


The implications of the FATC grey list
The possibility of South Africa’s inclusion in the grey list of the Financial Action Task Force 
(FATF) is enjoying an increasing level of attention in the press in South Africa.

We have been receiving a number of questions about this list as many people don’t 
understand the purpose of this list or the implications of an inclusion on this list.

In this document, we attempt to provide a measure of guidance about this grey list and 
its impact by explaining certain key elements and the historic and current relevance of 
this list.

What or who is the FATF?
The FATF is an inter-governmental policymaking body which serves to establish 
international standards and to develop and promote policies, both at national and 
international levels, to combat money laundering and the financing of terrorism. It was 
formed in 1989 by the G7 countries.

What is the grey list?
The FATF’s grey list publicly identifies countries which ,according to the FATF, have 
strategic deficiencies in their anti-money laundering (AML) policies and practices and 
their policies to avoid the financing of terrorism (CFT). In other words, the grey list sets out 
countries which the FATF believe pose a high risk of money laundering activity and/or a 
high risk of financing terrorism. 

The FATF maintains two public lists of countries with weak AML/CFT regimes: 

1. The grey list contains jurisdictions under increased monitoring that are actively 
working with the FATF to address strategic deficiencies in their regimes; and 

2. The blacklist contains high-risk jurisdictions subject to a call for action that are not 
actively engaging with FATF to address these deficiencies.

Who is on the list?  
As of November 2022, there are only 3 countries on the blacklist: North Korea, Iran, and 
Myanmar.

As of June 2022, there are 24 countries on the grey list: Albania, Barbados, Burkina Faso, 
Cambodia, Cayman Islands, Gibraltar, Haiti, Jamaica, Jordan, Mali, Morocco, Myanmar, 
Nicaragua, Pakistan, Panama, Philippines, Senegal, South Sudan, Syria, Turkey, Uganda, 
the United Arab Emirates (UAE) and Yemen.

A link to the FATF’s website which sets out more detail about each country’s progress with 
the FATF can be found here: FATF grey list page 

What happens when a country is placed on 
the lists?
For a country on the blacklist, the FATF calls on other countries to apply enhanced due 
diligence and other measures when transacting with these countries and their citizens 

https://www.fatf-gafi.org/publications/high-risk-and-other-monitored-jurisdictions/documents/increased-monitoring-june-2022.html


(including corporate citizens).  This increases the cost of doing business with the country 
and, in some cases, leads to the severing of business relations altogether.

Countries placed on the grey list suffer a similar fate and could experience a disruption in 
capital inflows. This occurs through businesses (mainly banks) that reduce their costs by 
exiting relationships with customers that are based in high-risk countries. Some businesses 
determine that the higher compliance costs that accompany the greater levels of due 
diligence that these businesses have to undertake when dealing with clients in grey list 
countries outweigh the benefit of transacting in these countries and leave.

In addition, certain investors are forced to re-evaluate the risk of doing business with a 
country. In many cases, the investment mandates of investors (especially institutional 
investors) prohibit these investors from placing investments in high-risk countries. This 
could result in the reallocation of resources/investments to reduce their exposure to that 
country in accordance with their investment mandates.

What was the economic impact on countries that 
have been placed on this list?
A detailed paper of the impact of an inclusion on the grey list was prepared for the 
International Monetary Fund (IMF) in May 2021. The full report can be found here: IMF 
Report - Impact of grey list should you be interested in the detail. We have extracted 
sections from this report which we believe are relevant and included them below.

The IMF paper analyses the impact of grey-listing on capital inflows in a sample of 89 
emerging and developing countries during the period from 2000 to 2017. The impact on 
Mauritius is therefore not covered and will be addressed separately.

The paper found a significant negative impact by the inclusion on the grey list on capital 
inflows. The empirical results suggest that capital inflows decline, on average, by 7.6% 
of GDP. The results also suggest that foreign direct investment (FDI) inflows decline on 
average by 3% percent of GDP, portfolio inflows decline on average by 2.9% of GDP and 
other investment inflows decline on average by 3.6% of GDP. 

What was the economic impact on Mauritius 
while it was placed on the grey list from 2020 to 
the beginning of 2022?
It is difficult to measure the exact impact of the grey listing on Mauritius’ economy as this 
happened in March 2020 – at almost exactly the same time as lockdowns globally came 
into effect.  Mauritius was experiencing pressure from the lack of income generated by 
tourism – a large component of Mauritius’ economy – during the time that it was placed 
on the grey list.  

The grey listing did result in an extraction of capital based on the increased costs of 
compliance that financial services companies and investors had to undertake.  Certain 
investors’ mandates also prohibited the investors from investing into countries on the 
list which led to further outflows of foreign direct investment. This was in-line with the 
experiences of other countries that had been placed on the grey list as explained above.
The true impact of the grey listing on the economy has yet to be studied in full.    

https://www.imf.org/en/Publications/WP/Issues/2021/05/27/The-Impact-of-Gray-Listing-on-Capital-Flows-An-Analysis-Using-Machine-Learning-50289
https://www.imf.org/en/Publications/WP/Issues/2021/05/27/The-Impact-of-Gray-Listing-on-Capital-Flows-An-Analysis-Using-Machine-Learning-50289


It is however certain that Mauritius’ removal from the grey list early in 2022 was a welcome 
relief to a country that already had economic shocks to deal with (much like almost every 
other country on Earth).

What are the practical implications in Mauritius 
after it was removed from the grey list?
Practically, the speed at which a transaction occurs has decreased significantly. And the 
duration of time that the opening of bank and investment accounts take to complete has 
increased significantly.   The amount of paperwork that accompanies transactions and 
entering into new business relationships has increased which leads to slower transacting.  

This is not specific to Mauritius though – in our experience it has become a lot more 
difficult to open accounts and to transact in general in most other countries than it has 
been historically. A consequence of the increased regulation globally is the inevitable 
slower pace of business and increased levels of administration.

What impact can we expect from the potential grey 
listing on South Africa’s economy?
Should South Africa be placed on the grey list, then there are certain components that 
featured when other countries were grey listed which are likely to happen in South Africa.  
We can look at those examples to try and understand what could happen. From the data 
of other grey listings, we learn the following:

Capital inflow declines sharply at the time of the grey listing. Gross inflow is on average 
over 6% of GDP lower compared to the historical norms. All components of capital inflow 
experience a decline at the time of grey listing. FDI inflow, on average, declines by 3.2% of 
GDP, portfolio inflow by 3.3% percent of GDP, and other inflow by 3.1% of GDP. Although 
the magnitude of the decline is similar for both FDI and portfolio inflows, dynamics around 
the time of the grey listing show that portfolio inflows tend to be more sensitive and prone 
to reversal after a shock. This is illustrated in the graphs below:

Looking at the behaviour of capital outflows: gross outflow declines, on average, by around 
3% at the time of the grey listing, which partially offsets the drop in gross inflows. However, 
there is a surge in capital outflow a few quarters ahead of the announcement. This is a 
result of domestic investors who know more about the country than foreign investors and 
who are therefore quicker to respond the potential adverse listing.



Other investment outflows, which consist of interbank loans, suppliers’ credits, trade 
credits and other elements which are more difficult to classify, decline by 2 to 3 % of GDP. 
Inflows in the private sector are more severely affected (-3.3% of GDP) than those in the 
official sector (-0,5%); bank flows are somewhat less affected (-2,1 %) than nonbank flows 
(-2,4 %). Anticipatory behavior is also present in the outflow, which seem to increase a few 
periods ahead of the announcement of the grey listing, especially among private sector 
flows (both bank and non-bank). The outflows are illustrated below:

The graphs do indicate a V-shaped recovery after the initial fall in capital flow. There are 
several possible explanations for this. The first is that the initial decline in capital flow 
represents an overreaction because of incomplete information that foreign investors have 
at their disposal – or rather don’t have their disposal.  The grey listing creates a large degree 
of uncertainty, especially in the early period, when foreign investors are unsure about how 
domestic firms will cope and how other investors will respond in the new environment. 
Research shows that in such an environment capital outflow could be as a result of an 
overreaction in response to the announcement of the grey listing and then fluctuate in 
the early period following the grey listing as investors come to grips with the true effects.

Another explanation is that the decline in capital flow merely reflects the migration of 
capital to more informal channels.  Research however indicates that while this may be a 
contributing factor to the decline, most of the decline is a genuine decline as indicated 
above. 

What impact can we expect on South African 
businesses?

As we have seen in other countries that have been placed on the grey list, different 
international firms that invest and/or transact in South Africa may follow a few different 
courses of action.

Many international firms, especially those that have been investing and/or doing business 
for a significant amount of time, are already familiar with the risks that South Africa 
present. Many firms continued doing business in South Africa after the junk ratings were 
allocated by the credit rating agencies over the course of the last few years, as an example.   
The higher levels of risks and additional work that is required has, in all likelihood, already 
been factored into the investment and business models. For most of these firms it will be 
business as usual - with a bit of extra administration.

But for many international businesses that are already doing business or investing in 
South Africa, the grey listing may be the straw that breaks the camel’s back. They may 
decide to seek other opportunities elsewhere or they may choose to do business in South 
Africa indirectly.



Other firms that have not entered South Africa as yet and which may still have been 
considering the viability of the country as a business or investment destination, may 
decide to consider other options elsewhere or may also choose the indirect route as a 
result of the grey listing.

Investment firms whose mandates don’t allow them to invest in countries on the grey list 
would also need to consider other destinations or indirect investment options.

In many cases, South African firms will need to create non-South Africa based subsidiaries 
or companies that are not directly linked to their South African affairs to be able to continue 
doing business with international partners, suppliers, investors and other international 
parties.

Practical implications in South Africa
Whether South Africa is included in the grey list or not, South Africans can expect 
significant changes to the way that especially banking and financial services companies 
operate. The processes to open bank and investment accounts will become far more 
complex and time-consuming. The length of time that it takes to open accounts will 
increase.  There will be a lot more paperwork involved in transacting using bank accounts 
and investment accounts. There will have to be a lot more disclosure about the sources of 
funds, the purposes of transactions and the ownership of companies, among other things.

We hope that South Africa will be able to side-step this challenge, but changes are likely 
to materialise whether the inclusion occurs or not. Please be prepared for this.


