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Abstract

Money laundering is a global challenge of the present era which has roots deep into the major 

industrial economies of the world.  United Nations, through Vienna Convention, Palermo 

Convention and Marida Convention, has asked the signatories to counter money laundering.  

The major industrial economies of G7 have joined hands against money laundering and have 

established Financial Action Task Force (FATF).  FATF has given forty (40) 

recommendations to counter money laundering.  Asia / Pacific Group (APG), a regional 

body on money laundering, was formed by forty (40) member states in 1997.  Pakistan is also 

member of APG.  In order to counter the money laundering, Pakistan has enacted Anti 

Money Laundering Act 2010 and has established Financial Monitoring Unit to receive, 

analyze and disseminate suspicious transactions to the investigation agencies. This article 

describes the legal situation of money laundering in Pakistan.  
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History of Money Laundering

Money laundering is fairly a recent term which was reported in the newspaper 

in 1973 in Watergate scandal, however the history of money laundering is 

interwoven with the development of trade and banking.  Traders used money 

laundering techniques to hide their assets from the pirates and the raiders along the 

Red Sea route and the Silk Road.  The history of money laundering will be an 

addition to the criminological literature and will surely be of immense interest to the 

students of criminology and policing.

How Big the Challenge of Money Laundering is?

In 1998, the IMF's estimated the size of money-laundering transactions 

globally as being “almost beyond imagination” at 2 to 5 percent of global GDP, 

which suggested a figure of $640 billion to $1.6 trillion (This was based on a figure 

of $32 trillion for global GDP at the time) (Michel Camdessus, 1998).  Other 

estimates of global money laundering are given in the Table I:
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US$ 2.85 trillion (John Walker, 1998)

US$ 45-280 billion (Reuter and Truman, 2004)

US$ 1 trillion (Baker,2005)

US$ 1.425 trillion (AUSTRAC, 2008)

2-5% of the global GDP US$ 800 billion to US$ 2 trillion (UNODC, 2009)

1998

2004

2005

2008

2009

Estimates Global Money LaunderingYear

Table 1:  Estimated Global Money Laundering 

Consequences of Money Laundering

The money laundering has severe negative economic and social consequences 

such as it undermines financial system, expands and promotes crime, diminishes 

government's tax revenue and weakens government's control over the economy.  

Studies have shown a nexus of mafias of organized crimes and terrorists who join 

hands for mutually rewarding benefits, which ultimately threatens the very fabric of 

the society.

United Nations Conventions Concerning Money Laundering

Vienna Convention

In 1988, the United Nations Convention against the Illicit Traffic in Narcotic 

Drugs and Psychotropic Substances, commonly known as Vienna 

Convention, urged signatories to establish money laundering as a criminal 

offence, enact legislation to identify, trace, seize and forfeit proceeds of drug 

trafficking, implement measures designed to combat money laundering and 

make money laundering an extraditable offence.

Palermo Convention

In 2000, UN Convention against Transnational Organized Crime, commonly 

know as  Palermo Convention, required signatories to adopt such legislative 

and other measures as may be necessary to establish as criminal offences 

actions that have the effect of laundering the proceeds of crime.

Merida Convention

In 2005, UN Convention against Corruption, the Merida Convention, 

criminalized the laundering of the proceeds of corruption and addressed the 

tracing, freezing, seizure and confiscation of the proceeds of corruption.
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What the Money Laundering is?

Money Laundering is the process of converting the money or assets derived 

from some illegitimate activity or crime to the money or assets that give the 

appearance of having been obtained from some legitimate source.  The clip-arts 

given in Fig-I are generally used in various tranings. 

Fig I:   Money Laundering Process

Source: Presentation on Introduction to Money Laundering at MLIP, Abu Dhabi 
by Mr. Cris Douglus, AFP

In other words, “money laundering” is the process by which the 'proceed of 

crime' is given the appearance of lawfully obtained money by using a number of 

money laundering methods.  Drug trafficking, human and weapon smuggling, 

corruption, fraud, sexual servitude, terrorism, theft, kidnapping for ransom, 

smuggling goods are the major crimes which generate money.  This illegally earned 

money is known as the 'proceed of crime'.   Proceed of crime is mostly in the form of 

cash but it may be in the form of prize bonds, saving certificates, gold, precious 

stones, diamonds, cars, houses, plots, land etc.  The 'proceed of crime' is the “dirty 

money” or the “black money” which has not been earned from legitimate source.  

Thus, criminals need this dirty or black money to be converted into the “clean 

money” or the “white money” so that the same could be used for purchase of assets, 

luxury, for investment in legitimate and reinvestment in their illegitimate businesses.  

The laundered proceeds apparently appear as the money earned from some 

legitimate source.  It is very difficult, especially for a common man, to connect the 

laundered money with 'proceed of crime' or to distinguish it from the legitimate 

source of a criminal.  A common man presumes that the money has been earned 

legally from some legitimate source.
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Why and How Criminals Launder Money?

Criminals launder money because the money laundering provides their 
illegitimately earned money a legitimate cover which helps them to avoid 
prosecution, conviction and confiscation of the 'proceed of crime'.  They launder 
money by disguising its actual source, changing its form or by moving it to the place 
where it is less likely to attract attention.  The money laundering is the three stage 
process, as shown in the graphic below which the writer obtained from a training 
programme of capacity building on money laundering investigations:

Fig II:  Stages of Money Laundering

Source: Presentation on Introduction to Money Laundering at MLIP, Abu Dhabi by 
Mr. Cris Douglus, AFP

Money Laundering Process

Most of the crimes such as drugs trafficking, corruption, tax evasion, human 

trafficking, terrorism, theft, kidnapping for ransom, smuggling etc usually generate 

money in the form of cash.  Criminals enter this cash in the financial system by some 

means at the initial stage of money laundering process.  They do this to move the 

money within the financial system and to convert it into a form that appears as 

legitimate and distinct from the original illegitimate source.  They use a number of 

methods for doing this which are becoming sophisticated day by day and range from 

purchase of moveable and immovable properties apparently at low prices and their 

resale apparently at inflated prices to pass the money through a complex 

international web of legitimate businesses and 'shell' companies.  
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Typically, money laundering process involves three steps. First, the 
illegitimate money is introduced into the legitimate financial system. Then, it is 
moved around to create confusion, sometimes by wire transfer or transferring 
through numerous accounts.  Finally, it is integrated into the financial system 
through additional transactions until the "dirty money" appears "clean".  These three 
stages of the money laundering process are known as placement, layering and 
integration respectively and are briefly discussed below:

1. Placement

Criminals enter their illegitimately earned money into the financial system at 
the initial stage of money laundering process.  This is the stage where the black 
money is placed in the system thus called 'placement' stage.  Criminals use a 
variety of techniques to place their illegal money in the financial system 
including depositing cash into the bank accounts, purchasing moveable and 
immovable assets at apparent low prices etc.  They may place money by using 
the following methods too:

! By breaking the cash into smaller and less conspicuous amounts and placing it 
into different accounts in order to avoid any suspicion and reporting by the financial 
institution.

! By using illegal “Hundi” or “Hawala” system for movement of their money 
from one hand to another.  Criminals use this illegal system as this involves person 
to person contact for transfer of money and it hardly leaves any trail.

! A number of businesses in Pakistan handle large amounts of legitimate cash.  
The criminals mingle their illegitimate cash with their legitimate cash and place it 
in the financial system.

! Electronic transfers are now-a-days very common that do not require a named 
bank account for sending or receiving money to or from someone.  Criminals use 
this method to place their illegal money into the financial system because it 
involves less time and is difficult to investigate and to trace the origin.

! Some criminals buy insurance policies or similar instruments using 'proceed of 
crime' and then en-cash them. 

! Some criminals buy stocks with the help of brokers to place their illegitimate 
money into financial system. 

! Criminals use benamidars (nominees) such as professionals who handle large 
amounts of cash to structure their money and place it in the financial system to 
disguise it from its source.
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!Government issues prize bonds to generate money and offer handsome prizes on 

them.  Prize bonds are bearer instruments and can easily be sold / purchased 

through the banks or from the open market.  Bearer claims the prize money.  

Criminals buy the prize bonds from the lucky winner and claim the prizes in their 

own name to launder their illegitimate money.  

2. Layering

Layering is the most complex stage of the money laundering process.  Once the 

money has been entered into the financial system, the criminals move it away 

from the original source by conducting multiple transactions with the placed 

money and by moving it between different accounts, different entities or 

locations in the financial system, and disperse it and disguise it in the system in 

order to conceal its origin. This process of distancing the placed money from 

their origins is known as 'layering'.  The criminals use a number of techniques 

for layering such as using multiple bank accounts and professionals, 

corporations and trusts etc as intermediaries.  The purpose of layering is to 

break the connection and audit trail between placement and integration stages 

of money laundering process.  Commonly used layering techniques are given 

as below:

!By transferring the money placed in the financial system to the number of bank 

accounts in domestic banks as well as in foreign banks which may be in different 

names, in fictitious names or shell companies.

!By moving money to the offshore banks that accept deposits from non-resident 

individuals and corporations.  This technique is used by criminals because this is 

inexpensive, leaves minimal audit trail and it is hard to distinguish between clean 

and dirty money.

!By preparing false documents to disguise the true source, ownership, location and 

purpose of the money so that the investigators could be misled.  An example of this 

type of layering is under and over invoicing for creating false paper trails.

!By purchasing traveler's cheques, bonds, stocks etc

!By opening letters of credit for imports.

!By using professionals such as lawyers, chartered accountants etc as their 

intermediaries and middlemen to anonymously engage in fake / fictitious 

transactions on their behalf.

!By using trusts for creation of false paper trails and for transactions with anonymity.
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3. Integration

At this stage in the money laundering process, the illegitimate money is 
returned in the hands of criminals as 'white' money and apparently appears as 
legitimate which can be utilized by criminals to purchase moveable and 
immoveable assets such as plots, agriculture land, houses, vehicles, gold etc or 
to invest in some business.  The criminals also use this laundered money for 
expanding their criminal network.  The above-mentioned three steps of money 
laundering process may occur as separate and distinct phases or may overlap. 
The criminals use the methods and techniques to launder their money that suit 
them and are easily available to them.

Money Laundering Techniques used in Pakistan

Criminals in Pakistan mostly generate money from narcotics trafficking, 
human and weapon smuggling, corruption, tax evasion, kidnapping, theft, robbery, 
frauds etc.  The various reports on criminal cases reveal that they generally use one 
or the other techniques to launder their illegally earned money.  Some of the 
commonly used tactics are:

! By smuggling currency across borders through cash couriers;

! By using shell corporations which serves as a vehicle for business transactions 
without itself having any significant assets or operations. Shell corporations 
are not in themselves illegal and they may have legitimate business purposes. 
However, they are a main component of the underground economy, especially 
those based in tax havens. They may also be known as international business 
corporations (IBCs), personal investment companies (PICs), front companies, 
or "mailbox" companies. (http://en.wikipedia.org/wiki/Shell_corporation);

! By purchasing bearer instruments.  A bearer instrument is a negotiable 
instrument which is payable on demand to the holder, regardless of whom it 
was originally issued to
(http://www.investorwords.com/440/bearer_instrument.html);

! By using wire transfers;

! By purchasing luxury items;

! By purchasing agricultural land, residential plots, houses and investment in 
real estate;

! By false invoicing;

! By structuring.  Structuring is the practice of executing financial transactions, 
such as the making of bank deposits, in a specific pattern calculated to avoid the 
c rea t ion  of  cer ta in  records  and  repor t s  requi red  by  law 
(http://en.wikipedia.org/wiki/Structuring);
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! By use of false identity to purchase assets or to open accounts to obscure true 

beneficial ownership of financial assets;

! By using third parties or nominees to open accounts;

! By using alternative informal remittance systems i.e Hawala;

! By using modern communication techniques;

! By using accounts in foreign banks;

! By using prepaid / debit card;

One of the main reasons of increased money laundering in Pakistan is the 

informal and cash economy and its porous borders.  Afghanistan is the major poppy 

producing country and is the world's main source of illicit opiates.  Pakistan is 

adjacent to Afghanistan and is a significant drug transit country.  Transactional 

criminal networks active in Pakistan play a central role in the transshipment of 

narcotics from Afghanistan to international markets.  The illegal proceeds are then 

laundered through various means, mainly through the informal money transfer 

method i.e Hawala.  Though the hawala is unlawful in Pakistan but it is a traditional 

and a common method to transfer money not only in Pakistan but in the region.  

Unfortunately, there is no attempt on part of academics and practitioners alike to 

explore this area by their empirical research and studies.  Much work is to be done to 

testify these perceptions on the touchstone of empirical research, though these are 

very valid perceptions.

World's Anti Money Laundering Regime

Till mid 1980s, there was no legislation in place in any country to control 

money laundering.  United States enacted Money Laundering Control Act in 1986.  

In 1989, G7 countries formed FATF (Financial Action Task Force) to combat money 

laundering.

Financial Action Task Force (FATF)

The Financial Action Task Force (FATF) is an inter-governmental body whose 

purpose is the development and promotion of policies, both at national and 

international levels, to combat money laundering and terrorist financing. The Task 

Force is therefore a "policy-making body" which works to generate the necessary 

political will to bring about national legislative and regulatory reforms in these areas.  

The FATF monitors members' progress in implementing necessary measures, 

reviews money laundering and terrorist financing techniques and counter-measures, 

and promotes the adoption and implementation of appropriate measures globally. 
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In performing these activities, the FATF collaborates with other international 

bodies involved in combating money laundering and the financing of terrorism.  

The FATF does not have a tightly defined constitution or an unlimited life span. The 

Task Force reviews its mission every five years. The FATF has been in existence 

since 1989.  FATF has 36 members including two regional organisations (the Gulf 

Cooperation Council and the European Commission).  The FATF Forty drawn up 

forty Recommendations in 1990 as an initiative to combat the misuse of financial 

systems by persons laundering drug money. In 1996 the Recommendations were 

revised for the first time to reflect evolving money laundering typologies. The 1996 

Forty Recommendations have been endorsed by more than 130 countries and are the 

international anti-money laundering standard (www.fatf-gafi.org).  These 

recommendations cover the following:

! Legal

Legislating to ensure that money laundering is an offence with money and 

assets subject to confiscation

! Financial and Regulatory

Implementing procedures to ensure financial institutions identify and report 

suspicious transactions

! Law Enforcement

Providing assistance to member countries in regard to investigations, 

prosecution and extradition matters

Significant Recommendations of Financial Action Task Force (FATF)

Although all the recommendations of FATF on money laundering are very 

important but at the initial stage, if the countries adopt the following three, they may 

consider that they have stepped into the global effort to counter money laundering:

Recommendation No. 27

Countries should ensure that designated law enforcement authorities have 

responsibility for money laundering and terrorist financing investigations. 

Countries are encouraged to support and develop, as far as possible, special 

investigative techniques suitable for the investigation of money laundering, 

such as controlled delivery, undercover operations and other relevant 

techniques. Countries are also encouraged to use other effective mechanisms 

such as the use of permanent or temporary groups specialized in asset 

investigation, and co-operative investigations with appropriate competent 

authorities in other countries.
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Recommendation No. 28

When conducting investigations of money laundering and underlying 
predicate offences, competent authorities should be able to obtain documents 
and information for use in those investigations, and in prosecutions and related 
actions. This should include powers to use compulsory measures for the 
production of records held by financial institutions and other persons, for the 
search of persons and premises, and for the seizure and obtaining of evidence.

Recommendation No. 30

Countries should provide their competent authorities involved in combating 
money laundering and terrorist financing with adequate financial, human and 
technical resources. Countries should have in place processes to ensure that the 
staff of those authorities is of high integrity.

Asia / Pacific Group on Money Laundering (APG)

The Asia/Pacific Group on Money Laundering (APG) was established in 1997 
and is an international organization (regionally focused) consisting of 40 members 
and a number of international and regional observers including the United Nations, 
IMF, FATF, Asian Development Bank and World Bank.  The APG is closely 
affiliated with the Financial Action Task Force (FATF). All APG members commit 
to effectively implement the FATF's international standards for anti-money 
laundering and combating the financing of terrorism referred to as the 40+9 
Recommendations(www.apgml.org). The APG has a number of functions 
including:

! Assess APG members' compliance with the global AML/CFT standards 
through mutual evaluations

! Coordinate technical assistance and training with donor agencies and APG 
members/observers to improve compliance with the AML/CFT standards

! Co-operate with the international AML/CFT network

! Conduct research into money laundering and terrorist financing methods, 
trends, risks and vulnerabilities

! Contribute to the global AML/CFT policy development by active Associate 
Membership of FATF

Pakistan's Anti Money Laundering Initiatives 

Pakistan joined APG (Asia / Pacific Group on Money Laundering) in May 
2000 (www.apgml.org).  Being member of APG and UN, Pakistan is obliged to 
comply with FATF recommendations.  Therefore, the President of Pakistan issued 
“Anti Money Laundering Ordinance 2007” which was followed by “Anti Money 
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Laundering Ordinance 2009”.  A permanent legislation was required in order to 
comply with the FATF recommendations.  Therefore, the parliament has now 
passed an Anti Money Laundering Bill 2010 which received assent of the President 

thon 26  of March 2010 enacting “Anti Money Laundering Act 2010”.  This is the 
major initiative of Pakistan in global anti-money laundering efforts through which 
Pakistan has entered in the list of countries which are recognizing money laundering 
as a serious problem.

Definition of Money Laundering under Anti-Money Laundering Act 
2010

The Anti-Money Laundering Act 2010 defines money laundering as:

“A person shall be guilty of offence of money laundering, if the person:

a. acquires, converts, possesses, uses or transfers property, knowing or 
having reason to believe that such property is proceeds of crime; or

b. conceals or disguises the true nature, origin, location, disposition, 
movement or ownership of property, knowing or having reason to believe 
that such property is proceeds of crime; or

c. holds or possesses on behalf of any other person any property knowing or 
having reason to believe that such property is proceeds of crime; or

d. participates in, associates, conspires to commit, attempts to commit, aids, 
abets, facilitates, or counsels the commission of the acts specified in 
clauses (a), (b) and (c).

Punishment of Money Laundering

Punishment of money laundering as mentioned in section 4 of Anti-Money 
Laundering Act 2010 is given below:

“Whoever commits the offence of money laundering shall be punishable 
with rigorous imprisonment for a term which shall not be less than one 
year but may extend to ten years and shall also be liable to fine which may 
extend to one million rupees and shall also be liable to forfeiture of 
property involved in the money laundering.”

Financial Monitoring Unit (FMU)

The Financial Monitoring Unit (FMU) was established under Anti Money 
Laundering Ordinance 2007.  The FMU is the Financial Intelligence Unit (FIU) of 
Pakistan and is responsible for implementing AML laws in Pakistan.  FMU takes 
appropriate measures to deter and to detect financial and serious crimes.  Financial 
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and Non Financial businesses and professions are required to report suspicious 

transactions to Financial Monitoring Unit (FMU) and to keep transaction records 

with them for an appropriate period that are comprehensive enough to establish the 

audit trail. The FMU receives Suspicious Transaction Reports (STRs) and Cash 

Transaction Reports (CTRs) from different financial and non-financial businesses 

and professions, analyzes them and if considers appropriate disseminates them to 

the concerned investigation agencies for investigation.

Egmont Group of Financial Intelligence Units

In 1995, a group of Financial Intelligence Units (FIUs) met at the Egmont 

Arenberg Palace in Brussels and decided to establish an informal group whose goal 

would be to facilitate international cooperation. Now known as the Egmont Group, 

these FIUs meet regularly to find ways to cooperate, especially in the areas of 

informat ion  exchange ,  t ra in ing  and  the  shar ing  of  exper t i se  

(www.egmontgroup.org).

Implementation of Anti Money Laundering Act 2010

The Anti Money Laundering Act 2010 falls in the jurisdiction of the Federal 

Investigation Agency (www.fia.gov.pk), National Accountability Bureau 

(www.nab.gov.pk) and Anti Narcotics Force.  The FIA through its Economic Crime 

Wing at FIA Headquarters Islamabad and through its five zonal offices has initiated 

a number of enquiries against money laundering on the basis of Suspicious 

Transaction Reports (STRs) received from FMU.  On receiving credible 

information, the FIA also initiates enquiries at its own.  Despite facing hardships in 

implementing the said Act including lack of training, lack of resources and 

cumbersome procedures, the FIA is pursuing implementation of the Anti Money 

Laundering Act 2010 very seriously.  

However, it is too early to estimate the validity and effectiveness of the said Act.  

In 2009, FIA received 74 STRs whereas so far in 2010, 99 STRs have been received 

by the FIA.  As the law is new and as the problem of money laundering has abruptly 

grasped, the attention of many, including the FIA, the investigation staff of the LEAs 

is still not fully equipped, trained and resourceful to address the complexity of this 

transnational organized crime.  However, with improved infrastructure and skills, 

the FIA will surely make commendable progress in combating the menace of money 

laundering.

Recommendations

For effective implementation of Anti Money Laundering Act 2010 and for 

maintenance of proper verifiable data collection, following steps are recommended 

to be taken which are inline with the FATF recommendations:
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!Anti Money Laundering Circles shall be established at each of the five 
provincial / zonal offices of FIA.

!Anti Money Laundering Circle shall be encouraged to support and develop special 
investigative techniques suitable for the investigation of money laundering, such as 
controlled delivery, undercover operations and other relevant techniques.

!Mechanism be devised for information sharing and joint working with other 
agencies of the countries.

!Investigation officers involved in combating money laundering shall be well 
training, well groomed, and of high integrity.

!Investigation officers shall have powers to obtain record from financial institutions 
without going to the courts for permission, to search of persons and premises, and to 
seize and to obtain evidence.

!Investigation officers involved in combating money laundering shall be provided 
with adequate financial, human and technical resources.

Conclusion

Money laundering is a global threat.  Pakistan has taken serious initiatives to 
combat money laundering that include enactment of Anti Money Laundering Law in 
2010.  Money Laundering may have nexus with the terrorist financing.  We need to 
learn from the experiences of others countries and to make efforts to break the nexus 
of money launderers with terrorists.  As Federal Investigation Agency is responsible 
to investigate cases of money laundering and terrorist financing, therefore, it is 
required to be strengthened by providing appropriate resources inline with the 
recommendations of FATF enabling it combat money laundering effectively.    
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