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Introduction: The Yale Context 
 
It is fitting that we have a number of impressive intellectual leaders assembled at Yale on 
Valentine's Day. Maybe we can help the poor escape from their persecution at the hands of 
corruption and its twin sister, illicit financial flows. 
 
Yale is historically appropriate. We must assume first that the gift to the Collegiate School in 
1718 by Mr. Elihu Yale, was licit and unaffected. I enjoyed the acerbic inscription on his tomb at 
Wrexham, "Much good some ill he did; so hope all's even." 
 
It was Samuel Morse,Yale, class of 1810, who invented the telegraph in 1836 and made money 
wires possible. And look where that brought us. One of the Yalies in my office at the World 
Bank, tells me that Senator Proxmire (Yale, class of 1938) was the primary author and 
champion of the FCPA adopted in 1977. (I only learnt of this law when I had to study the Nippon 
Papers case in 1992, and it was a revelation for a young advocate in South Africa). Subject to 
correction, I'm told that the term "money-laundering" first appeared in print during Watergate, 
memorialized in "All the President's Men," which was co-authored by Bob Woodward (Yale, 
class of 1965). To crown it all, talking to prosecutors visiting the Bank on Tuesday evening, I 
learned that the Voynich manuscript has been hiding here at Yale since 1969. 
 
 
What's the Difference between Illicit and Illegal? 
 
Last year, the former Attorney General of Bermuda, puffing his cigar at Jesus College, explained 
the difference between illicit activities and those that are illegal. According to him, illicit means 
against the law; and illegal is the name of a dog! A lot has been said and written about illicit 
financial flows, and more is likely to be generated over the next three days. Two good pieces for 
"bedtime reading" on the subject are Secret Structures, Hidden Crimes by Alex Marriage; and 
Stanching the Flow by Richard Messick and Peter Reuter. 
 
This conference is a timely one. The OECD this week appealed to its members to modernize tax 
systems; and Global Financial Integrity released its analysis of Russia's illicit outflows on 
Tuesday. 
 
The very nature of illicit financial flows is mystical; the goal is to avoid leaving a paper trail. The 
harder it is to quantify something, the more difficult it is to determine its legality. What one 
regulator may consider tax evasion is smart financial planning to a multinational corporation. 
The Norwegians crisply define illicit financial flows as a cross-border movement of money that is 
illegally earned, transferred or used. The President of the World Bank correctly recently stated 
that "From a global viewpoint, our attempts to stamp out corruption, recover stolen assets, and 
interdict illicit financial flows, have produced mixed results”.  
 
 
 
The Practical Side of Life 
 
Back in 2001, I reluctantly met an old-world accountant in his chaotic study. He had pored over 
the facts and figures of an emerging conglomerate, its fluctuations in earnings, and an unusual 
boost in its overseas assets. It turned out to be an all too familiar story: the old man showed 
how the company had taken advantage of greedy investors, manipulated opaque markets, and 
quite easily cheated a careless public. He was a true master of mathematics and understood the 
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relationship between risk, discretion, and accountability. He had his finger right on the button of 
one of the biggest asset-stripping and transfer-pricing schemes I have come across in my 
challenging professional life. Twelve years later, litigation of the case continues. 
 
There is no doubt; these kinds of cases are among the toughest.  With so many shadowy 
players involved, you can never be certain who will help break the case wide open and who will 
make your job more difficult.  Six years ago at a round table in Courmayeur, an Italian judge 
questioned the plain sailing nature of an illicit scheme under discussion. It started with the 
transfer of funds from a bank in Africa, via financial institutions in France, Switzerland, the 
Cayman Islands, through the UK and then back to the source of funding – without interest. At 
the time, Swiss authorities said that certain distortions of a person's affairs in dealing with tax 
authorities was not, per se, criminal under national law. An attorney-general who seemed to 
have developed an appetite for dealing with criminal abuse of secrecy jurisdictions, 
unexpectedly left the service three months later. Surprisingly, a judge in the British Virgin 
Islands provided the evidence and ammunition required to prosecute the case, thereby 
debunking a stereotype that offshore jurisdictions always stall cooperation or suppress 
evidence.  
 
The example on screen in the corner shows the conversion of clean development funds, flowing 
to the supervising engineering company; from there to sub-contractors and ultimately to 
subsidiaries of the engineers, where the money hits dirt. The graph represents a scheme of illicit 
enrichment and kite-flying the World Bank has encountered in the infrastructure sector. The 
breakthrough in connecting the dots came as a result of the investigative nous of the analysts 
working in the World Bank’s Integrity Vice Presidency (INT). 
 
Eleven Actions That Can Change the Status Quo 
 

1. Celia Dugger of the New York Times first wrote about Transparency International's 
action in French courts against West African kleptocrats in June 2009. It is now 2013 
and the case has slowed significantly. International conventions are worthy goals, but 
let’s find 20 countries that can create fast lanes to adjudicate cases involving 
foreign/international bribery and money laundering through banks.  

2. Do what Denmark has done: albeit a small country, last month, Danish authorities 
surfaced 1000 cases of tax evasion involving US$200M, 500 individuals, and 50 secrecy 
jurisdictions.  Last year, they increased the taxable income of multinationals by $3.5 
billion through a review of transfer prices.  

3. Settle a few cases to generate momentum. Earlier this week, the Daily Beast reported 
how the publishing house MacMillan settled with British authorities in an e-book price-
fixing scheme. Starbucks set a healthy, albeit imperfect, precedent last year, by trying to 
balance its books with British tax authorities. At the World Bank, we have entered into 
settlements with Siemens, Alstom, Lotti, MacMillan and Oxford University Press; to 
address their wrongdoing with an eye on civil restitution. 

4. Find champions – countries with the stomach – to ban shell companies and facilitation 
payments from our vocabulary, or at least change the dialogue. 

5. China has its own version of the FCPA, although the construct has limitations. Russia is 
promising to do something special. Put those provisions to the test. Nag, observe, probe, 
and most of all, offer quid pro quo. Let’s hold everyone and ourselves accountable.  

6. Sharpen integrity due diligence, especially when money changes hands; and changes 
banks. At the World Bank, we have seen numerous examples in the last four years of 
due diligence on payments, contracts, and corporate structures being performed by top 
class specialists – only to find that they have missed essential facts. Maybe it’s time for 
the essence of what constitutes solid integrity due diligence to be placed under the 
public searchlight, to stabilize international standards.  
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7. Give the law more bite: last time I checked Ireland’s Criminal Justice Act of 2010, 
provided for a fine of £5,000 on any person who carries out the business of a trust or 
company service provider, without the required authorization. Why not £50,000? Looking 
ahead, both the Swiss and Canadians have innovative provisions that could be exported 
and applied elsewhere. Let’s put our money where our mouths are and draw up 
prototype laws to criminalize and interdict illicit financial flows that can apply with relative 
equal force in Nigeria, Cyprus, Venezuela, Dubai and London. 

8. A combination of the disclosure of multinational agency fees and deposits to foreign 
governments, the financial details of major contracts and the abuse of front-loaded 
payments, as well as an intelligent scrutiny of the growth of sovereign wealth funds, 
could help to keep things in check. 

9. Take a cue from the U.S Securities Exchange Commission, which is seen as the premier 
securities regulation body. The new US rule requiring compulsory reporting of moneys 
paid in connection with the development of oil, gas and minerals in foreign countries is 
groundbreaking. Add to that the implications of the tightened provisions on conflict 
minerals (under the Dodd Frank legislation) and a daring amendment to whistleblower 
laws (as part of the Wall Street Reform), and we have the hallmarks of a system that can 
significantly interdict the flow of corrupt and illicit money.  

10. We have found that the weapon corporations and business entities operating in the grey 
zone fear most, is debarment. Why can’t we expand the debarment dragnet to enable 
competition commissions, credit regulators and central banks to sweep clean.  

11. And finally, ride on the coattails of the World Bank’s STAR Initiative, the Doing Business 
Report, the International Corruption Hunters’ Alliance and the Bank’s innovative work in 
the financial sector and vis-à-vis trust funds, to power us along, when we look back.  
 

Conclusion 

Back in the early 1700s, when Yale made his gift, George Farquhar said, “There’s no scandal 
like rags, nor any crime so shameful as poverty.”  Henry A. Brooks called the law “the 
expression of the will of the strongest, – for the time being.” We should engage and exploit 
those dynamics. Yesterday, a soccer coach defined his team’s spirit as that of players who don’t 
know when they are beaten.  

What we need is staying power, constant solicitation and the ability to rise up, even when hard 
cases make for --failed laws and failed states.  

And more of the spirit of Saint Valentine. 

Thank you. 


