique to filter out smaller discrepancies in partner-country trade data (amounting to less 
than 10 percent of exports) which could arise due to statistical issues and may not indicate illicit financial flows.   
 

21. It must be noted that the World Bank Residual model considers the totality of financial, not value, flows.  For 
example, if a country exports a good invoiced below the world market price, that transaction will reflect a 
financial, not a value, flow. The value flow will correspond to the difference in between the actual and the market 
value at local market prices. Illicit flows in terms of value will be streaming out of that country even if monetary 
funds are not. Hence, the World Bank Residual estimates, or those obtained through the Hot Money (Narrow) 
model, should be added to Trade Misinvoicing estimates in order to more accurately capture illicit flows.  

III. Selection of Methods  
 

22. Six combinations of economic models were tested in this study to select one that provides the most 
comprehensive and unbiased estimate. The six model combinations tested were: 
 

Hot Money (Narrow) + Trade Misinvoicing (Net) 
Hot Money (Narrow) + Trade Misinvoicing (GER ) 

World Bank Residual Model (CED) + Trade Misinvoicing (Net) 
World Bank Residual Model (CED) + Trade Misinvoicing (GER) 
World Bank Residual Model (NDF) + Trade Misinvoicing (Net) 
World Bank Residual Model (NDF) + Trade Misinvoicing (GER) 

 
23. A review of the methods used to estimate illicit financial flows shows that data limitations can seriously 

understate the volume of illicit financial flows from developing countries. In view of data limitations affecting the 
Hot Money (Narrow) model, this paper focuses on alternative versions of the World Bank Residual and the 
Trade Misinvoicing models to estimate the overall volume of illicit financial flows from developing countries.   
 

24. As noted before, the World Bank Residual Model can be estimated using either the change in external debt 
(CED) or net flow of debt (NDF) as a source of financial resources for a country. However, while NDF data tend 
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to be less affected by valuation changes than the change in debt stocks, they are more likely to have gaps and 
be less-up-to-date compared to the CED data. These data issues may explain in general the somewhat lower 
illicit financial flows estimates based on NDF compared to those based on CED. The main limitation of the Net 
version of the Trade Misinvoicing model was that it gave undue credit to many developing countries for return of 
flight capital (that is an inflow of illicit capital) when in fact these countries did not implement a program of 
sustained economic reform that would be necessary to bring back such outflows. Hence, while all of the 
models have been utilized in our analysis of illicit financial flows, the CED-GER combination of models 
was selected as the most reliable for studying the pattern of illicit flows from developing countries.    

IV. Process of Normalization 
 

25. The previous discussion of the models used in this paper to estimate illicit financial flows has shown that some 
may significantly understate these flows. However, in arriving at a reliable estimate of illicit capital outflows, we 
must exercise care that such outflows are not overestimated either. The normalization process subjects the 
entire list of developing countries, for which data are available, to two filters: (i) estimates must have the right 
sign (indicating outflow, rather than inflow) in at least three out of the five years, and (ii) exceed the threshold (10 
percent) with respect to exports valued at free-on-board (or f.o.b.) basis. Countries that pass through both filters 
are included in our estimates of illicit financial flows from the various regions of the developing world. The 
average and cumulative illicit flows for countries and regions exclude years when no such outflows are indicated. 
In contrast, the non-normalized method of deriving average and cumulative illicit flows for a country over the five-
year period includes all cases where estimates had the right sign even for one year. In setting up this filter, the 
illicit financial flows-to-exports f.o.b. threshold ratio is set at 10 percent.  
 

26. Under this normalization method, if model estimates indicate illicit financial flows out of a country in just two out 
of the five years (2002-2006), that country’s estimates are rejected and we consider that there was no illicit 
financial flows from that country for the entire five-year period. Of the group of countries that have passed this 
filter, those with levels of illicit financial flows below the threshold stated above are rejected as reflecting data 
discrepancies due to statistical issues. This two-stage process of reducing the risk of including spurious cases of 
illicit financial flows is known as Normalization (see Charts 1 and 2).  
 

27. Non-normalized and normalized estimates of illicit financial flows represent the upper and lower bounds 
respectively of the possible range of illicit financial flows from developing countries generated by the 
combination of models presented in this paper. Charts 1 and 2 show the filtration process for the GER and 
CED models.  
 

28. Chart 1 (see next page) depicts the filtering process of GER data as a schematic diagram which illustrates how 
43 countries were eliminated (117 remained) after the first filter and overall illicit financial flows dropped to an 
average of $399.1 billion per year. This group was then passed through the second filter, eliminating another 60 
countries (i.e., only 57 countries made it through both filters) indicating that an average of $371.4 billion per year 
was shifted out of developing countries through trade misinvoicing during 2002—2006. Note that although the 
number of countries fell precipitously as they passed through the filters, the overall volume of illicit financial flows 
fell at a much lower rate. This is because the top 20 countries that account for the major share of illicit financial 
flows were caught by our illicit financial flows net, while the smaller exporters of capital fell through.  
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Chart 1. The Two-Stage Filtration Process for GER at 10 percent of Exports f.o.b.: A Schematic Diagram 
(Average 2002-2006) 
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29. Chart 2 depicts a similar two-stage filtration process on average CED estimates of illicit financial flows. The two-
stage filtration on CED indicates that on average $240.7 billion flowed out of developing countries per year over 
the same period. Normalized estimates provided by the combined GER-CED models indicate that, on 
average, between $612.1 billion per year (normalized) and $716 (non-normalized) were shifted out of 
developing countries from 2002 to 2006. 
 

Chart 2. The Two-Stage Filtration Process for CED at 10 percent of Exports f.o.b.: A Schematic Diagram 
(Average 2002-2006) 

 

 



‐ 9 ‐ 
 

 
Global Financial Integrity               Illicit Financial Flows from Developing Countries: 2002-2006 
 

V. Main Findings 

 

 
 
 
 
 

30. In 2006, the last year for which official data are available, the range of illicit financial flows increased to between 
$858.6 billion (normalized)—$1.06 trillion dollars (non-normalized).  

 
31. In 2002, the first year for which data were analyzed for this study, the volume of illicit financial flows from all 

developing countries ranged from $372.5 billion (normalized)—$435.4 billion (non-normalized).  
 

32. The volume of illicit financial flows (normalized) from developing countries increased rapidly at an average rate 
of 18.2 percent per year over the period 2002 to 2006.   

 
33. On average, illicit financial flows from all the developing countries ranged between $612 billion (normalized)—

$716 billion (non-normalized) per year over the period 2002 to 2006. 

34. The normalized and non-normalized estimates of illicit financial flows represent the lower and upper end of 
possible ranges presented in this study that can be compared to estimates obtained by previous researchers.  
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35. Charts 4 and 5 show estimated illicit financial flows during 2002—2006. The following observations can be 
made:  

 
• While normalized and non-normalized numbers vary somewhat, illicit financial flows are increasing 

significantly regardless of the process of estimation.  
   

• Illicit financial flows in the last year (2006) were more than double the volume of illicit financial flows at 
the beginning of the study (2002), regardless of whether estimates are normalized or not. 
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36. Asia accounts for approximately 50 percent of overall 
illicit financial flows (Charts 6 and 7) from developing 
countries and normalization of the estimates does not 
significantly alter this picture. The large volume of illicit 
outflows from China (mainland) is behind Asia’s 
dominance in overall illicit financial flows from 
developing countries.   

 
37. About US$56 billion of nontrade illicit capital flowed 

about of China on average between 2002 and 2006. As 
this figure represents less than 10 percent of China’s 
exports, this portion involving nontrade illicit flows was 
set to zero so that the entire illicit outflow from China 
estimated at US$233.5 billion results from trade 
mispricing. How does this estimate of illicit flows from 
China compare to recent estimates of capital flight by 
other researchers? Andong Zhu, Chunxiang Li, and 
Gerald Epstein (2005) present estimates of capital flight 
from China for the period 1982-2001 based on the World 
Bank residual method (using change in external debt) 
and adjusting these estimates for trade misinvoicing. 
According to their study, capital flight from China 
(excluding Hong-Kong) amounted to US$246.61 billion in                                                                                     
2000, which is slightly higher than the US$233.5 
billion annual average for 2002-2006 estimated in this 
study.          

 
38. A handful of countries in Europe, particularly Russia, 

are driving Europe’s second place (around 16-17 
percent) in the share of overall illicit flows from 
developing countries.   

 
39. By far, the share of illicit flows from Africa is the lowest 

among all developing regions (approximately 3 
percent of the total). However, there are strong 
reasons to believe that the share would probably 
have been higher if more complete and reliable 
trade and external debt data were available (see 
chart 8 on next page).  
 

 

Chart 6 

Chart 7 



‐ 12 ‐ 
 

 
Global Financial Integrity               Illicit Financial Flows from Developing Countries: 2002-2006 
 

 

40. Chart 8 shows that countries in Africa with missing data have a cumulative GDP accounting for nearly 37 
percent of total African GDP. Missing data, representing MENA countries accounting for nearly 35 percent of 
regional GDP, also understates illicit flows from that region. The chart shows that data gaps do not seriously 
understate illicit flows from Asia, Europe, or the Western Hemisphere. This measure assumes that the 
understatement of illicit flows varies directly with the size of the economy relative to the region. For example, 
missing data on Congo,  Democratic Republic is likely to understate illicit flows from Africa to a much larger 
extent than missing data on Lesotho (i.e., the larger the economy the larger the potential illicit flows, other 
things being equal).  
 

41. Given significant changes in the world economy such as the collapse of the Soviet Union, new states in Europe, 
and the rise of China, India and other emerging economies, the estimates obtained in this study can only be 
compared to the range obtained by Baker (2005) rather than those obtained in the dated World Bank (1994) 
study. This is the main reason why the normalized (low) and non-normalized (high) estimates obtained in this 
study are compared to range obtained by Baker in Chart 9.   

 
42. Based on the survey method, Baker estimated that illicit financial flows from developing countries ranged from 

$539 to $778 billion in 2005 (referred to as the “Baker Range”). All models used in the present study were 
subjected to a process of Normalization; the CED-GER models yield a slightly higher range ($675 to $806 
billion) of illicit financial flows in 2005. In the following year, model estimates indicate that illicit financial flows 
from developing countries increased to at least $858 billion and up to $1 trillion.  

 
43. Chart 10 depicts the estimates of illicit financial flows obtained by this study for 2006, the most recent year for 

which data are available. 
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44. The regional dispersion of illicit financial flows discussed above is depicted in two full-page world maps that are 
color-coded to show the non-normalized and normalized global distribution of illicit financial flows as measured 
by the CED-GER models.   

 
45. In these maps illicit financial flows from China stand out prominently as a hot spot (bright red), followed by 

countries in the greater than $10 billion but less than $100 billion category (dark red) which include Russia and 
India, while large swaths of the Western Hemisphere and parts of Africa fall in the greater than $1 billion but 
less than $10 billion category (orange). A large part of Africa shows illicit flows of less than $1 billion dollars 
annually (yellow). This global distribution of illicit flows remains basically intact upon normalization (World Map 
2), except that countries with less than $10 billion in illicit flows involving large parts of the Western Hemisphere 
and Africa now fall below the threshold imposed by normalization (light blue).  

 
46. Over the five-year period of the study, illicit financial flows grew at the fastest pace in the MENA region, 

followed by Europe, Asia, Africa, and the Western Hemisphere in that order. This pattern of growth in illicit flows 
remains invariant with respect to the normalization process. The nearly 50 percent compound rate of growth in 
illicit flows from the MENA region simply reflects the phenomenal growth of CED components such as the 
current account surplus and external debt of many oil producing countries in that region. This study’s finding of 
a sharp increase in illicit flows from the MENA region is consistent with a study by Abdullah Almounsor (2005), 
who found that illicit financial flows from Saudi Arabia increased by approximately 900 percent in 1974 following 
the first oil shock and noted the significance of natural resource rents, especially crude oil rents, in contributing 
to capital flight from resource-rich states. 

 
47. In the normalized and non-normalized top-ten lists of countries with the highest volumes of illicit financial flows, 

eight out of the ten countries—China, Saudi Arabia, Mexico, Russia, Malaysia, India, Kuwait, and 
Venezuela—are not affected by the normalization process and are therefore in both lists. Indonesia and the 
Philippines are in the non-normalized list while Hungary and Poland are on the normalized side.  

 
48. Six of the top ten countries with the highest average illicit financial flows during 2002—2006 (Indonesia, Kuwait, 

Mexico, Russia, Saudi Arabia, and Venezuela) are oil exporters (see Charts 11 and 12); Indonesia does not 
make the cut if estimates are normalized.  
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VI. Summary of Findings and Conclusions 
 
49. Out of the models for estimating illicit financial flows reviewed in this study, the World Bank Residual model 

combined with the Trade Mispricing model provided the most unbiased and robust estimates of illicit financial 
flows (as data limitations were minimal). 

 
50. Illicit financial flows driven by illicit activities are growing at a rapid and steady pace, draining poor countries of 

billions of dollars every year.  
 
51. In a regional breakdown, this study found that developing Asia accounts for around half of the overall illicit flows 

from developing countries. The disproportionate volume of illicit flows from mainland China led Asia to dominate 
in overall illicit flows from developing countries and makes a strong case for future research to carry out an in-
depth analysis of the factors driving such outflow from mainland China.  

  
52. A handful of countries in Europe, including Russia, put Europe in second place (around 16-17 percent) in the 

share of overall illicit flows from developing countries. Again, a separate study is warranted given the paucity of 
in-depth research on illicit flows from Russia following the recent dramatic surge in crude oil prices. Average 
normalized illicit flows from Western Hemisphere (at 15.2 percent of the average for all developing countries) 
are slightly more than the average illicit capital outflows from the MENA region (at 14.8 percent). By far, the 
share of illicit flows from Africa is the lowest among all developing regions (approximately 3 percent of the total). 
However, there are strong reasons to believe that the share of Africa in total illicit flows would probably be 
higher if more complete and reliable external debt data were available. 

  
53. Over the period 2002-2006, illicit financial flows grew at the fastest pace in the MENA region, followed by 

Europe, Asia, Africa, and the Western Hemisphere, in that order. This pattern of growth in illicit flows remains 
invariant with respect to the normalization process. The nearly 50 percent compound rate of growth in illicit 
flows from the MENA region reflects the exponential growth of CED components such as the current account 
surplus and external debt of many oil producing countries in that region. At the same time, GER registers a low 
figure because as noted earlier, oil trade presents somewhat constrained opportunities for trade mispricing. 
Europe registers a compound annual rate of growth in illicit flows of nearly 25 percent (whether estimates are 
normalized or not) mainly reflecting the huge and growing outflows from Russia.  

 
54. Due to the fact that official statistics cannot fully capture the volume of illicit financial flows from developing 

countries, estimates of these flows based on existing economic models are likely to understate the actual 
problem. Hence, normalized estimates of illicit flows from developing countries and regions are likely to be 
extremely conservative.  
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A longer version of this report, also authored by Lead Economist Dev Kar and Research Associate Devon Cartwright-
Smith, includes technical subject matter, additional details about the models utilized and a full statistical appendix. This 
version is likely to be of interest to economists. 

The Statistical Appendix in the longer version of the report includes 20 tables.  The first three show the nature and extent 
of capital controls in developing countries, the system of classifying developing countries, and the extent of data 
deficiencies affecting the Hot Money (Narrow) model. The remaining tables provide alternative estimates of illicit financial 
flows through trade misinvoicing and the summary estimates of non-normalized and normalized illicit financial flows 
provided by the various models and the regional breakdown of these estimates. Two tables show the non-normalized 
and normalized estimates of illicit outflows for individual countries obtained by applying the CED-GER models. The final 
table lists the 28 countries and the volume of illicit flows which were eliminated through the normalization procedures.  
 
Both versions of this report are available for download at www.gfip.org.  

 

Global Financial Integrity (GFI) promotes national and multilateral policies, safeguards, and agreements aimed at 
curtailing the cross-border flow of illegal money. In putting forward solutions, facilitating strategic partnerships, and 
conducting groundbreaking research, GFI is leading the way in efforts to curtail illicit financial flows and enhance global 
development and security. 
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Africa - 48 Asia - 30 Europe – 31 
Middle East and North 
Africa - 18 Western Hemisphere - 33 

Angola Afghanistan, I. R.  of Albania Algeria Antigua & Barbuda 
Benin Bangladesh Armenia Bahrain, Kingdom of Argentina 
Botswana Bhutan Azerbaijan, Rep.  of Egypt Aruba 
Burkina Faso Brunei Darussalam Belarus Iran, I. R.  of Bahamas, The 
Burundi Cambodia Bosnia & Herzegovina Iraq Barbados 
Cameroon China. R. : Mainland Bulgaria Israel Belize 
Cape Verde Fiji Croatia Jordan Bolivia 
Central African Rep.  India Cyprus Kuwait Brazil 
Chad Indonesia Czech Republic Lebanon Chile 
Comoros Kiribati Estonia Libya Colombia 
Congo, Dem.  Rep.  of Lao People's Dem. Rep Georgia Morocco Costa Rica 
Congo, Republic of Malaysia Hungary Oman Dominica 
Côte D'Ivoire Maldives Kazakhstan Qatar Dominican Republic 
Djibouti Marshall Islands Kyrgyz Republic Saudi Arabia Ecuador 
Equatorial Guinea Micronesia Latvia Syrian Arab Republic El Salvador 
Eritrea Mongolia Lithuania Tunisia Grenada 
Ethiopia Myanmar Macedonia, FYR United Arab Emirates Guatemala 
Gabon Nepal Malta Yemen, Republic of Guyana 
Gambia, The Pakistan Moldova Haiti 
Ghana Palau Montenegro Honduras 
Guinea Papua New Guinea Poland Jamaica 
Guinea-Bissau Philippines Romania Mexico 
Kenya Samoa Russia Nicaragua 
Lesotho Solomon Islands Serbia Panama 
Liberia Sri Lanka Slovak Republic Paraguay 
Madagascar Thailand Slovenia Peru 
Malawi Timor-Leste Tajikistan St.  Kitts 
Mali Tonga Turkey St.  Lucia 
Mauritania Vanuatu Turkmenistan St.  Vincent & Grenadines   
Mauritius Vietnam Ukraine Suriname 
Mozambique Uzbekistan Trinidad & Tobago 
Namibia Uruguay 
Niger Venezuela, Rep.  Bol.  
Nigeria 
Rwanda 
São Tomé & Príncipe 
Senegal 
Seychelles 
Sierra Leone 
Somalia 
South Africa 
Sudan 
Swaziland 
Tanzania 
Togo 
Uganda 
Zambia  
Zimbabwe  

The country classification used in this study differs from the IMF’s International Financial 
Statistics (IFS) as follows: (i) Korea and Singapore are excluded, as they are considered to 
be industrial countries and (ii) North Africa (Algeria, Morocco, Tunisia) are classified under 

the group Middle East and North Africa (MENA), rather than Africa, as in IFS.  

Appendix I: List of 160 Developing Countries 
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Appendix II. Normalized and Non-Normalized Country Rankings 

 
Yearly Average Illicit Financial Outflows 

Normalized and Non-Normalized 2002-2006, values in US$ millions 

Country Normalized Rank Non-
Normalized Rank 

China,P.R.: Mainland 233,520 1 289,552 1 
Saudi Arabia 54,258 2 55,147 2 
Mexico 41,680 3 46,156 3 
Russia 32,025 4 38,688 4 
Malaysia 19,027 7 31,271 5 
India 22,726 5 27,304 6 
Kuwait 21,040 6 21,208 7 
Venezuela, Rep. Bol. 15,896 8 16,802 8 
Indonesia 10,361 14 15,345 9 
Philippines 12,154 11 15,048 10 
Poland 13,762 9 14,066 11 
Hungary 13,460 10 13,460 12 
Argentina 12,099 12 13,040 13 
Nigeria 9,112 16 12,513 14 
Kazakhstan 11,734 13 12,098 15 
Turkey 9,546 15 11,075 16 
Ukraine 8,519 17 8,547 17 
Brazil 0 ... 8,407 18 
Chile 6,961 19 8,173 19 
Czech Republic 0 ... 7,834 20 
Belarus 7,217 18 7,686 21 
Qatar 0 ... 6,863 22 
Egypt 6,836 20 6,836 23 
South Africa 0 ... 6,445 24 
Thailand 0 ... 6,302 25 
Croatia 5,149 21 5,354 26 
Syrian Arab Republic 2,956 27 4,226 27 
Panama 4,070 22 4,070 28 
Colombia 2,559 30 3,855 29 
Romania 3,836 23 3,836 30 
Slovak Republic 2,994 26 3,520 31 
Costa Rica 3,229 25 3,323 32 
Brunei Darussalam 3,299 24 3,305 33 
Libya 0 ... 3,199 34 
Morocco 2,109 34 3,093 35 
Pakistan 2,358 33 3,067 36 
Israel 0 ... 3,023 37 
Azerbaijan, Rep. Of 640 58 2,834 38 
Latvia 2,822 28 2,822 39 
Angola 2,730 29 2,764 40 
Uruguay 2,407 32 2,620 41 
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Yearly Average Illicit Financial Outflows 
Normalized and Non-Normalized 2002-2006, values in US$ millions 

Country Normalized Rank Non-
Normalized Rank 

Bulgaria 1,974 36 2,492 42 
Aruba 2,469 31 2,469 43 
Bangladesh 1,689 40 2,344 44 
Peru 0 ... 2,227 45 
Lebanon 1,953 37 2,111 46 
Congo, Republic Of 2,060 35 2,060 47 
Honduras 1,674 41 1,858 48 
Oman 1,602 42 1,826 49 
Dominican Republic 1,816 38 1,821 50 
Tunisia 1,727 39 1,727 51 
Bahrain, Kingdom Of 1,512 43 1,512 52 
Lithuania 1,457 44 1,457 53 
Ecuador 0 ... 1,368 54 
Ethiopia 423 67 1,333 55 
El Salvador 1,292 45 1,292 56 
Guatemala 1,187 46 1,187 57 
Gabon 996 48 1,031 58 
Malta 1,014 47 1,014 59 
Zambia 678 57 986 60 
Cyprus 766 52 980 61 
Bolivia 787 51 898 62 
Vietnam 0 ... 876 63 
Paraguay 857 49 857 64 
Cameroon 0 ... 842 65 
Jamaica 840 50 840 66 
Sudan 740 54 830 67 
Jordan 577 63 751 68 
Zimbabwe 750 53 750 69 
Yemen, Republic Of 0 ... 740 70 
Nicaragua 723 55 723 71 
Namibia 688 56 688 72 
Kenya 0 ... 686 73 
Tanzania 0 ... 660 74 
Mali 573 64 629 75 
Myanmar 624 59 628 76 
Estonia 0 ... 610 77 
Mozambique 207 77 604 78 
Nepal 600 60 600 79 
Botswana 597 61 597 80 
Maldives 593 62 593 81 
Georgia 472 65 527 82 
Ghana 0 ... 482 83 
Macedonia, Fyr 457 66 457 84 
Cambodia 382 69 457 85 
Guinea 363 70 430 86 
Turkmenistan 0 ... 429 87 
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Yearly Average Illicit Financial Outflows 
Normalized and Non-Normalized 2002-2006, values in US$ millions 

Country Normalized Rank Non-
Normalized Rank 

Mauritius 0 ... 414 88 
Mongolia 224 75 398 89 
Armenia 397 68 397 90 
Sri Lanka 0 ... 358 91 
Slovenia 0 ... 356 92 
Moldova 345 71 345 93 
Madagascar 226 74 326 94 
Barbados 307 72 307 95 
Tajikistan 277 73 277 96 
Papua New Guinea 0 ... 270 97 
Trinidad & Tobago 0 ... 225 98 
Uganda 178 80 217 99 
Samoa 216 76 216 100 
Algeria 0 ... 203 101 
Seychelles 192 78 192 102 
St. Vincent & Grens. 180 79 190 103 
Togo 118 82 167 104 
Rwanda 105 85 167 105 
Benin 0 ... 163 106 
Swaziland 0 ... 156 107 
Iran, I.R. Of 0 ... 145 108 
Djibouti 119 81 119 109 
Bahamas, The 117 83 117 110 
Burundi 110 84 110 111 
Lesotho 105 86 105 112 
Mauritania 0 ... 102 113 
Kyrgyz Republic 86 88 101 114 
Niger 0 ... 101 115 
Haiti 0 ... 98 116 
Fiji 0 ... 94 117 
Sierra Leone 92 87 92 118 
Senegal 0 ... 88 119 
Albania 0 ... 76 120 
Bosnia & Herzegovina 0 ... 71 121 
Cape Verde 18 96 70 122 
Somalia 0 ... 63 123 
Liberia 0 ... 63 124 
Burkina Faso 57 89 57 125 
Gambia, The 56 90 56 126 
Central African Rep. 51 91 51 127 
Solomon Islands 21 95 49 128 
Grenada 26 94 47 129 
Dominica 0 ... 36 130 
Belize 34 92 35 131 
Guyana 0 ... 35 132 
Guinea-Bissau 27 93 27 133 
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Yearly Average Illicit Financial Outflows 
Normalized and Non-Normalized 2002-2006, values in US$ millions 

Country Normalized Rank Non-
Normalized Rank 

Vanuatu 12 97 12 134 
St. Lucia 0 ... 7 135 
Suriname 0 ... 5 136 
Malawi 0 ... 5 137 
Congo, Dem. Rep. Of 0 ... 5 138 
Equatorial Guinea 0 ... 4 139 
St. Kitts 4 98 4 140 
Afghanistan, I.R. Of 0 ... 3 141 
Comoros 3 99 3 142 
Iraq 0 ... 2 143 
Tonga 0 ... 1 144 

            

Country estimates that are zero or have data issues are not listed in this table.  

           

Source: Direction of Trade Statistics, Balance of Payments, International Finance Statistics 

databases of the IMF, as well as Global Development Finance database of the World Bank 
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