Money Laundering is a creative game

By: John W. McCoy

I really don't enjoy the boring old type of bank work these days. Working in a large international bank has the general perception for the public that bankers are clean and honest. It's an honorable profession and far removed from any illegal activities and greed. For the most part, this would be true of most banks and bankers, but there are those few banks and bankers that do surrender to the temptations of money; of bonuses and the over powering influence that money produces. And this leads them down the wrong path. But consulting for the international Donors such as the IMF, World Bank, United Nations, USAID and Asia Development Bank adds a new dimension to working with a banking system and there are some intriguing stories. Consultants or advisors to the Donors and governments try to change undesirable situations in developing countries that removes the temptations from the financial systems and the banking sectors, and from the bankers who may be tempted by greed and the rewards of quick profits - personally. . The world Donors to these developing countries are attempting to eliminate corruption and greed in the financial systems, but it's a slow delicate piece of work, and mistakes are made.

For example at the end of last year in one developing country in Asia, the IMF was concerned about the reforms being initiated in the banking and financial sectors of that country. The country was over banked and very few laws and regulations for governing the banking sector. The trading currency in the country was predominantly in US dollars and the central bank nor the government knew the exact amounts or impacts. Currency remittance to other parts of the world financial centers was an everyday occurrence. The central bank had no control over the remittance of foreign out of the country. And the amounts were not reported. There were no regulations imposed on the banks in the system. The central bank had difficulty in performing a supervisory or monitoring role over the banking system. The central bank had regulations but the bank lacked the legal power and qualified personnel to properly supervise the banking industry. Changes were needed and quickly. 

Sometimes a quick fix solution is the best but there are dangers in over reacting and not fully understanding the rules of law of the country. In December, the IMF whiz kids from Washington forced the central bank of that country to close eleven banks that were marginal but still running or sort of. They made the announcement in the newspapers. The central bank had no legal power to appoint any liquidators nor were there not any regulations to go through a commercial court. But there is no commercial court. By the time they did manage to appoint some foreign liquidators, it was three months after the announcement. When the liquidators went in, there were for the most part, no files, no money and all the rest. 

The central bank had warned the whiz kids that there would be complications because of its lack of legal power and the absence of professional liquidators in the country. But the whiz kids demanded a quick fix solution for banking reform and the process proceeded. The liquidators were appointed, but with a condition that they be paid up front from the proceeds of the liquidation - in front of any depositor.  The bright folks with a quick fix solution to banking reform had assumed that they were closing down the active money laundering activities in those eleven banks and therefore safe guarding the banking system.  

But they missed the nice active ones that are still operating and the flight of money is really flowing. That capital city with a loose banking system is still the perfect "sink" in that game of washing dirty stuff into clean money through the financial centers of the world. 

And that is one of our tasks on this assignment. To help put in the regulations to stop it. But, the drug trade and other criminal activities will continue and the banks here, and in most countries with loose regulations, will be the center of the laundry mats picking up fees on both sides of the deal. It's all fun and builds a plausible plot for a novel. But it has to be fiction because bankers don't become involved in those games, or so they tell me. It's amusing when they tell me that bankers are honest citizens. They are but at the lower levels of the ladder. At the top is a different story in some banks. 

Money laundering, in simple terms, is the processing of the proceeds of crime to disguise their illegal origin. When a criminal activity generates substantial profits, the individual or group involved must find a way to control the funds without attracting attention to the underlying activity or the people involved.  Criminals do this by disguising the sources, changing the form, or moving the dirty money to a place where they are less likely to attract attention.

In the initial or placement stage of money laundering, the launderer introduces his illegal profits into the financial system.  Breaking up large amounts of cash into less conspicuous smaller sums might do this. Then the dirty money is deposited directly into a bank account, or by purchasing a series of monetary instruments (checks, money orders, bank drafts, etc) that are then collected and deposited into bank accounts at another location.

After the funds have entered the financial system, the layering stage takes place.  In this phase, the launderer engages in a series of conversions or movements of the funds to distance them from their source.  The funds are channeled through the purchase and sale of investment instruments, or the launderer might simply wire the funds through aeries of accounts at various banks in different countries.  This use of widely scattered accounts for money laundering is especially prevalent in those jurisdictions that do not cooperate in anti-money laundering investigations or do not adequate regulations to monitor the flow of money in the banking system.

Having successfully processed his criminal profits through the first two phases of the money laundering process, the launderer then moves them to the third stage, called integration, in which the funds re-enter the legitimate economy.  The launderer may choose to invest the funds in real estate, luxury assets, or business ventures.

Since money laundering is a necessary consequence of almost all profit generating crime, it can occur practically anywhere in the world.  Generally, money launderers tend to seek out areas where there is a low risk of detection due to weak or ineffective anti‑money laundering programs.  Because the objective of money laundering is to get the illegal funds back to the individual who generated them, launderers usually prefer to move funds through areas with stable financial systems.

Money laundering activity may also be concentrated geographically according to the stage the laundered funds have reached.  At the placement stage, for example, the funds are usually processed relatively close to the underlying activity, often, but not always, in the country where the funds originate.

With the laying phase, the launderer may choose an overseas financial center, a large regional business center, or a large -banking center – any location that provides an adequate financial or business infrastructure.  At this stage, the laundered funds may also only transit bank accounts in various locations where this can be done without leaving traces of their source or ultimate destination.

Finally, at the integration phase, the money launderers may decide to invest the laundered money in still other locations if they were generated in unstable economies or locations offering limited investment opportunities

The integrity of the banking and financial service marketplace depends heavily on the perception that it functions within a framework of high legal, professional and ethical standards.  A reputation for integrity is one of the most valuable assets of a financial institution.  If funds from criminal activity can be easily processed through a particular institution, either because its employees or directors have been bribed or because the institution turns a blind eye to the criminal nature of such funds, the institution could be drawn into active complicity with criminals and become part of the criminal network itself.  Evidence of such complicity will have a damaging effect on the attitudes of other financial institutions and of regulatory authorities, as well as ordinary customers.

Money Launderers are creative professionals. They are continually looking for new routes for laundering their funds.  Economies with growing or developing financial centers, but inadequate controls are particularly vulnerable as established financial centre countries implement comprehensive anti-money laundering regimes.

Money Launderers tend to move their networks to countries and financial systems with weak or ineffective countermeasures, and they will exploit the differences between national anti-money laundering systems. 

It may be argued that developing economies can not afford to be too selective about the sources of capital they attract.  But postponing action is dangerous.  The more it is deferred; the most entrenched organized crime can become.  

As with the damaged integrity of an individual financial institution, there is a damping effect on foreign direct investment when a country’s commercial and financial sectors are perceived to be subject to the control and influence of organized crime.

The IMF has stated that the aggregate size of money laundering in the world could be somewhere between two and five per cent of world GDP.  Using 1996 statistics, these percentages would indicate that money laundering ranges between USD 590 billion and USD 1.5 trillion.


Money Launderers are professionals. They search out the most effective ways of turning dirty money into clean money in a safe haven. Could money laundering be happening in my own bank? Probably and we would never know it. The risks are high for the money launderer, but the ultimate rewards far outweigh the risks. Money Launderers expect to loose twenty percent of the original amount of dirty money as it's washed through the financial system and comes out clean on the other end of the system.

**************

(JWMcCoy
(JWMcCoy: The author has worked in the large international banks and for the Donor organizations for the past twenty-five years. He has seen, at first hand, the difficulties of large bad debts in banks and the difficulties of the Donors in trying to influence change on governments. The author has published two works of fiction describing different facets of corruption in the international financial world. He depicts stories based on the truth but concealed by bankers and governments for their own reasons. "Hidden Money" and "Leaving it Behind" are recommended books for an insight into this world of intrigue and deception. It's all about money and the ways it was created. "Leaving it Behind" is about the struggles of the Vietnamese people in the aftermath of a war that was imposed on them and the struggle to survive the drug lords that were rampant in the Golden Triangle, threatening to take over their lives. The author lived with those people and he understood them; and they understood his concerns and compassion. 





Go to: � HYPERLINK http://www.pdbookstore.com ��www.pdbookstore.com� and purchase both books from American Book Publishing Group.
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