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ABSTRACT 

Economic crime harmfully affects financial markets, 

and as such, researchers have studied its various forms, 

causes, and consequences. This thesis focuses on 

international money laundering, one of the most destructive 

and widespread crimes. 

Generally, the essay reviews the elements of money 

laundering and presents a theory of corruption. 

Specifically, it discusses the techniques and methods used 

to launder money, economic impact, countermeasures, and a 

theory establishing corruption as the primary facilitator 

of international money laundering. 

To date, no attempt has been made to establish this 

link. By studying corruption's role in international money 

laundering, better methods may be devised to control and 

limit the laundering of funds, which may be of interest to 

policy makers and law enforcement officials. 

To support this theory, a comparison is made between 

Non-Cooperative Countries and Territories (NCCT) and those 

countries believed to have corrupt public officials. Data, 

employed in this study, includes the Corruption Perception 

Index (CPI), developing country rankings, and Governance 



Research Indicator Country Snapshot (GRICS). Once compared, 

the results provide overwhelming evidence that corrupt 

public officials assist in the illegal act of money 

laundering. Public officials do this by providing criminals 

an environment where they are less likely to get caught. 
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CHAPTER I 

INTRODUCTION 

Economic crimes are committed for the purpose of 

obtaining profits through illegal activity. From murder to 

drugs/arms trafficking to financial fraud, these crimes 

have made many people wealthy at a great cost to others. As 

a result, these actions create social ills and divert money 

away from economies and legitimate business activities. 

Ultimately, the funds find their way into the pockets of 

criminals and their associates. 

To enjoy these profits, however, criminals must first 

"clean" the money by establishing a legal source of the 

funds, as earned through legitimate business activity. This 

process is known as money laundering. However, despite the 

attempts of law enforcement officials and governments to 

reduce the illegal laundering of money, criminals have been 

able to stay one step ahead of the authorities, thus 

enjoying their profits and staying out of jail. 

A number of individuals, ranging from economists to 

law enforcement officials, have studied money laundering. 

Further, they have attempted to answer such questions as 

what techniques and methods are used, how can it be stopped 



or controlled, and what are its effects on economies and 

their people? 

Corruption and its effects are studied in a similar 

way. However, a connection has not been drawn between those 

countries recognized as having corrupt political officials 

and countries that are reluctant to adhere to the money 

laundering recommendations prescribed by the Financial 

Action Task Force (FATF), an international policy making 

body-

This essay will begin by describing money laundering 

and its elements, followed by an explanation of its 

economic impact and the FATF Recommendations. The thesis 

will end with a theory linking corruption to designated 

Non-Cooperative Countries and Territories. 



CHAPTER II 

THE WASH CYCLE 

2.1 Money Laundering Defined 

In today's global economy, international trade is an 

important source of income for many nations and their 

economies. However, of the six most common forms of trade, 

only three are legal. These include foreign exchange 

speculation and the sale of coffee and oil. The infamous 

three include the illegal sale of weapons, drug smuggling, 

and money laundering (Suter, 2002). 

To date, different institutions have defined money 

laundering in their own unique ways. However, no matter 

what the crime or where it takes place, the general process 

of money laundering is the same and continues to be a 

necessary step when profits are derived from illegal 

activity. According to the International Monetary Fund 

(IMF), "Money laundering is a process in which assets 

obtained or generated by criminal activity are moved or 

concealed to obscure the link between the crime and the 

assets" (International Monetary Fund,2003,p.4). 

The Federal Bureau of Investigation (FBI) sites three 

main reasons for criminals to launder funds (Schroeder, 



2001). First, money is regarded as the "lifeblood" of the 

criminal organization. The funds are used to purchase 

goods, services, and to cover expenses. Next, to avoid 

prosecution, criminals must obscure the link between 

themselves and the funds. Thus, control or ownership is 

masked or the original source is concealed. Lastly, 

criminal proceeds may be subjected to investigations and 

possible seizure. Therefore, it is in the criminal's best 

interest to deter suspicion and "legitimize" the criminal 

proceeds. 

Criminal activities or designated offenses listed by 

the FATF may include (FATF website, 2003): 

Participation in an organized criminal group and 
racketeering; terrorism, including terrorist 
financing; trafficking in human beings and migrant 
smuggling; sexual exploitation, including sexual 
exploitation of children; illicit trafficking in 
narcotic drugs and psychotropic substances; illicit 
arms trafficking; illicit trafficking in stolen and 
other goods; corruption and briber; fraud; 
counterfeiting currency; counterfeiting and piracy of 
products; environmental crime; murder, grievous bodily 
injury; kidnapping, illegal restraint and hostage-
taking; robbery or theft; smuggling; extortion; 
forgery; piracy; and insider trading and market 
manipulation. 

Due to the nature of such crimes, large amounts of 

illicit cash are obtained. It is estimated that $50 bills, 

stacked to the sum of $1 million dollars, would reach 



almost 9 feet in length (Sutter, 2002). Therefore, the 

gains would need to be converted to a less conspicuous 

form, so as not to arouse the suspicion of law enforcement 

officials. 

To enjoy the profits gained from this activity, 

criminals will then attempt to legitimize these funds 

through a multi-staged, highly complex process. This will 

be discussed in detail later. Once the proceeds have been 

"cleaned," the criminal may enjoy the funds by purchasing 

such traditional luxury goods as expensive vehicles and 

real estate. 

2.2 Stages of the Cycle 

A highly complex process, money laundering consists of 

three main stages, which may overlap. These stages include 

the placement, layering, and integration (U.S. Department 

of State, 2001). 

During the placement stage, the criminal will move the 

funds from the crime scene to an area where the funds may 

be converted into a less cumbersome form or simply hidden 

from authority inquiries. The money will then be 

immediately or eventually placed directly into the 

financial system. 



For example, a political official from Paclebistan is 

bribed in the amount of $5 thousand dollars for some 

"favors" he provided. However, the bribe is paid in cash. 

To disguise the source of the funds so as not to arouse 

suspicion, he visits a casino, receives gambling chips in 

the amount of $5 thousand dollars, and then proceeds to 

different gambling tables. After a few hours, the official 

returns to the chips window and receives a check in the 

amount he has remaining, whether slightly more or less. The 

idea is that the official established a legitimate source 

for the bribe money. If any questions are asked, the 

politician can simply say he had a "good night" at the 

poker tables. 

The second stage of the laundering process is known as 

layering. Once the money is placed in the financial system, 

the funds are moved in a series of complex financial 

transactions to distance it from their illicit source. 

Today, due to the advancements in technology, funds 

may be moved within seconds to any place in the world. The 

number of layers a criminal uses is only limited only by 

the imagination of that individual. Funds may be moved 

through accounts, banks, countries, or combinations of the 

three. 



The laundering process is complete upon integration. 

The final phase of the process, the criminal has legalized 

the funds by mingling them in legitimate business 

activities. The criminal may now move the funds about the 

economy, purchasing luxury goods or reinvesting the 

"earnings". 

2.3 Criminal Techniques and Method 

Money launderer's techniques are varied and complex. 

Common techniques and methods will be discussed in this 

section of the essay. 

During the placement phase of the laundering process, 

the criminal will attempt to introduce the proceeds into 

the financial system by employing an individual known as a 

smurf (Crimes of Persuasion, 2000). Often a professional 

looking individual, the smurfs' job is to deposit large, 

random amounts of cash into different banks. The deposited 

amounts will always be less than $10 thousand dollars. This 

method will allow the smurf to circumvent the Bank Secrecy 

Act of 1970. 

The Act requires all banks to inform the U.S. 

government, through the use of a Currency Transaction 

Report (CTR), of all cash transactions in excess of $10 



:or 
thousand dollars (Amann, 2000). However, the threshold fc 

reporting may be different per country. Finally, a less 

sophisticated criminal may place the funds into the 

accounts of family and/or friends. 

During the layering phase of the process, the criminal 

will often use offshore accounts to obscure the audit 

trail. Many countries offer strict bank secrecy laws to 

attract people seeking anonymity as well as tax advantages. 

These laws are used to "sweeten the deal." Countries may 

also refuse to cooperate with international authorities and 

outlaw the release of customer information (Wechsler, 

2001) . 

Many of these countries will further attempt to 

attract clients by selling what are known as shell 

banks,"[meaning] a bank incorporated in a jurisdiction in 

which it has no physical presence and which is unaffiliated 

with a regulated financial institution"(FATF, 2003,p.5). 

These shell banks are usually established in a 

financial haven country to give the appearance of 

legitimacy. Often, a customer needs only a false name to 

open an account, providing that individual with complete 

anonymity and shielding them from investigations and 

potential prosecution. 



se 

However, these banks do not come without a cost. In 

the Cayman Islands, for example, an individual can purcha 

a bank for approximately $10 thousand dollars (Sutter, 

2002). Sutter continues, the Cayman Islands have more banks 

than people. 

Once the shell bank is established, the client may 

take advantage of a "pass through" or "payable through 

account." These accounts are offered to foreign 

institutions, by domestic banks, and are used to move 

foreign client's funds into the domestic country without 

the domestic institution having information on the client 

(Crimes of persuasion, 2000). 

For example, a bank in the Cayman Islands has a client 

attempting to launder funds. The client would like to move 

the money to Chase Bank in the United States. However, the 

client cannot directly open an account with Chase Bank for 

fear of account opening requirements and probable 

investigations. As a result, the client will open an 

account with a bank in the Cayman Islands and utilize their 

payable through accounts to move money into the U.S., 

without fear of being identified. 

Another technique involves the criminal establishing a 

"shell company." Rather than opening an offshore account as 



an individual, the criminal will open an account as a 

corporation (Koker, 2002). Generally, it is important for 

the company to have already participated in legal business 

dealings so as to establish an air of legitimacy. Once 

established, the shell company can move large amounts of 

money to the offshore haven, simultaneously avoiding 

registration regulations and taxes. Koker explains, in 

South Africa, shell companies have been known to sell for 

around $9,000. Additionally, the company may issue bearer 

shares, which means there is no record indicating an owner. 

Therefore, the company is owned by whoever physically 

possesses the shares (Crimes of persuasion, 2000). 

The criminal may confuse the audit trail further by 

transferring ownership of the shell company to a trust. 

Though the trust controls the company on paper, the actual 

control remains in the hands of the client and they are 

provided full access to the assets. Further, these trusts 

are known to assist the client. Trust do this by moving 

shares between accounts, falsifying trust documents, 

changing the names of corporations, and merging 

corporations (Crimes of persuasion, 2000). 

The use of "front" businesses is a technique 

frequently employed by criminals (Alba, 2002). The major 
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difference between front businesses and shell companies is 

that fronts actively trade. These businesses inter-mingle 

legitimate earnings with ill-gotten funds and then report 

the entire earnings as though they were acquired through 

ordinary business activity-

Generally, these fronts are cash based businesses such 

as restaurants, hotels, sports events, movie/musical 

theatres, grocery stores, casinos, professional services, 

building companies, cell phone shops, bars, and cash loan 

businesses. 

Alba explains, to take control of a legitimate 

business, the criminal has two options available to her. 

First, the criminal can purchase a bankrupt business, 

slowly strengthening the business with illegal funds. The 

previous owners may even continue to be listed as the 

owners. Second, the launderer may simply lend money to an 

ailing business and take their share of the profits as if 

they were legally obtained (Alba, 2 002). 

Perhaps the safest way for the criminal to launder 

money is through a method known as underground banking. The 

two types of underground banking systems are known as 

Hundi/Hawala and Chop/Chitti banking (Trehan,2002). 'Hundi' 

means 'trust.' 'Hawala', in Urdu (the language of Pakistan 
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and Indian) means 'reference.' 'Hawala', in Arabic, is 

translated to mean 'transfer related to money.' 

Alternately, chops are seals used to facilitate money 

transactions and -chitti' means a 'mark.' 

Both these forms of underground banking are rooted in 

ancient tradition and predate western banking practices by 

centuries (Gilligan, 2001). These systems were invented to 

prevent traders from carrying large sums of currency long 

distances and, ultimately, from being robbed or killed. 

Basically, a trader would present a symbolic token or 

letter of credit to a banker is a distant land. The foreign 

banker would be an associate of the trader's local banker. 

The foreign banker would then honor the token or letter, 

charging a small fee for his services (Trehan, 2002). 

The use of underground banking is far reaching, having 

been identified in countries located in the Indian 

subcontinent, Europe, the Middle East, North America, 

China, South East Asia, and Africa. Further, Trehan 

explains, it was estimated in 1991 that underground banking 

processed between $10 and $20 billion dollars per year, 

though the figure is certainly much higher today. 

This technique has, ultimately, been successful for 

many reasons. There is virtually no paper trail and the 

12 



placement stage of the money laundering process is 

eliminated. Further, because underground banking is based 

on trust, those bankers who are not trustworthy may meet 

severe consequences for breaking this long standing code, 

ensuring business is conducted efficiently and without 

interruption. 

13 



CHAPTER III 

ECONOMIC IMPACT 

3.1 The International Scene 

According to the International Monetary Fund (IMF), 

global money laundering is estimated between two and five 

percent of world GDP. Stated differently, between $800 

billion and $2 trillion dollars is laundered per year (IMF, 

2001). See Table 3.1 for a perspective of this problem. 

Table 3.1: A comparison between country GDP as a 
percentage of World GDP and International 
Money Laundering (IML) as a percentage of 
World GDP (2003). 

Country/GDP as % of World 
GDP. 

Canada/2.0% 

Russia/2.7% 

Italy/3.0% 

U.K./3.1% 

France/3.2% 

Africa/3.2% 

Germany/4.4% 

India/4.8% 

N/A 

(IML) as a % of World GDP 

2.0% 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

5.0% 

Source: International Monetary Fund, Website 2003, 
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Further, advances in technology, expansion of trade 

and financial systems, increased global travel, and the 

development of international organized crime have all 

contributed to the criminal's arsenal for laundering funds. 

The health of financial institutions and the political 

stability of nations may depend on authorities controlling 

the infiltration of their markets by criminals. The United 

Nations, in their Declaration and Action Plan Against Money 

Laundering, made this threat very clear by stating (United 

Nations website, 1998): 

The laundering of money derirved from illicit 
drug trafficking, as well as from other serious crime, 
has become a global threat to the integrity and 
stability of financial and trading systems. The 
international community must work together to stop 
these practices to protect itself and to deny drug 
traffickers their ill gotten gains. 

3.2 Closer to Home 

According to the U.S. Department of State, there are 

seven, main consequences an economy faces when confronted 

with money laundering (Mcdowell and Novis, 2001). 

The undermining of the legitimate private sector is 

the first. As was discussed earlier, some criminals will 

use front companies to launder illicit funds and mix 

legally obtained money with illegal cash. This is done to 

15 



disguise their source. Due to the criminal's ability to 

draw on these excess funds, they are able to "subsidize" 

their products, offering them at below market levels. Some 

criminals have been known to offer their products at prices 

below the manufacturer's cost. 

Consequently, the front companies have a competitive 

advantage over the legal enterprises that borrowed capital 

from financial markets, making it difficult for these legal 

firms to compete. Ultimately, private sector business is 

crowded out by this criminal element. 

Second, money laundering may challenge the integrity 

of financial markets. For instance, criminals have been 

known to move large sums of cash, via wire transfers, 

suddenly and without notification, causing liquidity 

problems and possible bank runs. Generally, this is done 

due to non-market forces such as investigations or 

inquiries by the authorities. Further, cases have been 

documented where criminal activity was the main cause for 

bank failure. The collapse of European Union Bank, the 

first bank on the internet, serves as one such example. 

Third, economic policy is compromised. Due to the 

large amount of money laundered each year, these funds have 

the potential to corner markets. Currencies and interest 

16 



rates are also negatively affected as money launderers move 

their assets to escape detection rather than to a market 

where their money will yield a higher return. In brief, 

money laundering distorts money demand and creates 

volatility in global capital flows as well as interest and 

exchange rates, thereby disturbing any attempt to establish 

beneficial economic policy. 

Fourth, money launderers are interested in hiding 

their wealth to avoid detection rather than investing their 

assets in projects that would benefit the local economy. As 

a result, the funds are concealed in poor quality 

investments, which are short term in nature. Eventually, 

the projects are abandoned by the criminal enterprise, 

causing a negative surge in the surrounding areas. 

Fifth, there is a loss of government revenue. Once 

again, because criminal proceeds are hidden to escape 

detection, governments are not able to tax the funds, 

causing governments to loose millions of dollars in 

revenue. In addition, law-abiding citizens realize a higher 

tax rate than would be expected without the presence of 

money laundering. 

Sixth, there are risks associated with government 

privatization. Much like the launderers ability to purchase 

17 



front companies, she is also able to outbid others for 

previously, state owned enterprises. Once obtained, the 

criminal is able to launder the funds through the purchased 

enterprise, which may include such businesses as casinos, 

banks, and marinas. 

Finally, there are reputation risks associated with 

money laundering. Once a nation is branded with condoning 

money laundering, market confidence is reduced, global 

opportunities are lost, growth cannot be sustained, and 

criminal organizations will enter the country. All of these 

contribute to stifling a country's development and economic 

growth. 

3.3 Hidden Benefits 

In the aggregate, there is sufficient evidence to 

demonstrate money laundering negatively affects financial 

markets and helps to sustain the criminal element. However, 

there may be economic benefits for countries that condone 

this illegal act. Currently, there are a number of 

countries, designated as non-cooperative, that do not abide 

by international recommendations to limit or eliminate 

money laundering within their borders. More will be said on 

this later. 

18 



This thesis proposes citizens of these non-cooperative 

countries are benefiting from the laundering of funds. 

Further, these benefits may be the reason these countries 

continue to not cooperate. For instance, Nigeria, Mynamar, 

and Indonesia have all been listed as non-cooperative, 

beginning 2 001. 

Nigeria showed negative per capita GDP growth for 

seven of the years previous to 2001. 2000 and 2001 were the 

only two consecutive years, since 1991 to have positive 

growth. Mynamar, in 2000, showed an impressive 12.39% 

growth in per capita GDP as opposed to an average of 4.5% 

growth between the years 1993 and 1998. Indonesia, for two 

consecutive years, showed negative growth. 1998 

demonstrated the most unimpressive results, showing 

negative per capita GDP of 14.29%. 

The evidence suggests these countries have not 

cooperated due to the economic benefits gained from non

compliance. A statistical analysis of the data may further 

help to support this hypothesis. See Table 3.2 for a 

complete listing of per capita GDP growth for Nigeria, 

Mynamar, and Indonesia. 

19 



Table 3.2:GDP per cap i t a growth(%)for the count r ies 
Niger ia , Mynamar, and Indonesia from 1991-2001 

YEAR 

1991 

1992 

1993 

1994 

1995 

1996 

1997 

1998 

1999 

2000 

2001 

COXJNTRY 

GDP Per Capita Growth {%) 

Nigeria 

1.81 

-0.01 

-0.73 

-2.79 

-0.50 

1.36 

-0.07 

-0.76 

-1.41 

1.31 

1.52 

Mynamar 

-2.34 

7.74 

4.13 

5.50 

4.94 

4.59 

3.95 

4.31 

9.47 

12.39 

8.40 

Indonesia 

7.07 

5.47 

5.58 

5.94 

6.87 

6.15 

3.27 

-14.29 

-0.54 

3.52 

1.97 

Source: I n t e r n a t i o n a l Monetary Fund 
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CHAPTER IV 

NON-COOPERATIVE COUNTRIES AND TERRITORIES 

4.1 Financial Action Task Force and Functions 

Established 1989 by the G-7 Summit in Paris, the 

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

body formed to address global unease over the extent of 

international money laundering. Initially, the task force 

was composed of G-7 (United States, United Kingdom, Japan, 

Canada, Germany, France, Italy) heads of state, the 

European Commission, and eight other countries. 

Today, the FATF comprises thirty one countries and 

governments, which include: Argentina, Australia, Austria, 

Belgium, Brazil, Canada, Denmark, Finland, France, Germany, 

Greece, Honk Kong, China, Iceland, Ireland, Italy, Japan, 

Luxembourg, Mexico, the Kingdom of the Netherlands, New 

Zealand, Norway, Portugal, the Russian Federation, 

Singapore, South Africa, Spain, Sweden, Switzerland, 

Turkey, United Kingdom, and the United States. Two 

international organizations are also members of the FATF: 

the European Commission and the Gulf Co-operation Council. 

Specifically, this group is concerned about the 

dangers money laundering poses to banking systems and 

21 



financial institutions. Its purpose, therefore, is (FATF 

website, 2003): 

...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. 

To fulfill this purpose, the FATF studies money 

laundering methods and trends, reviews international 

government's combative steps, and devises measures to 

stifle criminal efforts. The Forty Recommendations were 

thus set forth in 1990, as a plan of action, to battle 

money launderers. As the FATF's primary weapon, the forty 

recommendations are a set of counter-measures addressing 

international cooperative efforts, law enforcement, and 

financial systems and their regulation. 

The FATF's mission is three fold. The first step is 

the establishment of a world wide network to combat money 

laundering, including membership expansion, instituting of 

global anti-money laundering bodies, and establishing a 

working relationship with appropriate international 

organizations. The second step is monitoring implementation 

of the forty recommendations by member countries, including 

an annual self-assessment and peer evaluation. 
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The last step includes a review of money laundering 

countermeasures and trends. 

To maintain the forty recommendations relevance, the 

FATF will continue to gather and review current information 

on the evolving crime of money laundering. This mission is 

reviewed every five years and the FATF will only continue, 

as authorized. However, despite the Task Force's unlimited 

life span, the FATF may continue its existence if its 

members agree it is appropriate to do so. Currently, the 

FATF is mandated through 2004. 

4.2 Counter Measures 

As was mentioned previously, the FATF has two ways of 

monitoring the implementation of the forty recommendations 

by its members. 

First, all member countries are asked to evaluate 

themselves by answering questionnaires administered yearly. 

The information will provide the status to which the 

recommendations were implemented. The data will then be 

analyzed to determine the progress of the individual 

country as well as the entire membership. 

The second method for evaluation consists of a peer 

evaluation. This process involves a team of three or four 
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experts in the areas of law enforcement, financial, and 

legal to make an on-site evaluation of their fellow member. 

The team then draws up a report detailing the progress of 

the country's system in combating money laundering and to 

identify deficiencies that may exist within that system. 

When a country fails to honor the recommendations, the 

country will first be required to present a progress report 

at plenary meetings. Second, the FATF president, currently 

Mr. Claes Norgen, may send a letter issuing a high-level 

mission to the country in non-compliance. Third, 

Recommendation 21 may be applied, which asks all financial 

institutions to scrutinize all financial dealings with 

individuals or entities located in the non-complying 

country. Lastly, when all other options have been 

exhausted, the offending country may be suspended from 

membership. 

4.3 To Name and Shame 

Many countries have retarded the efforts of the FATF. 

which is primarily due to non-compliance. Further, nations 

who do not fully adhere to the recommendations, or only 

partially, aid in competition between these countries to 

attract criminal clients (FATF, 2000). 
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For countries to help aid in the counter money 

laundering effort, the FATF feels it necessary for all the 

financial centers of the world to have supervision systems, 

controls, regulations and for all financial professionals 

to help in the detection, prevention, and punishment of 

money laundering. And, as the mission of the FATF is to 

gain compliance of the Recommendations, so the definition 

of non-cooperative countries must also be consistent. 

As of February 2000, the FATF published its first 

report on Non-cooperative Countries and Territories along 

with twenty-five criteria outlining the practices and 

policies that help to stifle international efforts to 

combat money laundering. For a complete list of the Non-

Cooperative Countries, see Table 4.1.It is important to 

note that the criteria are in alignment with the forty 

recommendations. 
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The policies and practices outlined by the FATF which 

aid in the laundering of funds can be found in four main 

areas, which include(FATF website, 2000): 

The financial regulations, especially those 
related to identification or loopholes in financial 
regulations; other regulatory requirements or 
impediments set by other regulatory requirements; the 
rules regarding international administrative and 
judicial co-operation or obstacles to international 
cooperation; and the resources for preventing, 
detecting and repressing money laundering or 
inadequate resources for preventing, detecting, and 
repressing money laundering activities. 
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Table 4.1: Non-Cooperative Countries and Territories 
(NCCTs) from 2000-2003. 

YEAR: 

Country: 

.qource: The 

2000 

Bahamas 

Cayman 

Islands 

Dominica 

Israel 

Lebanon 

Liechtenstein 

Marshall 

Islands 

Nauru 

Niue 

Panama 

Phillipines 

Russia 

St. Kitts 

And Nevis 

St. Vincent 

and the 

Grenadine 

Financial Act 

2001 

Cook Islands 

Dominica 

Egypt 

Guatemala 

Hungary 

Indonesia 

Israel 

Lebanon 

Marshall 

Islands 

Mynamar 

Nauru 

Nigeria 

Niue 

Phillipines 

Russia 

St. Kitts 

and Nevis 

St. Vincent 

and the 

Grenadines 

ion Task For 

2002 

Cook Islands 

Dominica 

Egypt 

Guatemala 

Indonesia 

Marshall 

Islands 

Myanamar 

Nauru 

Nigeria 

Niue 

Phillipines 

Russia 

St. Vincent 

and the 

Grenadines 

Ukraine 

ce Website,2 

2003 

Cook Islands 

Egypt 

Guatemala 

Indonesia 

Myanamr 

Nauru 

Nigeria 

Phillipines 

Ukraine 

000-2003. 
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CHAPTER V 

A GENERAL THEORY OF NCCTs AND CORRUPTION 

5.1 The Proposal 

In this section of the essay, an attempt is made to 

establish a relationship between corrupt governments and 

countries identified by the FATF as Non-Cooperative. That 

is, Non-Cooperative countries are headed by corrupt 

officials. Corrupt officials are identified using both a 

corruption index and supporting data. Non-Cooperative 

countries are countries who do not abide by the Forty 

Recommendations. Some indirect evidence is used to support 

the theory, given corruption and money laundering are 

highly secretive in nature. 

The essay will first examine different countries and 

the extent to which they are corrupt. The evidence used to 

identify corrupt nations will consist of corruption 

indexes, supported with statistics concerning economic 

development and political institution. 

Once these nations are identified, using the three 

criteria, the essay will compare the corrupt nations to the 

non-cooperative nations. Ultimately, the essay will show 

that these nations are one in the same, establishing the 
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money laundering problem is facilitated by the officials of 

that nation. 

Two of the criteria, economic development and 

political institution, are recognized by the Organization 

of Economic Cooperation and Development (OECD) as being two 

major, contributing factors to corruption. The corruption 

index, provided by Transparency International, is an 

internationally recognized measure of corruption. 

However, it is assumed within the essay that non-

cooperative countries condone money laundering. More will 

be said on this later. The theory will begin with a 

definition of corruption. 

5.2 Corruption Defined 

The United Nations, World Bank, and Transparency 

International all adhere to the classic definition of 

corruption as a public official using their position for 

private, illegitimate gains (United Nations, 2000). 

However, corruption may occur within the public or private 

sector and possibly include a combination of individuals, 

in collusion, from both sectors. Therefore, Lebanon's 

Information International established an alternate 

definition: "Corruption is the behavior of private 

29 



individuals or public officials who deviate from set 

responsibilities and use their position of power in order 

to serve private ends and secure private gains" (United 

Nations, 2000 p.2). 

Examples of corruption may include fraud, nepotism, 

political corruption, extortion, embezzlement, and bribery. 

5.3 The Corruption Perception Index 

The Corruption Perception Index (CPI) is an index 

devised by Transparency International to measure and rank 

countries according to the extent to which corruption is 

believed to take place among officials and politicians. 

Transparency international describes the CPI as, 

"[relating] to perceptions of the degree of corruption as 

seen by business people, academics and risk analysts, and 

ranges between 10 (highly clean) and 0 (highly corrupt)" 

(Transparency International, 2003 p.l). 

Currently, of the countries identified by the FATF as 

Non-Cooperative in 2003, nearly 80 percent of the countries 

identified score below a four on the CPI for 2003, 

indicating high levels of corruption. Out of 133 countries, 

the rankings include: Egypt ranked 72; Philippines ranked 

97; Guatemala ranked 100; Ukraine ranked 111; Indonesia 
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ranked 122; Mynamar ranked 129; and Nigeria ranked, only 

second to the most corrupt nation of Bangladesh, ranked 

132. 

Only two of the countries, the Cooks Islands and 

Nauru, did not appear on the CPI in 2003. If countries do 

not submit a minimum of three surveys to Transparency 

International, they will not be listed. However, it is 

interesting to note Peter Eigen, the Chairman of 

Transparency International. Eigen states, "It is important 

to establish that the CPI, even with 133 countries, is only 

a snap shot. There is not sufficient data on other 

countries, many of which are likely to be very corrupt" 

(Transparency International, 2003 p.l). 

Further, of the yearly Non-Cooperative list published 

by the FATF from 2000-2003, approximately 96 percent of the 

countries ever listed as Non-Cooperative have either a CPI 

below five or is simply not listed. The only country to 

have a ranking above five is Israel, ranked 21 with an 

index of 7. However, Israel has not been included on the 

Non-Cooperative list since 2001. 

Approximately 48 percent of the countries rank below 

an index of 5. These countries include: Hungary ranked 40; 

Panama ranked 67; Lebanon ranked 80; and Russia ranked 87. 
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These countries are in addition to the rankings for 2003. 

For a complete list of rankings and indexes, see Table 5.1 

Approximately 48 percent of the non-cooperatives are 

not listed in the CPI. These countries include Dominica, 

Grenada, Marshall Islands, Niue, St. Vincent and the 

Grenadines, St. Kitts and Nevis, Bahamas, Cayman Islands, 

and Liechtenstein. These countries are in addition to the 

rankings for 2003. 

Table 5.1: Corruption Perception Index for 
NCCTs (2003) . 

Country-

Hungary 

Panama 

Egypt 

Lebanon 

Russia 

Phillipines 

Guatemala 

Ukraine 

Indonesia 

Mynamar 

Nigeria 

Rank 

out of 133 

40 

67 

72 

80 

87 

97 

100 

111 

122 

129 

132 

CPI Score 

(0-10) 

4.8 

3.4 

3.3 

3.0 

2.7 

2.5 

2.4 

2.3 

1.9 

1.6 

1.4 

Source: Transparency International Website, 2003 
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5.4 The Building Blocks of Corruption 

According to the Organization of Economic Cooperation 

and Development (OECD), corruption may be attributed to two 

main factors. These include the extent of development 

within a country and that country's political institution 

(OECD Observer, 2000). The OECD explains it most 

succinctly: 

Two kinds of obstacles are usually encountered. 
The first is economic. While underdevelopment does not 
inevitably generate corruption, underdeveloped 
countries do not have the same means as more advanced 
ones to escape it. The second kind of obstacle is 
political. Many politicians owe their careers and 
status to corruption and few of them, if any, will 
take a stand against it, either for fear of upsetting 
their own careers or the political status quo 
generally, (p.5) 

To establish consistency within the theory, the essay 

utilizes statistics from the Development Assistance 

Committee (DAC) to measure lack of country development. 

Statistics from the World Bank Institute (WBI) are used to 

measure a nation's governance. 

The Development Assistance Committee (DAC), 

established in 1961, was formed to assist developing 

countries by providing them with desperately needed 

resources to both increase and sustain growth (DAC, 2003). 

According to the DAC list of Aid Recipients or list of 
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Developing Countries and Territories, nearly 96 percent of 

the corrupt nations, previously determined, are 

characterized as developing nations. The remaining 4 

percent includes a non-listed country, Liechtenstein. 

These developing countries include Mynamar, Indonesia, 

Nigeria, Egypt, Guatemala, Marshall Islands, Niue, 

Phillipines, St. Vincent and Grenadines, Cook Islands, 

Dominica, Grenada, Lebanon, Nauru, Panama, St. Kitts and 

Nevis. The transitional countries are Hungary, Russia, 

Ukraine, Bahamas, Cayman Islands, and Israel (DAC). See 

Table 5.2 for a complete list of these countries. 

Table 5.2: Developing Assistance Committee (DAC) list of 
Developing Countries and Territories for 2003. 

Country 

Least 
Developed 

Myanmar 

Low 
Income 
<$745 

Indonesia 

Nigeria 

Lower 
Middle 
Income 

$746-$2975 

Egypt 

Guatemala 
Marshall 
Islands 
Niue 
Philippines 
St. Vincent 
and 
Grenadine 

Upper 
Middle 
Income 
$2976-
$9205 

Cook 
Islands 
Dominica 
Grenada 

Lebanon 
Nauru 
Panama 

St. 
Kitts 
and 
Nevis 

Transitional 

Hungary 

Russia 
Ukraine 

Bahamas 
Cayman Islands 
Israel 

Source: OECD Website, 2003 
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A partner of the World Bank Group, the World Bank 

Institute (WBI), formed in 1994, aids in the effort to 

stifle corruption and improve international governance 

(World Bank Institute, 2003). According to the Governance 

Research Indicator Country Snapshot (GRICS) devised by WBI, 

almost 7 0 percent of the corrupt countries, previously 

determined, had a Governance ranking either below the 50*̂*̂  

percentile or whose information was not applicable. The two 

countries not mentioned in the study include the Cook 

Islands and Niue. 

The countries ranked in the lower 50*̂"̂  percentile 

include: Egypt ranked 34.1; Guatemala ranked 32.4; 

Indonesia ranked 12.4; Myanmar ranked 11.9; Nigeria ranked 

10.3; Philippines ranked 29.7; Ukraine ranked 47; Russia 

ranked 33; Israel ranked 14.1; Lebanon ranked 27.6; St. 

Kitts and Nevis; St. Vincent and the Grenadines; Marshall 

Islands; and Nauru. 

Voice and Accountability (V&A) and Government 

effectiveness were also used to determine the health of 

different political institutions. V&A measures citizen 

participation in the selection of government. Government 

effectiveness measures the quality of different aspects of 
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a government, including the beurocracy, public service, 

civil service independence, and government commitment (WBI, 

2002). See Table 5.3 for the complete listings. 

Table 5.3: WBI Governance Indicators(Countries 
categorized below the 50*̂ ^ Percenitile for 
2003). 

Governance 
Indicator 

Country 

Source: World Bank 

Voice and 
Accountability 

<50"''' 
Percentile 

Egypt 
Guatemala 
Indonesia 
Mynamar 
Nigeria 
Ukraine 
Russia 
Lebanon 

Institute Website 

Political 
Stability 

<50'̂ '' 
Percentile 
Egypt 
Guatemala 
Indonesia 
Mynamar 
Nigeria 
Phillipines 
Ukraine 
Russia 
Israel 
Lebanon 
, 2003 

Government 
Effectiveness 

<50'=̂  Percentile 

Egypt 
Guatemala 
Indonesia 
Mynamar 
Nigeria 
Ukraine 
Marshall Islands 
Russia 
Lebanon 

5.5 Interpreting the Evidence 

By establishing the majority of these countries are 

classified as developing, the essay is attempting to 

support the conclusions of Transparency International. That 

is, by comparing DAC's purely economic data with TI' s 

survey data, the thesis is utilizing two different measures 

to determine levels of corruption. 

Further, the WBI's data is used is a similar way. It 

seems that the majority of countries TI determined to be 
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corrupt are politically unstable. However, in this 

instance, the essay is comparing data from two different 

surveys to support the levels of corruption. 

By evaluating and comparing the different data sets, 

we learn the majority of TI's corrupt nations are 

underdeveloped as well as have little political stability. 

This result is consistent with the OECD's contributing 

factors to corruption, which include economic development 

and political institution. Therefore, it is determined that 

two different data sets have confirmed or verified TI' s 

data and that these countries may be categorized as 

corrupt. 

With the names of corrupt countries in hand, a 

comparison with non-cooperatives shows these countries are 

one in the same. As a result, this thesis proposes non-

cooperative nations are home to some of the most corrupt 

politicians in the world and are the principal player in 

facilitating and perpetuating the incidences of money 

laundering within that nation. See Table 5.4 for a complete 

comparison of countries. 

An assumption was made previously, stating that non-

cooperative nations condone money laundering. This 

assumption is important to the theory in that it proposes 
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corrupt political officials are "allowing" this crime to 

take place. However, this statement is not made without 

merit. Says the FATF: 

The FATF recognizes that countries have diverse 
legal and financial systems and so all cannot take 
identical measures to achieve the common objective, 
especially over matters of detail. The Recommendations 
therefore set minimum standards for action for 
countries to implement the detail according to their 
particular circumstances and constitutional framework. 
(FATF website,2000) 

Therefore, these countries have the means to abide by 

the regulations and control money laundering. However, 

these countries, simply, choose not to. 

5.6 Implications and Recommendations 

Assuming this theory is valid, these corrupt 

individuals are the crucial element in limiting and 

preventing money laundering. For further validation, 

statistical analysis could be used to quantify the 

relationship between Non-Cooperatives and Corruption. Also, 

more variables may be included to confirm the theory such 

as documented cases of corruption within specific 

governments and the presence or absence of wealth 

disclosure laws among government officials. 
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Table 5 . 4 : Comparison of Non-Coopera t ive C o u n t r i e s (NCCT,2000-2003) and 
Cor rup t C o u n t r i e s , u s i n g C o r r u p t i o n P e r c e p t i o n Index 
(CPI ,2003) . L i s t of Developing C o u n t r i e s (DAC,2003), and 
Governance Research I n d i c a t o r Country Snapshot GRICS,2003). 

DATA 
SET 

Country 

NCCT 
(2000-2003) 

Bahamas 

Cayman Islands 

Cook Islands 

Dominica 

Egypt 

Grenada 

Guatemala 

Hungary 

Indonesia 

Israel 

Lebanon 

Liectenshtein 

Marshall 

Islands 

Mynamar 

Nauru 

Nigeria 

Niue 

Panama 

Phillipines 

Russia 

St. Kitts and 

Nevis 

St. Vincent 

and Grenadines 

Ukraine 

CPI 
(2003) 

Bahamas 

Cayman Islands 

Cook Islands 

Dominica 

Egypt 

Grenada 

Guatemala 

Hungary 

Indonesia 

Lebanon 

Lichstenstein 

Marshall 

Islands 

Mynamar 

Nauru 

Nigeria 

Niue 

Panama 

Phillipines 

Russia 

St. Kitts and 

Nevis 

St. Vincent 

and Grenadines 

Ukraine 

DAC 
(2003) 

Bahamas 

Cayman Islands 

Cook Island 

Dominica 

Egypt 

Grenada 

Guatemala 

Hungary 

Indonesia 

Israel 

Lebanon 

Marshall 

Islands 

Mynamar 

Nauru 

Nigeria 

Niue 

Panama 

Phillipines 

Russia 

St. Kitts and 

Nevis 

St. Vincent 

and Grenadines 

Ukraine 

GRICS 
(2003) 

Cook Island 

Egypt 

Guatemala 

Indonesia 

Israel 

Lebanon 

Marshall 

Islands 

Mynamar 

Nauru 

Nigeria 

Niue 

Phillipines 

Russia 

St. Kitts and 

Nevis 

St. Vincent 

and Grenadines 

Ukraine 

2003; In te rna t iona l Monetary Fimd website, 2003, World Bank Website, 2003. 
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CHAPTER VI 

CONCLUSIONS 

Money Laundering continues to represent a major 

problem for the global economy, leaking billions of dollars 

a year away from legitimate business and into the bank 

accounts of criminals. Given the sophisticated techniques 

of money launderers, their use of advanced technologies and 

professionals, limiting this multi-billion dollar industry 

will not be an easy task. 

The Financial Action Task Force has helped, greatly in 

this effort. Armed with their Forty Recommendations and the 

cooperation of international governments, the FATF has set 

forward the mission of educating the international 

community. However, the FATF's efforts are not greeted 

without resistance. 

Non-Cooperative countries have slighted the FATF's 

efforts by either not implementing all of the 

Recommendations or only partially doing so. Upon further 

examination, it was discovered many of these countries were 

not only Non-Cooperative but were identified as the home of 

corrupt officials. Therefore, this thesis theorized it is 

the corrupt official who plays the central role in 
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perpetuating the occurrences of money laundering within 

these Non-Cooperatives and that it is they who are the key 

to suppressing it. 
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