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A Worldwide Challenge...

Cesare Calari
Vice President, Financial Sector, World Bank

Frannie Léautier
Vice President, World Bank Institute

Stefan Ingves
Director, Monetary and Exchange Affairs Department,
International Monetary Fund

In recent years, and especially since the events of September 11, 2001,
worldwide efforts to combat financial abuse have assumed heightened
importance. Money laundering and the terrorist financing are global
problems that not only threaten security, but also compromise the sta-
bility, transparency, and efficiency of financial systems, thus undermin-
ing economic prosperity.

James D. Wolfensohn, president of the World Bank Group, has
declared that the global community should act “where it really mat-
ters"—and, economically, money laundering really matters. At least
US$1 trillion is laundered annually using increasingly sophisticated
methods of moving funds across borders.

The success of a criminal enterprise is based on its ability to sanitize
its ill-gotten gains by moving them through lax or corrupt national
financial systems. The laundering allows criminals and terrorists to
operate freely, using their financial gains to expand their criminal pur-
suits and fostering illegal activities such as corruption, drug trafficking,
arms trafficking, smuggling, and terrorist financing.

Money laundering and terrorist financing can have devastating eco-
nomic and social consequences for countries, especially those in the
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process of development and those with fragile financial systems. The
economy, society, and ultimately the security of countries used as
money laundering platforms are all imperiled. Here are just a few
examples of how illicit financial flows can affect the economy and
institutions of the host country:

e Financial institutions that accept illegal funds cannot rely on those
funds as a stable deposit base. Large amounts of laundered funds
are likely to be suddenly wired out to other financial markets as
part of the laundering process, threatening the institution’s liquidi-
ty and solvency. A financial institution’s reputation and integrity
can be irrevocably harmed through involvement in laundering
money or financing terrorism.

Local merchants and businesses may find that they cannot com-
pete with front companies organized to launder and conceal illicit
funds. Many such front companies offer their services and goods
at below-market rates and even at a loss. Because their primary
objective is laundering money, they do not need to compete in the
marketplace and make a profit for their owners.

Money laundering may also distort some economic sectors and
create instability in their markets. Money launderers may channel
funds to sectors or areas where funds are unlikely to be discov-
ered, whether or not investment is needed or real returns are
offered. The often sudden departure of investments from those
sectors may impair the industries involved.

Currencies and interest rates can be distorted by money launder-
ers’ investment practices, based as they are upon factors other
than market returns.

Money laundering and terrorist financing do nothing for the repu-
tation of the host country. The loss of investor confidence that fol-
lows revelations of large-scale involvement in such activities can

sharply diminish opportunities for growth. Once a country’s repu-

tation is tarnished, it takes years to repair.

The global agenda to curb abuse of financial systems calls for a coop-
erative approach among many different international bodies. Efforts to
establish an international standard against both problems have been
led by the 31-member Financial Action Task Force on Money
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Laundering (FATF), which has come forth with its “40 + 8"
Recommendations—the original 40 in the area of money laundering,
and now 8 more related to the financing of terrorism.

The boards of the World Bank and the International Monetary Fund
have recognized these Recommendations as the appropriate standard
for combating money laundering and terrorist financing and have
intensified their work in this area. Both institutions worked with the
FATF to develop a comprehensive global methodology for assessing
country compliance with the FATF's international standards. They are
also cooperating to provide training and technical assistance to client
countries and to coordinate efforts with other international organiza-
tions, including the FATF, the FATF-style regional bodies, the United
Nations, the Egmont Group of Financial Intelligence Units, regional
development banks, and other donors.

The videoconferences of the Global Dialogue Series, which bring inter-
national experts together with those charged with planning or adminis-
tering national systems to curb financial abuse, are an excellent exam-
ple of collaborative international work in a critical area.

Cesare Calari Frannie Léautier
Vice President Vice President Director
Financial Sector World Bank Institute Monetary and Financial
World Bank Systems Department

International Monetary Fund
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The Ninth Videoconference in the Global Dialogue Series
on Combating Financial Abuse

Margery Waxman
Director, Financial Market Integrity, World Bank

Alexander E. Fleming
Sector Manager, Finance and Private Sector, World Bank Institute

R. Barry Johnston
Assistant Director, Special Financial Supervisory Issues Division, International Monetary Fund

“Combating Financial Abuse: Anti-Money Laundering and Combating
the Financing of Terrorism,” a World Bank/IMF Global Dialogue Series,
was inaugurated in January 2002. Since then, live policy dialogues,
three hours in length, have been conducted over the World Bank’s
Global Distance Learning Network with representatives of countries in
the following regions: Africa, East Asia, Europe and Central Asia, Latin
America and the Caribbean, and South Asia.

The ninth dialogue in the series was held on January 28, 2003, with
experts from central banks, ministries (finance, justice, economics,
development, international cooperation), and professional associations
in Algeria, Morocco, and Tunisia.

The event provided an opportunity for the three North African coun-
tries, the World Bank, the International Monetary Fund, the Islamic
Development Bank, the Financial Action Task Force on Money
Laundering (FATF), the Bank of France, and the United Nations Global
Programme against Money Laundering (GPML) to discuss the chal-
lenges they face in combating money laundering and the financing of
terrorism. The participants learned about progress in each country and
identified the type of assistance they need to make further progress.
Efforts to fight money laundering and combat the financing of terrorism
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cannot be effective in isolation from national and transnational gover-
nance, or by merely adopting conventions and declarations. These
videoconferences set the stage for additional regional dialogues and
other actions to expand global knowledge of national and international
financial abuses. Important issues emerging from the dialogue and
areas for future international assistance are summarized in the report
that follows.

Margery Waxman Alexander E. Fleming R. Barry Johnston
Director Sector Manager Assistant Director
Financial Market Integrity ~ Finance and Private Sector Monetary and Financial
World Bank World Bank Institute Systems Department

International Monetary Fund
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