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Abstract

Anti-Money Laundering has become the term for many stakeholders including
Financial Institutions and law enforcement agencies that attempt to prevent the
movement of money obtained from criminal activity. This research combines two
important areas within the money laundering arena: Anti-Money Laundering
preventative measures and Anti-Money Laundering Policy.

This study aims to discover significant determinants that influence the current
anti-money laundering policy (AML) by understanding the relationship between
criminal activity, stakeholder activity and public policy. This research adopts a
pragmatic approach which embraces the use of mixed methods. The strategy
using mixed method (triangulation) approach for data collection increase the rigor
and robustness of the research in terms of exploration, validation and
confirmation of findings. From a pragmatic perspective a better understanding of
the research problem could be achieved that overcomes complexities in the

context of the research, such as access to key stakeholders.

The research question 3:KDW DUH WKH IDFWRUV WKDW LQIOXHC

AML policy implementation in the UK? “is answered using a four phase approach
to data collection and analysis that incorporates theme identification from
literature, focus group interviews, survey questionnaire and verification of factors
through individual participation. The findings of the research point to three areas
of activity that could be confirmed as areas in which policy changes can be
applied. These are uVHQW H® & d€elent to crime; tUHS R UW L Qar
suspicious activity reports, and tFULPLQD O MNgs&dZ00 tdvs drifbfcement
W D F WheFrvethods used also provided an abundance of additional material
that set the findings in their appropriate environment.

Key words: Anti Money Laundering, Policy, Mixed Methods, Factor Analysis
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Chapter 1 Introduction to the thesis

This chapter serves as an introduction to the thesis. Basic background to the
Money Laundering concept and the potential contribution of the identification of
factors of influence in AML policy is provided. An overview of the research

programme undertaken is also presented along with an outline of the thesis.

1.1 Introduction

The aim of this research is to identify the determinants that influence the
effectiveness of Anti-Money Laundering (AML) policy implementation in the UK.
This pragmatic study will provide empirical evidence based on a robust research
framework that is divided into four sequential phases of activity. The research
explores opinions, assumptions, experiences and motivations of key
stakeholders within the AML framework using mixed methods within the
qualitative and quantitative disciplines. Data obtained using methods within those
disciplines is then subject to analysis techniques that provide for each phase of
the research. The research question is answered by applying the standards of
validity and reliability within each phase and the methods chosen. The research
produces original work which makes a significant contribution to knowledge in the
AML area by eliciting data from three dominant areas of the AML environment:
prevention via regulators, detection via enforcement and criminality via ex-
offenders. Furthermore the results will impact on practice and policy at a time

when change is necessary. A Thesis map is provided at Figure 1.1.
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1.2 Background to the research

Money Laundering refers to the process whereby criminals attempt to clean the
money tainted by their criminal activity, in order that it may appear to come from
a legitimate source. There are many definitions and interpretations of money
laundering and these will be further explored in Chapter 2. Money laundering
impacts on society in general through infiltration of banking systems; growth of
organised crime and enabling criminal activity to continue. Tackling money
laundering therefore can locate stolen funds and restore them to victims, deprive
criminals of their ill-gotten gains and disrupt organised criminal activity. As money
laundering predominantly takes place within the financial systems, the integrity of
those systems depend heavily on the perception that it functions within a high
level of legal, professional and ethical standards. One of the most valuable assets
of a financial institution is its reputation for integrity (Alldridge, 2003; FATF, 2003;
Reuter and Truman, 2005; Harvey, 2007). The cost of money laundering to
society is therefore a driver for governments to ensure the legislation and

regulation in place is concentrated and vigorous.

Estimations of the cost of money laundering globally are wide and varied. The
amounts however are significant: Figures quoted as to the cost of money
laundering suggest the lack of empirical underpinning to measure such a
phenomenon (Schneider, 2010). The fact that money laundering is a clandestine
DFWLYLW\ KLGGHQ IURP YLHZ DQG WKDW FULPLQDOV
measuring such a phenomenon difficult. The International Monetary Fund (IMF)
in 1998 suggested money laundering to be between 2% - 5 % of the world GDP.
Other global amounts suggested by Agarwal & Agarwal (2006) estimate money

laundering to be between US $2.0 to US $2.5 Trillion annually (Schneider, 2010).
3



In the UK money laundering is estimated to cost £15bn per annum (HM Treasury,

2007).

Whilst the cost of money laundering is a significant stimulus to conduct research
in this area it is not the objective of this research. The methods chosen to
measure the cost of money laundering hold a major significance, as a starting
point in this research. The process of money laundering has consequences for
many agencies involved in prevention, detection and enforcement. These range
from the following activities: collating the number of reports made to law
enforcement by banks, the number of prosecutions for money laundering, the
amount of assets seized, methods of money laundering and knowledge within
those agencies about the type of individuals involved in money laundering. The
knowledge of key personnel within those agencies is invaluable to research in
this area and that view suggests the areas looked at for measurement are

relevant to this research.

As will be discussed in the literature review in Chapter 2 and methodology in
Chapter 3 themes can be drawn from the various elements chosen for
PHDVXUHPHQW $Q H[DPSOH RI VXFK D WKHPH LV pVSFH
WKH PHDVXUHPHQW PHWKRGV RI pFRQILVFDWLRQY DQC
by Unger (2006) and Schneider (2006). One of the major contributions to
estimating the cost of money laundering is Walker (1992, 1995, 1999, and 2007).
Others have built on the work of Walker to carry out their own measurement
research and provide empirical discussions and criticisms of measurement

methods, such as Tanzi (1996), Reuter (2001), Mayhew (2003), Schneider



(2006), Unger (2006), Masciandaro (2007) and many others that will form part of

the discussions in Chapter 2.

Generally the crime of money laundering is preceded by an offence were there
has been a monetary gain or benefit to the criminal; for example drug trafficking,
robbery or fraud. In most jurisdictions offences are committed by organised crime
gangs or individuals. The provisions in place to deal with money laundering are
wide and varied internationally but generally relate to offences to prosecute

money laundering and confiscate assets obtained from criminal activity.

The UK however is regarded as having the most comprehensive piece of
legislation and regulation that deals with organised crime and removes assets
from criminals (Levi, 2003; SOCA, 2013). To tackle money laundering the
legislation and regulation in place provides that it can be approached from two
directions; namely, prevention and detection. Generally Law Enforcement have
the responsibility to put in place procedures to detect and prosecute offenders,
likewise regulatory authorities have the responsibility to put in place procedures
WR SUHYHQW DQG GHWHFW VXVSLFLRQV RI PRQH\ ODX
suggests all stakeholders in the AML environment have a role to play. Exploring
how well the system is working has driven this research and established the

research question:

$:KDW DUH WKH IDFWRUV WKDW LQIOXbB@yFH WKH HI
ODXQGHULQJ SROLF\ LPSOHPHQWDWLRQ LQ WKH 8."

The literature review in Chapter 2 will suggest the AML system in the UK is not

working (Tupman, 1998; Levi, 2003; Reuter and Truman, 2005; Alldridge, 2008;
5



Harvey, 2007, 2008, 2009). Issues presented will relate to definitional problems
around money laundering, terrorist financing, predicate offence and processes
around reporting suspicions of money laundering by financial institutions and co-
operation with agencies both local to the UK and globally. Each element within

the AML process will be explored to develop the concept for the research.

The driving force behind Anti-Money Laundering provisions globally was
originally the United Nations through their Convention in 1988%; however the
Financial Action Task Force (FATF) is recognised globally as the standard setter
for anti-money laundering and counter terrorist financing (AML/CTF), (Schott,

2006).

FATF is an independent inter-governmental body that develops and promotes
policies to protect the global financial system against money laundering, terrorist
financing and the financing of proliferation of weapons of mass destruction
(Schott, 2006; FATF, 2013). FATF make recommendations based on an
assessment of risks to the global economy. The UK is a member of FATF and
implemented the AML standards of FATF through European Directives to
legislation; the Proceeds of Crime Act (2002) and Money Laundering Regulations

(2003) and (2007).

The past two decades has seen the UK AML landscape dramatically altered as
a result of legislative changes that focusses on the financial arrangements of

criminal money launderers and terrorists. There is an historical sequence to those

1Adz hv]s E $]}ve }VA vE]}v P Jved /0o0] 1§ dE ((] | ]v E & }3] ).GNODC on mer Z}3 E } %o
o v EJvP v }uvs EJvP 3Z (Jv v [wRWIhECEGE }E]-u ~Tiid_
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changes and these will be further explored in Chapter 2. However changes within
the UK are not always the result of localised activity but are the consequence of
events that occur outside of the UK. One of those events was the Terrorist attacks
in the USA in 2001. As a result of those attacks on the World Trade Centre in
New York, the Pentagon and the hijacking of US Airlines, legislators in the US
LQWURG X Pt AEKHTHRe act was principally aimed at strengthening
measures to prevent, detect and prosecute international money laundering and
financing of terrorism (FINCEN; 2013). Furthermore the impact of the USA attacks
moved the FATF to review their 40 recommendations introduced in 1990 and add
a further 8 recommendations in 2001 and a further ninth recommendation in
2004. 1t is the momentum of this activity that prompted changes in legislation in

the UK and globally?.

Prior to the events of September 11, 2001, there was already a significant onus
on UK banks and financial institutions to report suspicions of money laundering
under the existing UK legislation (Drug Trafficking offences Act 1986; Criminal
Justice Act 1988 and Drug Trafficking Act 1994). After 2001, new legislation and
regulation as previously mentioned was introduced. In the UK the Joint Money
Laundering Steering Group (JMLSG) is seen as the advisory body that issues
guidance and rules to the regulated industry following any changes in legislation
or regulation. The Financial Services Authority (FSA) now the Financial Conduct
Authority (FCA) and The Prudential Regulation Authority (PRA), have a statutory

duty under the Financial Services and Markets Act (2000), (prevention and

2The official title of the USA Patriot Act is Uniting and Strengthening America by Providing Appropriate Tools to Intercept

DQG 2EVWUXFW 7HUURULVP 86$% 3%$75,27 $FW RI ©)LQ&(1

®)$7) QHZ UHFRPPHQGDWLRQV 3, QWHUQDWLRQDO 6WDQGDUGYV RQ &RPEDWLQJ ORQ/
and Proliferation + WKH )$7) 5HFRPPHQ & BabuaRyQ812) came into force in 2013.
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detection of money laundering?) to effectively police the regulatory regime. This
role allows the FCA to institute proceedings for breach of their rules governing
regulated activities. The FCA regularly conducts audits of banks and financial

institutions to ensure they are compliant with the money laundering regulations.

Law Enforcement relies on information and intelligence in order to conduct all
types of investigations. However, reports from financial institutions relating to
suspicions of money laundering called suspicious activity reports® (SARs) can
provide a starting point for money laundering investigations, as they indicate the
movement of money (transactions) in suspicious circumstances. The number of
SARs reported annually is used as an indicator of effectiveness by government
but are part of the compliance regime of the financial industry required to make
suspicious reports. The increased number of SARs does not necessarily mean

law enforcement will be more effective, neither does it mean that financial

institutions are more vigilant (Harvey, 2007; Van Duyne et al, 2005). 37KLV

SURYLGHY DQ HTXDOO\ DFFXUDWH U fHa@é&y/F2007RI).
Quantity does not necessarily mean quality and the additional SARs may not
represent any meaningful information that law enforcement can deal with in
addition an increase could come from financial institutions receiving some recent

training in AML.

It is incumbent on financial institutions to ensure their AML policy is effective as

the consequences of an ineffective regime go beyond the banks borders. In a

4 Financial Services and Markets Act (2000) Part 1 Regulatory (1-18) Part 2 Regulation and Prohibited Activities (19-39a)
Powers of Investigation Part 11 (178-192)
5 Buspicious Activity Report (SAR) is a piece of information which alerts law enforcement of potential money laundering

R

W K

RU WHUURULVW ILQDQFLQJ 7KLV FRXOG EH D ODUJH FDVK SXUFKDVH.RU D VHL

www.hationalcrimeagency.gov.uk
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recent study by ldowu & Obasan (2012) questioning the AML policy and its effect

on bank performance in Nigeria, concluded that: S\ WKHUH ZDV D VWURQJ Ul
EHWZHHQ D EDQNTV SHUIR U &DoQd ddumi@Gney IKunde&icgR S W L

S R O (ld®wu and Obasan, 2012:367). Similarly, Ferwerda (2009) who questions

the effect of AML policy on crime levels, uses an estimation model to conclude

that; 3 LPSURYHG $0/ SROLFLHV HYVS Hpdrddid @re dsQodvaied Q D W L F
ZLWK ORZHU F (Feiverd®) BOO®I23).” Whilst the evidence is not over

whelming there lies a strong indicator of a relationship between policy and AML

effectiveness.

1.3 Theoretical foundation of the study

The above section provides background information of the study relating to AML
activities and AML policy. The literature review is provided in Chapter 2 and as
suggested by Becker (2004) is an assessment of existing knowledge = both
empirical and theoretical that relates to the research topic. This section will
discuss the theoretical foundation appropriate to this research by considering
theories relating to the choice behaviour of individuals and organisations. The
authors own choices of examples are designed to provide simple structure to an
area of theory that is wide and substantial. This section provides the introduction
to the legal and regulatory framework, the literature review and the methodology

chapter that follows.

Theories are a set of principles designed to generate predictions and provide
useful insights in the area in which the practice of activity is based (Smith, 1996).
In observing anti-money-laundering policy activity it has been recognised that

behaviour of criminals is a reaction to a number of changes, such as: a change

9



in legislation and regulation in the anti-money-laundering environment or a
country switching to the Euro, a major disaster or some new financial product
introduced on the market. Change in policy and practice tends to occur after
attempts to secure the economic stability of countries in a global market (such as
the introduction of the FATF 40 Recommendations in 1991) or a catastrophic
event such as the events of 9/11 (the terrorist attacks in the US in 2001 which
introduced the US PATRIOT Act (2001)). These observations link to several
theories of behaviour under the umbrella of classical criminology theory which
include deterrence theory, rational choice and economic regulation theory. This
thesis applies those concepts to the theoretical framework that will direct the
research and the methodology chosen. Stakeholder theory was originally
included in the theoretical framework but disregarded as the research

progressed®.

Figure 1.2 provides a Venn diagram of the concept relationships between the
WKUHH WKHRULHYVY 7KH UHODWLRQVKLS UHSUHVHQWH
provides a visual demonstration of overlap and which the three theories of
Deterrence, Rational Choice and Economic Regulation merge. For example
cost/benefit is a concept within all three theories presented. Further discussion
on the three theories is provided in sections 1.3.1, 1.3.2, 1.3.3 and 1.3.4 and in

Chapter 3.

6 The relationship between the key agencies that participated in anti-money-laundering policy activity, necessitated the
inclusion of stakeholder theory. However, the use of the term stakeholder is not a reason to use the principles of
stakeholder theory in this research, particularly when other more suitable theories exist. Stakeholder theory was initially
included in the theoretical framework as analysis of focus group data identified a number of factors that necessitated its
inclusion. Some of those factors included: influence from outside agencies in the financial sector that changed the
perception of the AML purpose®. Policy decisions within Law Enforcement agencies that appear ethically incorrect or at
the very least morally wrong®. As the research unfolded it became clear that stakeholder theory was not a suitable attribute
to this research and the response to the above sectors could be better progressed with the theories chosen.
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Figure 1.2: Venn diagram illustrating the

Table 1.1 provides a summary of the theoretical framework and the work of
SDUWLFXODU DXWKRUTV YLHZHG IRU WKLV WKHVLV
and provide a broad range of views that capture and conceptualise the purpose

of this research. The following sections of Chapter 1 review the three areas of

theory illustrated.

OVERLAP

overlap concepts within the

Theoretical Framework

Cost/Benefit
Choice
Behaviour
Deterrence
Certainty

OVERLAP

Cost/benefit
Control
Influence
Capture

11

OVERLAP

Public interest

Cost/Benefit
Choice
Behaviour
Reward

Public interest

Deterrence
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Table 1.1 Theoretical framework

Crime Theory Economic Regulation Theory
Rational Choice Public Interest Theor y
Siegel (2009) Ferris (2000)
Keel (2005) Baldwin and Cave (1999)
Paternoster (1996) Masciandaro, (1999)
Lyman and Potter (2007) Cornish and Clarke (1986)
Deterrence Capture
Siegel (1992) Stigler (1971)
Nagin (1998) Baldwin and Cave (1999)
Keel (2005)
"T$SUF\
Economics of Crime Self-Regulation Theory
Becker (1968) Baldwin and Cave (1999)

Masciandaro (2004)
Ferwarder (2009)

1.3.1 Review of crime theory

There is a vast literature on the theory of crime and deterrence and it is important
to restrict that view to literature from an AML perspective and not progress into
the behavioural studies of why people commit crime. A suitable theoretical
starting point in this research can be capsulated in the vision of Cesare Baccaria

in 1764 as demonstrated below by Muncie, McLaughlin and Langan (1996):

SLQ RUGHU mBrivn@ 04, M Kvery instance, an act of violence
of one or of many against a private citizen, it must be essentially public,
prompt, necessary, the least possible in the given certain
FLUFXPVWDQFHY SURSRUWLRQDWH WR WKH FULPH

(Muncie, McLaughlin and Langan, 1996:13)
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Focusing on AML crime and AML policy various aspects of crime and deterrence
theory became more relevant. AML being a fairly recent phenomenon there is a
lack of literature available on the link between money laundering crime and policy;

however Spicker (2006) suggests a link between law and policy:

30DQ\ ODZV DUH GHYLVHG QRW WR HVWDEOLVK WKF
but to draw a line between those rules that work in practice, and those

WKDW ZR Qiffie/df reagdniny tHat @licy makers may also need to

IROORZ’

(Spicker, 2006:5)

Of further relevance to this research is his suggestion that any problems
encountered within the policy will be addressed by the practitioners. As will be
discussed, this is confirmed in comments by a number of the key actors from

focus group interviews.”

Despite the scientific study of criminology being a recent event its development
has come from a long history of crime and punishment behaviour (Siegel, 2009).
From mid-eighteenth century social philosophers began looking for a more
rational approach to punishment of crime than the harsh violent treatment of
offenders that frightened people into obeying laws. The main theories that came
from that era were the Classical theory of criminology and the Positivist theory of
criminology. It is important to view both these positions to gain an understanding

of the current day thinking of crime deterrence and in particular for this study the

7&} pe PE}U%o JUvE v8e A u v /[A Z <}u E vVv8 E% E]v A]sz ~K v | Z A 8} e (
mind in this thing there is, a the opportunity of a lifetime but it must be taken within the lifetime of that opportunity, and thg thi
]* u}AJvP +} ¢0}A0C 8Z $ /[u €& §Z E }v Ev }us AZ & 18[+ o0 v JvP péhdtov / }v[§ |
a question about the success of asset recovery.
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relationship between current Anti Money Laundering Legislation and crime

activities.

Siegel (2009) provides an explanation of the introduction of classical criminology
by Cesare Baccaria and the foundation of deterrence and rational choice theory.
Classical theory of crime was inspired by Cesare % HFFDULD LQ

ulitarian views to form the basis of the classical theory of crime. As suggested by
Siegel, Beccaria believed that all people will engage in activity whether it is
criminal or non-criminal, (for example regulatory offences) and without the fear of
punishment would continue to do so. Individuals possess free will and use it to
make rational decisions weighing up the benefits of committing a crime against

the punishment of committing a crime.

.HHO LQ GHVFULEUuspad ieved-tbdt th® dnly deterrence to
crime, is if the punishment fitted the crime (Keel, 2009). The effectiveness of the
deterrence was to balance the punishment that it should be no more or less than

the benefit gained from the criminal activity. TKH YLHZ RI WRGD\{V

v DQ

PRGHI

VXJIHVWY WKDW QRZ SHRSOHYYVY DFWLRQV DUH EDVHG

makes them happy or not and avoided an unpleasant consequence. This view

has its own place within classical criminology and a short explanation is provided

DW WKLV SRLQW 8WLOLW\ WKHRU\ IROORZV -HUHP\

prevention by using the force of punishment to deter the individual from
committing an offence. This idea was extended by Becker (1968) into the

MHFRQRPLFV BécketUduggddsis that governments should ensure that

VXIILFLHQW ODZV DUH LQ SODFH WKDW pFULPH GRHV (

D FOHDU GHVFULSWLRQ RI %HFNHUTTV YLHZ
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3/DZV VKRXOG HQVXUH WKDW WKH FRVWYV RI FRP

chance of being caught multiplied by the amount of punishment),
are higher than the benefits of each offence. If this is the case,
the punishment will deter the criminal from committing the

VSHFLILF RITHQVH 7KLV IROORZV WKH HFRQRPL

choice and assumes that a person commits an offense if the

HISHFWHG XWLOLW\ HIFHHGV WKH XWLOLW\ KH F

(Ferwerda, 2008:905)

Further discussion on utility theory is provided at section 1.3.3. Laws are created
by the dominant groups who decide societal norms in order to maintain
community harmony and punishment is used as a crime prevention method. This
was designed to discourage criminals from committing less serious offences. The
impact of this theory at the beginning of the nineteenth century saw reported
crimes increased and as a result a new theory of the cause of crime started to
emerge. Classical theory as described by Siegel therefore had several basic

elementss.

Further discussions on classical criminology can be viewed through: Keel (2005),

Muncie, McLaughlin and Langan (1996) and Paternoster and Simpson (1996).

The challenge to classical theory came from the Positivist camps explanation of
the causes of crime. During the nineteenth century advances in scientific methods

to explain how the world worked was questioned: why the same methods could

x8 In every society, people have free will to choose criminal or lawful solutions to meet their needs or solve their
problems.

x Crime may be the more attractive alternative as lawful ones because it usually requires less work for greater
reward.

x $ SHUVRQYV FKRLFH RI FULPLQDO VROXWLRQV PD\ EH FRQWUROOHG E\ KLV

X The more severe, certain, and swift the punishment, the more successful it is in controlling the criminal
behaviour.
(Siegel, 2009:3)
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not be used to study human behaviour and as a result a new vision emerged.
Siegel (2009) in addressing the work of Auguste Comte suggests positivists
embrace a rational, scientific view of the world. This view shared by Siegel who

posits a number of elements of positivist traits.

X Positivists use the scientific method to conduct research. The scientific
method is universal and remains constant in all social and cultural
boundaries

x Positivists maintain the goal of predicting and explaining social

phenomena in a logical manner. This means identifying necessary and
sufficient conditions for any phenomena to occur

x Only real and observed phenomena can be tested scientifically

Xx 6FLHQFH VKRXOG EH YDOXH IUHH DQG QRW LQIOXF
political point of view

(Siegel, 2009:4)

1.3.2 Review of Positive criminology

Positivist criminology was concerned less with the content and implementation of
the criminal law and more with establishing the causes of law breaking (Muncie,
McLaughlin and Langan, 1996). This provided a number of views within the

positive perspective that will be mentioned here.

The most influential theorist on positivist criminology is Cesare Lombroso who
believed criminals and non-criminals were scientifically different. He believed that
WKHUH ZHUH pERUQ FULPLQDOVY OLQNHG WR FULPH
denied that offenders were responsible for their deeds and therefore should be

treated and not punished (Peelo and Soothill, 2005).
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Other forms of positivist thought at the time included sociologists Emile Durkheim
and Adolphe Quetelet who looked at the influence of social aspects as the reason
to commit crime along with the influence of age and sex of an individual. This
YLHZ VXJIJHVWYVY DFFRUGLQJ WR 'XUNKHLPYV YLVLRQ R
normal in society and occasionally helpful in that it paves the way for social

change.

This view of social chaos or anomie was reinforced by the Chicago School of
social study by Burgess and Park who argued that crime was not a function of
personal traits or characteristics but rather reaction to an environment that was
inadequate for proper human relations and development (Siegel, 2009). This was
a challenge to the belief that criminals were biologically different and instead
crime was seen as a social problem that could be eradicated through improved
social and economic conditions. Edwin Sutherland also from The Chicago School
of social study further developed this view to argue that criminality was linked to
DQ LQGLYLGXDOYV YLHZ RI ROGHU ODZ EUHDNHUV DQ

family life, and peer relations were all attributable to their criminal behaviour.

Understanding white collar crime was to become his trademark theory.
6XWKHUODQGTV FKDOOHQJH WR FRQYHQWLRQDO ZLVGF
act and therefore a feature of all classes.

3:H KDYH OLWWOH RU QR HerditeriQdthdr BugrésZz D\ RU WK
OHDGHUV DUH LQGHHG S:HPRWLRQDOO\ EDODQFF
remains that the main burden for explaining white collar crime seem
unlikely to fall upon psychological approaches, partly because the
problems are widespread andsocaQQRW EH H[SODLQHG DV DEHL

(Peelo and Soothill, 2005:8)
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With this view in mind controlling white collar crime or financial crime becomes
an emotive and sensitive subject, As Siegel suggests, attempts to prosecute
white collar crime as opposed to lower class street criminals sees a prosecutorial
imbalance with few prosecutions. When they are prosecuted the sentences are

minimal.

In recent time § evidence of efforts to bridge the imbalance has seen the
development of governmental strategies of control through legislation,
compliance of the institutions involved through reporting and deterrence and
through a shift in the sentencing regime with an added deterrence through
confiscation, particularly in relation to the legislation that this study refers to
(Proceeds of Crime Act 2002). As deterrence has become an important element
of this theory exploration it is relevant to return to the classical criminology

viewpoint and rational choice theory.

1.3.3 Review of Deterrence and Rational Choice Theory

Deterrence is the use of punishment as a threat to deter people from committing
a crime. Discouraging an individual from committing further criminal acts by
making them aware of the consequences of doing so, (primarily by incapacitating
them so they cannot commit further crime) becomes a specific deterrence.
Making an example of those individuals in order to deter other individuals from

committing crime becomes a general deterrence:

S7TKH VZLIWQHVYVY VHYHULW\ DQG FHUWDLQW\ RI

SXQL\

XQGHUVWDQGLQJ WKH /DZV DELOLW\ WR FRQWURO

(Keel, 2005:1)
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It is suggested that not all crime deterrence is caused by the criminal justice
system but by other means such as closed circuit TV and private ownership of
firearms suggesting that the criminal is more afraid of getting caught than the
threat of punishment. Rational choice theory suggests an offender will decide to

commit a crime after first considering his own personal situation:

31JHHG IRU PRQH\ SHUVRQDO YDGesthgaindb QG OLYL
situational factors such as target security, benefit, and police

capability. The offender then calculates the risk of getting caught

against expected punishment, the value of the enterprise and his need

IRU JDLQ”

(Siegel, 1992:131)

When we shift the perspective to the ACT of criminal behaviour the issue
becomes one of how to make that behaviour less attractive to the individual. This
could be carried out using crime prevention methods or reduced through policies
that convince criminals to desist from particular criminal activity. It could be
suggested that the AML policy is such a tool as it punishes offenders on two
levels: socially through incarceration and financially through confiscation (Clarke

and Cornish, 1985).

Recent research in this area tested deterrence theory and rational choice theory
VHSDUDWHO\ 'f$UF\ DQG +HUDWK WHVWHG GHWI
systems (IS) to enlighten and advise security management strategies in
deterrence principles for computer crime. They found that despite deterrence
theory having a strong theoretical foundation and empirical support in predicting

illicit behaviour in organisational settings (Paternoster and Simpson, 1996)
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SWKHUH ZHUH LQFRQVLVWHQFLHY DQG VIRPHWLPHYV
GHWHUUHQFH WKHRU\ LQ WKH ,6 VHFXULW\ FRQWH[

'T$UF\ Defaty, 2011:644).

Some academics see rational choice and deterrence theory complimenting each
other and that they should be viewed together and not as individual theories
'TSUF\ DQG, 2HU PPeaknoster and Simpson, 1996, Paternoster and

Nagin, 1993).

While much of the literature on deterrence and rational choice theory tested
offences Jeremy Bentham (1788-1843) transformed this view to determine the
economics of crime. The effectiveness of the deterrence was to balance the
punishment that it should be no more or less than the benefit gained from the
criminal activity. Becker (1968) was to be credited with modernising this theory of
crime within the economics of cost and benefits. Becker suggests that
Governments introduce legislation on the premise that & ULPH GRHVTI@GRW SD
deterrence is the cost of the offence (the chance of getting caught multiplied by
the amount of punishment) and that the cost should be higher than the benefits

of the offence (Ferwerda, 2009; Keel, 2005; Becker, 1968).

JURP D GHWHUUHQFH SRLQW Rl YLHZ .HHOYV DQDO\VL
FULPLQDO IURP FRPPLWWLQJ WKH RIITHQFH )URP DQ
suggests it suits the purpose if the expected utility (cost) exceeds the utility

(benefit) he would get otherwises.

SEU=pU(y if)+ (1ip)U(y) (1) wheny is income (monetary and psychic) from an offence,
U() LV WKH RIIHQ G H U f-Molgénh§terhitHify nezn,
f is the monetary equivalent of punishment, which may include the opportunity cost of imprisonment captured by lost wages
fLV RIWHQ LQIRUPDOO\ FDOOHG WKH 3VHYHULW\ RI SXQLVKPHQW’
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Masciandaro and Portalano (2007) further examine the problem by applying the
economics of cost/benefit to money laundering. If more money laundering crime
takes place, the greater the negative impact on the financial system. In addition
criminals and criminal organisations benefit by enjoying the rewards and are still

able to use the proceeds to help them avoid prosecution.

37KH 3ROLF\ PDNHU PD\ WKXV GHFLGW thdR LPSOHP
creates serious obstacles to money laundering, or it can decide to

make the opposite choice, devising a regulation that facilitates money
ODXQGHULQJ"

(Masciandaro and Portalano, 2007:5).

This implies regulation can provide the opposite effect of its intention.
Masciandaro suggests that it leaves the door open to other stakeholders to
influence decisions and direction of policy in the regulatory arena. This does not
imply a deliberate attempt to make things easy for the criminal but inadvertently
the policy makers make mistakes. The agents are left to pick up the pieces, work
with what powers they have and try to lobby change through working groups and
government contacts. Focus groups conducted in this research have commented

on this issue.

DeWHUUHQFH WKHRU\ LV GLVFXVVHG E\ "fT$UF\ 3DV
Paternoster (1993). Much of the discussion relates to testing deterrence and
rational choice theory through studies of University undergraduates and their

perceptions of committing crimes such as theft, sexual offences and drink driving.

and p is the (subjective) probability of conviction (often informally called the 3SFHUWDLQW\ RI SXQLVKPHQW~ D FULP}
EU > 0 (Becker, 1968).
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The tests used involved scenario based script and each individual had to decide
what their personal response would be given similar circumstances. There was
conflicting evidence in the results of these studies. However AML policy was
introduced to deter crime and to extend the cost of committing crime therefore
the inclusion in this research of both deterrence and rational choice theory are
significant. Further contributions are made by Masciandaro (1999, 2007) and
Ferwarder (2009) who discuss creating a theoretical model to establish the

impact of anti- money laundering policy and the reduction of crime.

1.3.4 Review of economic regulation theory

Economic regulation theory equally generates interest for this study due to the
nature of the agencies involved in the AML process. Regulation by the financial
services sector incurs a cost to its members in its compliance function and

enforces the regulation with the threat of sanctions and fines (Harvey, 2007).

Stigler (1974) provides an account of the introduction of economic regulation; this
is followed by a general discussion of the components related by Ricketts (2006)
and the expansion of the regulatory state and intervention. Posner (1974) gives
an account of the public interest position and the concern about regulation with
its vulnerability to capture (Perlman, 1994). As discussed previously those
concerns have been made by participants in the focus group interviews and who
equate the regulator interests of those being regulated, (Financial institutions
regulated by the FSA now FCA), with the public interest (Becker, 1968; Baldwin
and Cave, 1999). Ricketts further reviews the work of Stigler (1971) giving an
account of the equilibrium effect of private costs and social benefits (Ricketts,
2006). An interesting conclusion to this review is that Masciandaro (2007) in his
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economics of regulation paper provides a similar set of regulatory interest groups

to the focus groups used in this studyx.

Economic regulation theory deals more specifically with the regulated institutions
that form part of this research and the AML process: 3 7R UHJXODWH LPSOI
HI[HUFLVH RI VRPH LQIOXHQFH RQ DQ DFWLYLW\ WKD'
(Ricketts, 2006). See also Posner (1974) and Stigler (1974). Economic regulation
theory incorporates public interest theory (Posner, 1974) and capture theory
(Becker, 1968; Posner, 1974, Baldwin and Cave, 1999). Masciandaro (2007)
identifies four categories of entities interested in regulation: The policy maker,
criminal organisations, financial institutions and the cost bearers of money
laundering. Each of these contributors have their own interests and will influence

policy or regulation to suit their own purposes.

37 Re Bure, money-laundering regulation could be opposed, and is
indeed opposed, by the political authorities that represent the public
interest. The dispersion of the costs, however, makes money
laundering a low salience issue for the public and consequently quite
low on the political agenda. The man on the street simply does not feel
the bite of money laundering, and political actors will act
FRQVHTXHQWO\’

(Masciandaro, 2007:6)

The regulation and public interest models serve legitimate public purpose with
the goal of correcting failing markets (Baldwin and Cave 1999). However analysis
of these externalities suggests that when externalities exist the cost and benefit
for individuals of social cost and benefits and unconstrained individual action will

result in more negative externalities than positive ones. Imposing cost/subsidies

10 Focus groups: Law enforcement, accountants, prosecutors, MLROs and ex-offenders
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can theoretically correct this divergence - traditionally controlled through
regulation. A government can enhance social welfare by intervening to correct
market failures and protect the public through regulation. Similarly regulation and
self-interest motivates a government to act before and after legislative changes
in order to limit the impact or to maximise the benefit for industry. A concern
therefore about regulation is its vulnerability to capture which equates the
interests of those being regulated with the private interest (Perlman, 1994). This
idea further suggests the extent that regulation is driven by public, private or

stakeholder interests and must be considered (Baldwin and Cave, 1999).

The stakeholder { Mvolved in this study appear to lead by their own interests and
their own agenda as Masciandaro, (2007) suggests, this observation helps to
explain why supervisory authorities rather than politicians provide the initiatives
in money laundering prevention. The regulated institutions that are governed by
the money laundering regulations put in place preventative mechanisms and
reporting regimes for persons suspected of money laundering through their
institutions. Failing to make the suspicious reports could make the staff liable for
prosecution or the institution liable for fines, sanctions and loss of reputational
integrity. The cost of the process is borne by the institution and therefore
conflicting priorities in terms of roles and responsibilities are visible. The benefit
to the institution becomes an issue for debate and policy within the AML arena

can be diluted to suit the institution.

Prior to concluding this section; a civil remedy model that has similar
characteristics to the economic regulation theory and falls under the rational

choice prospective is worth discussing. As Clark (1997) advocates the criminal
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law is not the only mechanism that is available to deal with criminal behaviour.

Civil remedies are defined as:

DQ DFWLRQ WDNHQ E\ DQ DXWKRULWDWLYH ERG\«
DGPLQLVWUDWLYH DJHQF\« 7R HQIRUFH FRPSOLD
FRQGXFW RU WR LPSRVH D FRVW IRU IDLOXUH WR

(Mann, 1992:1908)

Mann describes this civil remedy as D uyVFULSW DQDO\WLF PRGHOY I
crime prevention technique by which the official seeks to prevent the crime. Civil
remedies are used in situational crime prevention, to control offending
opportunities as opposed to the offender themselves (Smith, 1998). Examples of
this are current today with civil remedies in the regulatory fines and sanctions for

breaches of regulatory rules on money laundering and terrorist financing.

The rational choice prospective was developed to provide a theoretical
framework for thinking about situational crime prevention (Cornish, 1993; Clarke,
1995 7KH REMHFWLYH ZDV WR ORRN DW RIITHQGHUYV S
and efforts in situations to guide the analysis of crime prevention possibilities. An
advantage being that a criminal does not have to be identified for the model to be
effective (Cornish, 1994b). By using successive points in a crime script, Cornish
suggests using the script to develop intervention points and crime prevention
policies. This scheme can be classified into four broad purposes: increasing
perceived effort; increasing perceived risk; reducing anticipated reward and

inducing guilt or shame.
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Liability suits and civil recovery are two areas that indirectly can affect crime
opportunities (Smith, 1998). The latter area for the purposes of this study applies
to compensation generally and confiscation powers provided by the Proceeds of
Crime Act 2002 (POCA). Each can be applied as a crime prevention method (at
least indirectly, to produce a situational crime prevention effect) or to regulate
crime opportunities (Smith, 1998). The confiscation process as applied by the
(POCA) provides a second bite at an offender (following conviction) by
determining the benefit obtained from criminal activity and stripping the offender
of that benefit. This civil process as the study will suggest is a deterrent factor in
AML crime. Civil recovery is also available under the same legislation (without
convicton)\when D GHWHUPLQDWLRQ RI D SHUtd&RaQsTMpiod D O W K
that the wealth is made up of funds from previous criminal activity. The POCA
and the dangers of reliance on civil recovery as opposed to prosecution are

further discussed in Chapter 3 Literature Review.

1.3.5 Conclusion to theoretical fram ework section

This section has presented a theoretical framework within the domain of study
that represents the problem of prevention, detection and investigation of money
laundering crime. The section draws on deterrence and rational choice theories
through the vision of Cesare Beccaria and extended by Becker (1968), Cornish
and Clarke (1986) and Cornish (1993), and economic regulation theory
introduced by Ricketts (2006). The observations and discussions represent a
view of social behaviour and the economics of regulation of the AML business,
and how that business is affected by the interactions of those within it. The section
suggests there is theoretical support for AML policy and the deterrence affect.
The costs of committing a crime are weighted against the benefits obtained from
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the crime. The section also debates the interests of policy makers and their
rationale for AML policy that provides government treasury with additional funds
(asset recovery process). Further discussions suggest that change impacts on

offenders, law enforcement and the regulated institutions that follow AML policy.

Deterrence theory opens up to economic crime theory under the assumption of
UDWLRQDO FKRLFH DQG HFRQRPLF UHIJXODWLRQ WKHR
SSXEOQWHUHVW™ )LJXUH DQG 7DEOH DERYH SUF

theoretical framework.

Finally as each of the agencies involved in this study are stakeholders in the
sense of the definition that they are key partners in AML prevention and
enforcement within the AML process. The section suggests that regulatory or
other influences can change the way stakeholders conduct their business in order
to reach targets set by government or to generate income. In light of this, the
study hopes to extend the extant literature around AML activities and AML policy,
based on the results of this research and in answer to the research question:
s:KDW DUH WKH IDFWRUV WKDW LQIOXHQFH WKH |

LPSOHPHQWDWLRQ LQ WKH 8.

1.4 Motivation for this resear ch

The author lectures on the subject of AML compliance and investigation as well
as other related subjects in financial investigation on behalf of the European
Commission (EC). A background of law enforcement and financial investigation
led the author to seek this teaching role prior to and after his retirement from the

police service. Having also written a number of relatedd LVVHUWDWLRQV IRU D
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Degree’* WKH VXEMHFW RI $0/ LV FORVH WR WKH DXWKI
something is working, do Q 1 W HbyekaéMviewing both sides of the AML process
of prevention and detection through the above activities provided the author with
a vision that was not aligned to one side or the other. The landscape within AML
is changing and it is unclear if enforcement or regulators are changing with it (Bell,

2007).

There are difficulties within the AML environment and many of these issues would
surface during discussions within the focus group interviews. Issues such as
regulatory control; deterrence value of sentencing for money laundering and
proper use of the AML legislation are just some of areas of concern. Indications
are that the AML system is not effective and a full exploration of the prevention,
detection and enforcement methods is required. This study through the methods
of data collection chosen and methods of analysis will provide the answers to the

research question.

1.5 Context of the study

The study refers to AML in the context of the UK and focuses on agencies within
the jurisdictions of England, Scotland, Northern Ireland and Wales. As referred to
in Chapter 3 purposeful sampling was used for both focus group interview and
guestionnaire distribution methods. Sampling was used to select information-rich
groups, whose experience and knowledge would provide a rich illumination of the
subject under study. The sample is not representative of the population but those

chosen to participate have particular characteristics of interest that will best

11 $oes Quantitymean 4XDOLW\" $Q H[SORUDWLRQ Rl WKH 6XVSLFLRXV $FWLYLW\ 5HSRUW
6HUYLFH Rl IRUWKHUQ ,UHODQG 361, LQYHVWLJDWH PRQH\ ODXQGHULQJ HIIHFW!|
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answer the research question or can provide an insight into this subject area

(Bernard, 2000).

AML is a global concept. In order to put the subject of the research in a global
context the literature review takes a wider perspective by looking at events
outside of the UK and the impact those events had on AML legislation and
regulation in the UK. Phase 1 of the study which identifies the starting point for
this research will draw from literature that locates AML in that global context.
However, when sources of information have been used they have been clearly

indicated, and were relevant, applied to the UK context.

1.6 Research question, aim and objectives

The original focus of the research was to measure the cost of money-laundering
in the UK, however this was amended early in the process and the change in
focus led to the following research question being developed; 3: KDW DUH WK
factors that influence the effectiveness of Anti-Money Laundering policy
LPSOHPHQWDW L RThelrQiok'lE behnd' the change in direction and a
detailed discussion of the development of the research question are further

explained in Chapter 2.

In order to fulfil the aim of this research the following related objectives provided

a focus of direction to ensure a full exploration of the subject:

1. To identify and draw from literature in the AML arena evidence of themes
that are component activities that could be used as a starting point for this
research
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2. To establish a research strategy that can develop the themes identified
and follow a logical sequence of activities that will answer the research
question,

3. To use methods in the gathering and analysis of data that will complement
the research strategy, that are reliable and valid in respect of the
researchers philosophical position and can be replicated in future
research, and

4. To ensure the research is compliant with all aspects of ethical
considerations and that the research is ethically and morally sound.

1.7 Thesis structure

Chapter 1 introduces the research subject and the background to the research.
The author then provides the motivation for the study followed by the context in
which the research is set. The final section outlines the research question and

objectives that will provide direction to the research.

Chapter 2 sets the scene for the research by introducing the AML framework
within the UK context. This is followed by a discussion of the literature
surrounding AML and policy on a wider scale. An introduction to the role of FATF
and their 49 recommendations is discussed with emphasis on the impact FATF
has on AML in the UK. Next a discussion on literature surrounding the cost and
measurement of money laundering takes place, with specific interest in areas that

identify themes that could be used as a starting point for this research.

Chapter 3 begins by outlining the framework and strategy for this research. This
is followed by a discussion of the research philosophy relevant to this research
and their various epistemological and ontological assumptions. A discussion of
how pragmatism impacts on the research is followed by a discussion of the
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methodological strategy. Each of the four sequential phases of enquiry are
discussed which includes the methods of enquiry and methods of analysis. This
is followed by a discussion surrounding the ethical considerations in this
research. A discussion of the strengths and weaknesses of mixed methods takes
place thereafter a discussion on the choice of sample and the administration of
the data collection process is presented. Finally the method of analysis is
presented and the importance of establishing validity and reliability in the

research methods.

Chapter 4 presents each phase of analysis separately. Phase 1 discusses the
analysis that led to the identification of themes from literature. These include
analysis of themes within the FATF recommendation and analysis of themes from
methods used to measure the cost and effectiveness of money laundering. Phase
2 discusses the analysis of the focus group data that determine the verification of
themes. Phase 3 will discuss the analysis of the questionnaire responses which
utilises exploratory factor analysis to determine the factors of influence and One
way ANOVA (Analysis of Variance) to determine group comparisons. Phase 4
discusses the analysis of the verification of components from phase 3 using a
sample of individuals who participated in the original focus groups. Finally a
discussion of the analysis results from question 13 of the questionnaire. This

question asks respondents what they would change in the AML framework.

Chapter 5 brings the results of each phase of the analysis together to provide a
conclusion to the research. A further discussion will focus on the contributions of
the research and the implications of the research on current policy, regulation
and practice.
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1.8 Chapter conclusion

This chapter has presented an overview of the research programme. The
background to the research and the initial motivation has been justified. The
objectives to reach the aim of the research have been outlined including a
presentation of the Anti-Money Laundering environment. This introduction offered
an insight into a complex maze of elements within AML and AML policy which will

now be dissected through discussion in Chapter 2.
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Chapter 2 Legal and Regulatory Fram ework

Chapter 2 is divided in two parts. The first part relates to the legal and regulatory
framework that applies to money laundering and Anti-Money Laundering (AML)
policy. These are explored and discussed. A history of developments over the
past two decades is also presented, which include looking at how global events
impacted on local activities in respect of AML policy and practice. Further in this
section the association between organised crime, terrorist financing and money
laundering is explained. The second part of Chapter 2 provides a review of the
literature around money laundering measurement and cost of AML policy.
Theoretical concepts developed in Chapter 1 are applied and an introduction to
the elements that provide a starting point for this study is also made. The research
gaps that the study has identified from literature are further presented. Finally the
chapter concludes with a summary of the most important issues facing AML

practitioners.

2.1 Introduction

The objective of individuals and organised crime gangs is to generate profit from
their illegal activities. Money laundering is the process of disguising the illegal
origin of those proceeds to make them appear to come from a legitimate
enterprise. This is a critical phase in the crimiQDOYYVY DFWLYLW\ DV LW D
enjoy the profits of their crime without bringing them under notice of enforcement
authorities. The following statement from the Managing Director of the
International Monetary Fund (IMF) underlines the importance of having an

effective AML policy in place.
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S0ORQH\ /IDXQGHULQJ DQG WKH ILQDQFLQJ RI WHUURI
ZLWK HFRQRPLF HIIHFWV 7KH\ FDQ WKUHDWHQ WK
financial sector or its external stability more generally. Effective anti-

money laundering and combating the financing of terrorism regimes

are essential to protect the integrity of markets and of the global

financial framework as they help mitigate the factors that facilitate

financial abuse. Action to prevent and combat money laundering and

the financing of terrorism thus responds not only to a moral imperative

EXW DOVR WR DQ HFRQRPLF QHHG”’

(Min Zhu, 2013:1).

The relationship between terrorist financing and money laundering as suggested
above is apparent. In summary the financing of terrorism is the financial support,
in whatever form, of terrorist activity and of those who participate, plan or
encourage terrorism (Tupman, 1998). There is also another relationship that
needs to be included here and thatis pR U J D Q L V H3Bgdnldddririe activities
involve mainly the provision of illegal goods and services. Drug trafficking,
cigarette smuggling, Prostitution, kidnapping for profit, extortion, human
WUDIILFNLQJ DQG 9%7 IUDXG DUH VRPH RdrgaMigkeHs FULPL
crime gangs are involved (Levi, 2007). Money laundering is the common
denominator for organised crime and terrorist financing and is a necessary
activity/requirement if either of those two activities are to be successful. Anti-
Money Laundering and AML policy is the subject of this thesis; however, as both
organised crime and terrorism are so closely aligned to that activity and for the
reasons described above, they will be discussed here in the context of money

laundering activity.
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2.2 The concept of money laundering

Money laundering is not a recent phenomenon but has however become a global
one. There is no indication that money laundering is decreasing despite the
legislative changes internationally to counter the problem (Levi and Reuter,
2006). Further, the introduction of legislation to combat terrorist money
laundering suggests an increased global threat to social, economic and political
stability. Money laundering can be the Achilles heel of criminal activity in that the
state require robust prevention policies. It is incumbent therefore that all
jurisdictions have in place stringent money laundering policy; that prevents and
detects the flow of dirty money through its financial systems and a resourceful,
skilled enforcement regime, to deal with those who attempt to use it. As Howard

Davis the chairman of the UK Financial Services Authority (FSA) suggested:

837KH UHSXWDWLRQ DQG OHJDO FRQVHTXHQFHV IRU
identified with the proceeds of illegal activity are potentially very

serious. Management have a strong incentive to avoid such

consequences and regulations from the UK and other major financial

centres are agreed on the need to exert as much regulatory pressure

as is necessary to ensure that responsibilities in this area are taken
VHULRXVO\’

(Davis, 2000%?)

Many academics suggest the term 3P R QH\ O D X @rieket hoRuldr usage as
a result of the Watergate scandal in 1973 during the Nixon era (Bauer and
Ullmann, 2000). Others go further back to the Chicago, gangster days of Al
Capone who in 1931 was famously convicted of tax evasion, after allegedly
laundering his crime money through Chinese laundry businesses (Van Duyne,

2003). Capone was not convicted of the crimes that made him his money

12 Howard Davis Chairman of FSA addressing a Money Laundering Conference (2000).
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(predicate crime) and as such some debate exists as to the origins of money
laundering (Levi and Reuter, 2006). Nevertheless the term money laundering is
accepted by governments throughout the world and is in popular usage in film

and media today.

7KH TV LQ WKH 86% ZD Vit WoKkdy lauihtiErd@dantvels became
a significant contributor to the war on drug trafficking. Similarly in the UK the Drug
Trafficking Offences Act (1986) (DTA) became the first notion of a money
laundering offence. However, criminals could only be prosecuted for laundering
the proceeds of drug trafficking and not the proceeds of other crimes. This was
corrected by the introduction of the Criminal Justice Act 1988 (CJA) when
suspicions of all crime could be made. Many further changes and introductions
of new legislation was to emerge*3. The introduction of the Proceeds of Crime Act
(2002) was as a result of the existing legislation not working. Reports were being
made by banks on suspicions of criminal activity but law enforcement were
reluctant to prosecute due to the complexities of cases. The UK government
Cabinet Office Performance and Innovation Unit (PIU) in 2002 reviewed existing
legislation and systems and reported through its report, S5 HFRYHULQJ WI
BURFHHGV RITHeUdésBIHOf the PIU report is summarised below and
suggests that law enforcement was reluctant to prosecute for money laundering

offences because:

1. Money laundering was felt to be either ancillary to the main crime or was
too complex to investigate;

13 Money laundering and terrorist financing in the UK is governed by four Acts of primary legislation: Terrorism Act (2000);
Anti-terrorism Crime and security Act (2001); Proceeds of Crime Act (2002); Serious Organised Crime and Police Act

(2005).
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2. It was necessary to prove that laundered money was directly linked to
drugs trafficking or other specific crime;

3. The legislation could only be used to prosecute someone for helping
another person retain the benefit of their crime; and

4. The prosecution had to show that the defendant knew or suspected that
the other person had benefited from crime (which was almost impossible
without an admission of guilt).

(PIU, 2002)

The DTA however introduced the first reporting regime for financial institutions.
Suspicions of criminal activity through the use of bank accounts were reported to
the National Criminal Intelligence Service (NCIS). These reports known as
3G LVFO Rare asHrdlévant today as they were when the legislation was
introduced. Reporting in 2014 is made to the United Kingdom Financial
Intelligence Unit (UKFIU) which is now part of the National Crime Agency (NCA)
previously the Serious and Organised Crime Agency (SOCA). Money laundering
schemes can be very simple or highly sophisticated schemes. As illustrated in
Figure 2.1 money laundering takes place in three distinct phases of placement,

layering and integration. Each are explained below:

Placement

Cash is converted to monetary instruments or is deposited into accounts. This is
the most dangerous phase for the launderer as it is the stage most easily detected
by banks or entities governed by regulation. Proceeds of crime are introduced to
the financial system; this may be in small sums to avoid suspicion and transferred

to other instruments such as bank drafts.
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Layering

Funds are moved to other financial institutions to obscure origins. Once funds
have entered the system they can be transferred to other accounts. Wire transfers
to international destinations or investments can easily be made through the use

of internet banking.

Integration

Funds are used to acquire legitimate asset or fund activities. The funds have

reached legitimacy and can now be used to purchase property, vehicles, and

luxury items or begin new business ventures. (FATF, 2002)

Figure 2.1: The Money -Laundering Cycle

Source: UNODC# (2006)

14 Available at http//www.unodc.org.unodc/money_laundering_cycle.html
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To understand the importance of the reporting regime the following hypothetical

scenario is provided by this author:

p$ GUXJ GHDOHU KDV EHHQ GHDOLQJ IRU WKH ZHHNHQ
bag at his home. He is unemployed and has no visible means of income so is
aware that he could not, if required, explain where the money came from. He
may, or not be aware that to place large amounts of cash into a bank account
could trigger a suspicious activity report from the bank to UKFIU. He needs to
make the money appear to come from a legitimate source. There are numerous
ways he could do this; a) he could buy a car from an advertisement in the local
paper for cash; b) he could re-sell the car and obtain a cheque from the buyer
and lodge the cheque into an account; c) he could place the cash in small
DPRXQWYV LQWR D QXPEHU RI IULHQGYV EDQN DFFRXC
business that will take his cash and launder it through their own business; e) he
could set up his own business and launder the cash through that business; f) he
could use a solicitor or accountant in any of the above scenarios as a cover for
legitimacy. Whatever route he decides to take he is trying to avoid any of the
regulated agencies!® making D UHSRUW RQ KLV DFWLYLW\Y ,Q ¢t
laundering regulations as described by HMRC are in place to protect the UK

financial system?6,

Once a report is made by the bank or financial entity it is sent electronically to the

UKFIU were it is examined. The information is stored in a data-base which is

15 The regulated sector obliged to make reports are: All banking and financial business (some exceptions), Bureaux de
Change, Estate Agents, Lawyers (providing advice in relation to financial or real estate transactions), Accountants, Casino
operators, Dealers in high value goods (including auctioneers) were a transaction involves accepting a cash payment of
15,000euro or more, Company formation businesses, Insolvency practitioners, Tax advisors (The money laundering
Regulations; 2003/3075).

16 Introduction to the Money Laundering Regulations , (2014).
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accessed by all UK police forces that can then use that information to begin
investigations or further advance on-going investigations. Not all international
agencies follow the UK process but have similar processes in place as advised

by the Financial Action Task Force (FATF).

The formation of the Financial Action Task Force (FATF) in 1989 was a turning
point for all nations in the establishment of corroborative doctrine to tackle money
laundering head on. The FATF is an inter-governmental body established by the
G-7 Summit in Paris in 1989. FATF is a policy making body with an objective to
develop a co-ordinated international response. One of the first tasks of FATF was
to develop recommendations that set out measures that national governments
should put in place to implement effective anti-money laundering programmes.
The FATF remit in response to world events (such as 9/11 attacks in USA)
evolved. Setting standards, promoting effective implementation of legal,
regulatory and operational measures against money laundering, terrorist
financing and other related threats to the international financial system (FATF,

2014).

The FATF is one of many international bodies that consult and exchange
information to ensure action when the international financial system is at stake®’.
These bodies in addition to the FATF either set rules or have responsibilities to
monitor distinct business such as Financial Intelligence Units (FIUs)'® or the
Insurance Industry (Alldridge, 2003). One of the most important of these was the

United Nations office on drugs and crime, based in Vienna which sought to

7 International Monetary Fund (IMF); World Bank; Egmont Group; International Organisation of Security Commissioners;
United Nations Office of Drugs and Crime; Basel Committee on Banking Supervision; International Association of
Insurance Supervisors (Levi and Reuter, 2006: 295) United Nations.

18 FlUs receive reports from regulated entities on suspicions of money laundering and terrorist financing

40



internationalise the problem of transnational organised crime. This prompted all
nations to sign up to the United Nations Convention against Organised Crime in
Palermo, Italy in December 2000. This convention created three protocols that
targeted action and co-operation relating to crime, arms trafficking and
manufacturing and people trafficking. All member states were to implement by

29 December 2003.

The first recommendations set by FATF in 1990 were made up of 40
recommendations that set out the basic framework for anti-money laundering to
be applied universally, and became the global standard in this area (FATF, 2002).
The recommendations were revised in 1996, 2001, 2003 and 2012. At each stage
the revised outcomes were due to a change or renewed threat to the financial
systems around the world. The most significant change came about after the 9/11
attacks in USA. In response to a call for a co-ordinated and rapid response to
detect and prevent the misuse of the world financial systems by terrorists, the

FATF extended its role beyond money laundering.

The focus saw the 40 recommendations being extended by a further 8 special
recommendations specifically designed to set new international standards to
combat terrorist financing (FATF, 2002). Each member country was advised to

adopt these new standards into their legislation. The FATF announced:

37KH )$7) ZRUNV W Rerdirg héxhgdsl andH trends used for
laundering money. Terrorists finance their operations through criminal
activity, or they may also use funding from legal sources. In either
case, terrorist groups utilise financial networks in the same way other
criminal groups do. That is, they move funds; and hide connections
between the source of their funding and the perpetrators, organisers,
DQG VSRQVRUV RI WKHLU DFWLYLW\~

(FATF, 2002:1).
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FATF will monitor each of its member countries to ensure progress in
implementation of its recommendations. FATF further, evaluates money
laundering and terrorist financing techniques and counter measures globally.
Publishing measures in collaboration with other international stakeholders to

ensure the international financial system is protected from abuse.

Each time the FATF revisited or made recommendations to combat money
laundering and terrorist financing, the European Union (E.U.) provided direction
to each of its member states'®>. The EU implemented the FATF 40
recommendations as revised in 2003, and recommendations on terrorist
financing into the Third ML Directive. In the UK the Third Directive was
implemented by means of the Money Laundering Regulations (2007). The main
objectives of the Third Directive was to; a) apply the AML compliance regime to
the financing of terrorism (also with funds obtained legitimately); b) to introduce
strict new requirements for the identification of the ultimate beneficial owner of
firms (to clamp down on the use of offshore companies) and; c) to highlight the
importance of taking a risk sensitive approach to AML compliance (high
standards of due diligence in high risk situations) (EU Directive; 2005). In setting
the research in context it is the Proceeds of Crime Act (2002) and The Money

Laundering Regulations (2007) that apply to this research.

1% The E.U. anti-money laundering legislation is found in the following Directives: First ML Directive 91/308/EEC, 10
January 1991; Second ML Directive 2001/97/EC, 4 December 2001; Third ML Directive 2005/60 EC, 26 October 2005.
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2.3 Defining money laundering

Despite the simplicity of the money laundering process whichisto SFOHDQ GLUW
P R Q Hit 4ppears to be one of the most difficult concepts to define. That is borne
out by the many competing definitions that abound from various organisations
and jurisdictions around the world. Unger (2006) found 18 definitions of money

laundering.

Most Countries apply the definition (in some form or another) adopted by the
United Nations Convention against lllicit Traffic in Narcotic Drug and Psychotropic

Substances (1988) (Vienna Convention)?2°:

x The conversion or transfer of property, knowing that such property is
derived from [drug trafficking] offense or offenses or from an act of
participation in such offense or offenses, for the purpose of concealing or
disguising the illicit origin of the property or of assisting any person who
Is involved in the commission of such an offense or offenses to evade the
legal consequences of his actions;

x The concealment or disguise of the true nature, source, location,
disposition, movement, rights with respect to, or ownership or offenses or
from an act of participation in such an offense or offenses.

The Vienna Convention adds that money laundering also involves:

X The acquisition, possession or use of property, knowing at the time of
UHFHLSW WKDW VXFK SURSHUW\ ZzDV GHULYHG IUR
from an act of participation in such offense or offenses.

The above definition however restricted the investigation of money laundering

unless the predicate offence was a drug trafficking offense. Over the years the

international community has extended the predicate offences to include a wide

20 Money laundering and Terrorist Financing: Definitions and Explanations (2003:1-2). (www1.worldbank.org)
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array of offences as possible. The definition of predicate crime is significant as a
crime in one country may not be a crime in another country. For example how the
86%$ DQG -DSDQ OLVW WKHLU SUHGLFDWH FULPHV ORVW
define them as pV H U L R XV ThaJditital Yuestion being, 3: K Dis\considered
WR EH WKH SUH GIh& WNiEH isFod the HSA and Japanese list or that
which is viewed asa pV HU L R X ®ls&énhére (Mfsciandaro, Takats and Unger,

2007).

There are a whole array of arguments and further discussions that can be drawn
from the definition of money laundering and the predicate offence. For the
purposes of this study it is important to be aware that some jurisdictions require
the predicate offence proven before the money laundering offence. Neither do
those jurisdictions provide in their legislation or definitions a stand-alone money

laundering offence.

The above issue is provided for in the UK definition of money laundering as it is
drawn from the Proceeds of Crime Act 2002 (POCA) and refers to a number of

offences of money laundering which are summarised below?:

X The conversion or transfer of property for the purpose of concealing or
disguising its illicit origin or of assisting any person to evade the legal
consequences of his actions

X The concealment or disguise of the true nature, source, location,
disposition, movement, rights with respect to, or ownership of criminally
derived property

x The acquisition, possession or use of criminally derived property

2 part 7 of Proceeds of Crime Act (2002) sets out: money laundering offences and offences of failing to disclose suspected
money laundering.[www.qov.uk](2014)
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What is useful when viewing the POCA isthat pF U L P L Q CFQY §$0 @XplXined
within the legislation as: all conduct which constitutes an offence in any part of
the United Kingdom, which means that an all crimes approach is adopted in
respect of predicate crimes committed in the UK. Offences committed outside the
UK are relevant if the laundering took place within the UK. For many jurisdictions
the inclusion of predicate offence causes difficulties in money laundering
prosecutions. Predicate crime or predicate offence as it is sometimes called is
the substantive crime that pre-dated the money laundering activity. For example
a drug trafficker places the proceeds of his crime into the financial system after
he has sold/supplied his drugs. The predicate offence is 3VXSSO\LQJ FRQWU
G U X.Many jurisdictions prefer to prosecute the substantive offence first and

there-after the money laundering offence.

What is unique within the UK legislation is the opportunity to prosecute both
offences jointly or separately. Proving that the proceeds of the crime are the
benefit of criminal conduct (the predicate offence) can be carried out using
circumstantial evidence. Case law in the UK has provided law enforcement with
the means to use many strands of evidence to prove S VWDQG mRdM&QH"
laundering offences. This negates the need to wait for a conviction in relation to

the criminal conduct (i.e. the underlying predicate offence).

The UK Crown Prosecution Service (CPS) offers guidance to Prosecutors in

deciding how to prosecute substantive offences and money laundering offences.

The guidance offers four types of money laundering prosecutions:
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Mixed cases in which money laundering can be charged or included on an
indictment in which the underlying/substantive offence is included. The subsets
of which are pRZ Q S U Rdf HIN-B0@NX Q G Wheh Qe defendant in a money
laundering case may also be the author of the predicate crime; Laundering by a
person other than the author of the predicate offence. Secondly, there are cases
when money laundering is the sole charge for indictment or the easiest charge to
prove. The subsets of whichare n2zZ Q S U R Rtuhdeangfand laundering by a
person other than the author of the predicate offence??. Defining the predicate
offence becomes an important pre-requisite to defining money laundering.

Interpol and FATF offer the following similar definitions:

3$Q\ DFW RU DWWHPSWHG DFW WR FRQFHDO RU GLV
obtained proceeds so that they appear to have originated from
OHJLWLPDWH VRXUFHV’

www.Interpol.int|(Interpol, 2014)

Rather than define money laundering FATF describes money laundering as:

37KH S UIRd ¢t ¥rivninal proceeds to disguise their illegal origin.
This process is of critical importance, as it enables the criminal to enjoy
WKHVH SURILWY ZLWKRXW MHRSDUGLVLQJ WKHLU V

www.fatf-gafi.org|(FATF, 2014)

Harmonisation of predicate crime definitions is necessary if there is to be co-
operation and corroboration across jurisdictions in the fight against money

laundering and terrorist financing. Some countries particularly underdeveloped

2Crown Prosecution Service (CPS) guidance notes found at
www.cps.gov.uk/legal/p_to_r/proceeds_of_crime_money_laundering/#a02
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countries where corrupt dictatorships exist?3, have no incentive to prosecute their
own money laundering offences never mind responding to mutual legal
assistance requests from other countries for foreign offences. As a result
countries with different predicate crime definitions can ignore foreign crimes. The
consequences leave a plethora of environments suitable for money laundering in

countries worldwide (Masciandaro, Takats and Unger, 2007).

2.4 Organised Crime and Terrorist Financing

Organised crime like money laundering appears to have a number of competing
definitions. One of the difficulties of defining organised crime is described by

Lunde (2004):

S$WWHPSWV E\ ODZ HQIRUFHPHQW DQG RWKHU DJH(
definition of organised crime have been confounded by the fact that

activities of the criminal underworld are, by their nature kaleidoscopic,

constantly responding to shifts in the market conditions and exploring

the myriad of money-making opportunities provided by the legitimate
over-ZRUOG”’

(Lunde; 2004:8).
This was an area recognised by Tupman (1998) who prior to the 11 September

2001 terrorist attacks in USA had already linked terrorism, organised crime and

money laundering and makes the following observations:

2 Cases such as Marcos of Philippines; Suharto of Indonesia; Mabut of Zaire; Abacha of Nigeria, who have laundered
billions of dollars abroad (Masciandaro, Takats & Unger; 2007, page 230) Added to that list can include Gaddafi of Libya
and Mubarak of Egypt.
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37KH ,5%$ KDV KDG WR IROORZ WKH FKDQJLQJ IDVKLI
to continue raising money. At one time armed robbers were the
aristocracy of organised crime and for a period the IRA obtained its
IXQGLQJ E\ UREEHULHV«OLNH RUJDQLVHG FULPH W
and now has followed organised crime into a much lower risk area of
FURVV ERUGHU IUDXG DQG FRXQWHUIHLW SURGXFW

(Tupman, 1998:310).

From the makeup of an organised crime gang, it should be appreciated that the
type of activity they would be engaged in would reap substantial funds that would

need to be laundered (Levi and Reuter, 2006).

The reference for European Union (EU) countries as a definition of organised
crime comes from Article 2 of the United Nations Convention against

Transnational Organised Crime, referred to as follows:

3$Q 2UJDQLVHG &ULPLQDO JURXS VKDOO PHDQ D VWL
more persons, existing for a period of time and acting in concert with
the aim of committing one or more serious crimes or offences
established in accordance with this Convention, in order to obtain
directly or indirectly, a financial or other material benefit;

(@ MBHULRXV FULPHY VK Ddsiitubrg BrpfferR&Qphnishallle
by a maximum deprivation of liberty of at least four years or more
serious penalty;

(b) UPBWUXFWXUHG JURXSY VKDOO PHDQ D JURXS WKD\
the immediate commission of an offence or does not need to have
formally defined roles for its 15 members, continuity of its membership
RUD GHYHORSHG VWUXFWXUH"’

(United Nations, 2004:2)

JXUWKHUPRUH RUJDQLVHG FULPH LV GHILQHG E\ ,QW

corporate structure whose primary objective is to obtain money through illegal
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DFWLYLWLHYV RIWHQ VXUYLYLQJ RQ IHDU DQG FRUUX.

2007).

The main similarities in these definitions are the use of group structure and the
W\SH RI FULPLQDO DFWLY Is§vdaus\eK B Mbr Orichindltastivity BhaH L W K H |
infuses violence or the fear of violence. Hauck and Peterke (2010) put forward

the suggestion that the term pR U J D Q L V HsGidhly urieettdin and unclear:

32Q WKH RQH KDQG WKH WHUP FDQ EH X¥YHG WR U
more sophisticated criminal activities embedded, in one form or

another, in complex illicit markets. Arms, drugs and human trafficking

DUH RIWHQ FRUUHODWHG ZLWK D VHW RI pHQDEOLQ
of) violence, corruption and money launder LQ J”~

(Hauck and Peterke, 2010:408-409)

7KH\ JR RQ WR VXJIJHVW WKDW EHFDXVHULRNVMRAIH P HVM 1
WHUP VKRXOG UHODWR UWRRWH WS LFWDKIBIeREE W UL P H
This vagueness in definition is agreed by Lea (2007) who would go one step

further to suggest definitions of organised crime are outdated and barely

resemble a few words that cover a wide range of criminal activity.

The National Crime Agency (NCA) who took over from the Serious and Organised
Crime Agency (SOCA) in the UK on 6" October 2013 define organised crime by
including pPRUJDQLVHG FULPHIDQRXBGIFULPH FDQ EH GHILC
crime planned, coordinated and conducted by people working together on a
FRQWL QXL QNCAE BONt4)VThe NCA describe the main motivation of the
establishment of organised crime as monetary gain fand are called organised

crime groups due to the multiple criminal activities with other criminals.
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Likek MRQH\ ODXQGHULQJ RUJDQLVHG FULPH FDQ EH ORF
USA through the activities of Italian immigrants and mafia like figures that
dominated the major cities such as New York and Chicago. The Volstead Act in

1919 that was more commonly known as g3 U R K L wds\Whe Ri@rinner to the
emergence of organised criminal activity in America. A black market was created

E\ WKH HIIHRWRK LFEaryilcehQ.The Italian immigrants as well as
dominating the alcohol trade and making vast fortunes, became the dominating

force and the central authority in organised criminal activity in the country. This
GHVFULSWLRQ IDOOV LQWR /HDYV XQGHUVWDQGL
based on family and close community. One has only to look at the portrayal of

mafia families in flms suchas u7KH *R G I([DOR2Kahd) i 7 KH 6 RS UEOQRV |

to understand trust and family loyalty was a key component. The consequences

to those that crossed that loyalty was also well known. Memberships of these

groups was tight. Cohesive groups that if not already related through blood

became the family and acted like a close knit community of criminality, with similar

thinking (Newburn, 2007; Lea, 2007).

Traditional organised crime structures such as tight-knit mafia family structures
may be something confined to the movies, there are still examples of family units
operating as such. In the UK one of the most recent crime families under
investigation was the Adams family or Clerkenwell Crime Syndicate as they were
also known: Allegedly one of the most powerful organised crime families in the

UK?4. Other notorious UK organised crime gangs include in the 1950s -1960s

24 For a more detail on the Clerkenwell Crime Syndicate see http://en.wikipedia.org/wiki/Clerkenwell_crime_syndicate
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Ronald and Reggie Kray (known as the Kray twins?°) and The Richardson Gang?®

run by Charlie and Eddie Richardson in South London in the 1960s.

More recently a description of crime threats were released by various government
agencies around the world to inform law enforcement and are also available on
internet pages to the general public. Crime threats recently released by NCA
suggest the following crimes are a threat to the UK from organised crime?’.

Child sexual exploitation and abuse
Counterfeit currency
Cyber crime

Drugs

Firearms

Fraud

Human trafficking

Identity crime

Intellectual property crime
Kidnap and extortion
Money laundering
Organised theft
Organised crime groups
People smuggling

X X X X X X X X X X X X X X

(NCA, 2014)

For the majority of these crimes, money laundering is the common denominator.
Just as money laundering has become a global phenomenon with technology,
internet banking, transport, communication and open borders so organised crime
has evolved to become its partner. Whereas organised crime is associated with
profiting with substantial sums of money through the above activities, terrorist

financing is better known for the small amounts used to commit terrorist attacks.

% For more detail on the Kray twins see http://en.wikipedia.org/wiki/Kray_twins
2 For a more detail on the Richardson Gang see http:/en.wikipedia.org/wiki/The_Richardson_Gang
27 National Crime Agency, National Strategic Assessment of Serious and Organised Crime (May, 2014)
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For example the Madrid bombings in 2004 and the London bombings in 2005

costing approximately $10,000 in total (Levi and Reuter, 2007).

Terrorist financing and money laundering share similar characteristics such as
money laundering involving the movement of funds through legal channels to hide
their original origin; terrorist financing involving the use of both legal and illegal
funds to finance their operations and conceal their source (World Bank, 2003). In
both cases concealment is necessary. As regards terrorism small amounts of
money can be used for terrorist activities and it is those small amounts that are

harder to detect.

FATF who sets the standards for combatting terrorist financing (CTF) does not
define terrorist financing in light of its 8 special recommendations on terrorist
financing (FATF, 2012). However, FATF advises countries to follow and
implement the (1999) United Nations International Convention for the
Suppression of the Financing of Terrorism?®. Schott (2006) suggests the
financing of terrorism is a simple concept and provides the following definition: 3, W
is the financial support, in any form, of terrorism or of those who encourage, plan,
RU HQJDJH L Q (S¢hbtt, 2006 LIMP Terrorism itself is more difficult to
define as the term is described as having significant political, religious and
national implications from country to country. This is a vast area of debate which
would take up more space than provided in this thesis. For the purposes of this
study the definition provided in the UK by the Terrorism Act (2000) and discussion

around that definition will apply here:

2 The UN International Convention for the Suppression of the Financing of terrorism (1999), which provides the definition
of Terrorist Financing. For a full view of the defint LRQ IROORZ Z2ZZ ZRUOGEDQN RUJ VHFWLRQ % 3:KDW
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X X X X X

The use or threat of action designed to influence the government or
an international governmental organisation or to intimidate the public,
or a section of the public; made for the purposes of advancing a
political, religious, racial or ideological cause; and it involves or
causes:

serious violence against a person;

serious damage to a property;

a threat to a person’'s life;

a serious risk to the health and safety of the public; or

VHULRXV LOWHUIHUHQFH ZLWK RU GLVUXSWLRQ WR DQ

www.mi5.gov.uk/home/thé¢hreats/terrasm.htm

After the July bombings in London in July 2005 terrorism was again on the
agenda for government legislators. The Counter-Terrorism Act (2008) came into
force in the UK in November 2008 and mainly applies to the banking sector. In
terms of terrorist financing it provides for more enhanced due diligence prior to
entering into a business relationship with a client. The legislation also provides
for monitoring individuals and entities, to provide specific documents or
information. The legislation specifically relates to individuals with relationships in
countries outside of the UK. The emphasis in this legislation is the threat to or
risk to the national interests of the UK, from nuclear, radiological, biological or

chemical weapons (JMLSG, 2013).

Terrorist groups come in various shapes and sizes with differing structures,
ideologies, motives and activities, seeking to cause widespread disruption, fear
and intimidation to achieve their aims. Violence or the threat of violence is
apparent as is the intimidation of those who do not agree with their ideals and
motivation of those who may be sympathetic to them (Schott, 2006). Often their
aim is to change government policies or governments themselves. What is an

important question for this part of the thesis relates to the link between organised
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crime and terrorist financingand 3+ RZ WHUUR ULV WWNisihthi$ did¢e@a&HG ™"

that the discussions will follow.

A debate recognised by Tupman (2009) suggests there is no difference between
terrorist money laundering and all other forms of money laundering. A debate he
suggests has been ignored by FATF. The argument hinges around the use of a
predicate offence for what he describes as pQ R Umdh€yfaundering and the
offence of terrorist financing, which occurs subsequently. Takats (2007) includes
terrorist financing as one of the predicate offences in his model for predicate
crimes linked to money laundering 3 7HUURULVWY QHHG WR WUDQVIF
base to different jurisdictions in orderto fLQDQFH W H U U RTdkaisV20@'W W D F N
197). Both forms of money laundering are characterised by the movement of illicit
fund transfers. The following figure 2.2 illustrates the two forms of money

laundering.

Figure 2.2 Forms of Money Laundering

Traditional money laundering

lllegal money to Legal purposes

Terrorist Financing

Legal money to lllegal purposes

Source: (Masciandaro, Takats and Unger, 2007:198)

Takats (2007) further suggests if you combine both illegal crime money and legal

money then the need for laundering decreases. He uses the example that if a
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WHUURULVW LV GUXJ GHDOLQJ KH GRHVQTW QHHG W
transport it to the place he needs to use it. Both the above statements appear to
conflict with each other. Even in traditional or normal money laundering there can
be a mix of clean money with dirty money in a laundering process. The
perpetrator is using the clean funds of a business to act as a cover for the dirty
money that is being filtered through it. To all intents and purposes one cannot
distinguish which is clean and which is dirty. The clean is facilitating the dirty and
this is within the knowledge of the perpetrator. Concealment is part of the offence
and law enforcement only have to show that the process of the mixing takes place

with the knowledge and actions of the launderer.

Terrorist financing can also be a mix of legal funds and illegal funds. There are
two issues here; firstly legal funds are suggested to come from charitable
donations (Schott, 2006; Levi and Reuter, 2007; Takats, 2007). A donation to a
terrorist organisation is an offence in the UK by virtue of the Terrorism Act (2000).
Persons can collect for charities and it is a matter for law enforcement to establish
the legitimacy of that charity and the purpose of the donations. Secondly in order
to finance their activities terrorist organisations are also involved in organised
criminal activity (Lea, 2005; Tupman, 2009). Of course small sums or even large

sums of money can be transported to the destination of activity.

The purpose of the legislation and the regulation in money laundering and
terrorist financing is to prevent the financial system from being used to launder
funds and increase the risk of being caught with crime money. The disruption
WDFWLFV RI +HU ODMHVW\V 5HYHQXH &EXVWRPV +0

vehicles, and individuals at ports and border crossings adds to the preventative
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measures being taken. For the above reasons pW U D G bAMLQRRODRGAEY T
laundering and terrorist financing of money laundering as Tupman (2009)

suggests are one and the same process.

Experts have agreed that the trade in drugs is a significant financial contributor
to terrorist organisations (Masciandaro, 2001, 2004b; Schneider, 2004). In
Afghanistan the Taliban in support of Al Qaeda are heavily involved in opium
production and heroin trafficking. Huge sums of money are required to be
laundered and that money is used for firearms purchase and support of terrorist

training around the world (Masciandaro, 2007).

Terrorists are involved in many other activities of criminality (Rider, 2004; Schott,
2006). Within the UK in Northern Ireland the criminal activity of terrorist
paramilitaries is well recorded. On a statement of income and expenditure going
back nearly two decades a terrorist organisation, the Irish Republican Army (IRA)
was involved in cigarette smuggling, robberies, protection rackets and with
overseas contributions amassed a turnover over £20m (Tupman, 1998). There

IS no doubt laundering of those sums of money needs to take place.

The IRA like other terrorist organisations is a well-structured and organised unit
with varying responsibilities levelled out to lieutenants from various departments;
for example: procurement of weapons, training, welfare, funding, punishments
and active service units. It should be noted that in order not to be one-sided in
this discussion the Loyalist organisations have similar structures and operations

to the IRA but do not appear to be as well recorded literally.
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Lilley (2006) suggests terrorists have learned the art of laundering the funds of
their criminal activities, from their organised crime counterparts. Tupman (2009)
strengthens this argument; 37KH ,5$% ZbtWHmadly in business for the
purposes of making money but needed ways of making money in order to stay in
E X V L Q(Augan, 2009: 196). The link between organised crime and terrorism
can be explained using the Northern Ireland situation as an example. Terrorism
in Northern Ireland has evolved significantly over this past decade. A discussion
ZLWK WKH PDLQ 5HSXEOLFDQ DQG OR\DOLVW WHUURUL
successful in that each ceased their terrorist campaign and engaged in a political
process. This resulted in a devolved Government in May 2007 with power sharing
between the Nationalist and Unionist Political Parties. Transfer of Policing and
Justice Powers from Westminster to the Northern Ireland Executive was

completed in April 2010.

The completion of this process left a void within the organisation and the foot
soldiers were left behind. Many hierarchical members of the organisations were
placed in prominent posts within government while others on the fringes were left
to their own devices. In short the leaders of the organisations became the
spokespersons for their Political wings of the organisations. Some went into
Government and brought their hierarchy with them. Other leaders controlled local
community groups and also had access to the vast amounts of money from

European Union grant funded schemes.

Terrorists or (community representatives as they were now called) were able to
negotiate social, economic and political environments to suit their members. The

structures within the ranks of the organisations remained but were now no longer
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called terrorist or paramilitary organisations. For the foot soldiers who did not
know any better they had formed themselves into criminal gangs. Robbery,
extortion, drugs, kidnapping, loan sharking, counterfeit goods, fuel smuggling,

cigarette smuggling and VAT fraud did not diminish but increased (OCTF, 2002).

As a result of organised criminal activity some very high profile cases have
emerged:
X A robbery at the Northern Bank in Belfast, Northern Ireland when £26m

in cash was stolen and families of bank staff held hostage in order that
the crime could be carried out?.

X Gun smuggling operation between Florida in United States and UK and
Ireland for the use by criminal gangs in their criminal activities outside of
their organisations.

x Cash in transit robberies while ATM cash machines are being
replenished netting hundreds of thousands of pounds sterling3".
These crimes were typical of organised crime carried out with military precision
and had all the hallmarks of the previous structures contained within paramilitary
organisations. As a result of the peace process, re-grouping of terrorist
organisations as suggested by the Organised Crime Task Force (OCTF) and
Chief Constable of the Police Service of Northern Ireland (PSNI) are heavily
involved in organised crime (OCTF, 2013). This therefore changes the thinking
of law enforcement in how they tackle organised crime. As Tupman (1998)

suggests:

2% Northern Bank Robbery (2004): The crime that nearly ended the peace process (theguardian.com)
%0 L ax Florida Laws attracted IRA (2000): The Register Guard National newspaper (news.google.com)
31 Armed Robbery and Cash in Transit (2002): 134 attacks in the past year (Octf.gov.uk)
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37KH JUHDWHU WKH GHYRWLRQ RI RRBOB®RZHU UHV
activities, the greater the likelihood a political group will become an

organised crime group, in fact, though not in name. Both the Mafia and

the Triads started out with political aims, but became something quite
GLIITHUHQW’

(Tupman, 1998:310)

The experience in Northern Ireland demonstrates the need to appreciate the
development of crime in a transitional context. Political policy and economic
factors have contributed to the changing nature of organised crime in Northern
Ireland since 1998. Paramilitaries have taken advantage of new physical and
social spaces, which have opened up following the peace process. However the
transition has also seen the development of crimes perpetrated by those foot
soldiers once committed to terrorist ideologies, now organised into their own

organised crime groups.

Outside the UK world leaders encourage contact and discussions with terrorist
organisations globally (Hamas, Hezbollah, ETA, FARC and Taleban are just a
few of the terrorist groups involved). In conflict resolution the Northern Ireland
peace model gives an indication of the consequences for those terrorist
structures. If terrorist organisations are preparing to withdraw from conflict to a
peaceful solution there has to be an outlet for the foot soldiers in the negotiations
or they will, as in the Northern Ireland case suggests, turn to the new terrorists,
that of organised crime gangs. As Tupman (2009) suggests the next move is to
measure the response by law enforcement and the reaction to policy of the way

the new business i.e. terrorist/organised crime business is structured.
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2.5 The UK Experience for Anti -Money Laundering

POCA is Law Enforcements body of instructions to prohibit the concealing,
arranging or acquiring of criminal property by offenders and to prosecute
them. 3In the Proceeds of Crime Act 2002 the UK possesses one of the
ZRUOGTVY PRVW FRPSUHKHQVLYH SLHFHV Bel, FULPLQD
2007:33). Further AML provisions are provided to the regulated sector of
financial institutions (accountants, lawyers, banks; key actors who must
disclose all suspicions of money laundering transactions. Failing to do so
may make them liable to prosecution themselves. The Money Laundering
Regulations (2007)3? 0/ 59) are the instructions to these key actors to put
in place preventative mechanisms and reporting regimes for persons
suspected of money laundering through their institutions. The appropriate
officer is generally called the money laundering reporting officer (MLRO).
Any suspicious reports of money laundering/terrorist financing (ML/TF) are
reported to the Serious and Organised Crime Agency (SOCA), the UK
Financial Intelligence Unit (UKFIU). Regulated entities are generally
supervised by a competent authority such as Financial Conduct Authority
(FCA) or other professional bodies such as Chartered Association of
Accountancy Practice (CAAP or in the case of Solicitors the Law Society.
Her Majesties Revenue and Customs (HMRC) provide a full list of

responsibilities of supervising authorities®,

FRU WKH SXUSRVHV RI WKLV UHVHDUFK WKH WHUP puSFK

of legislation and regulation that are provided as the AML provisions in the UK.

32 Secondary regulation is provided by the Money Laundering Regulations (2003) which was replaced by the Money
Laundering Regulations (2007).
3 HMRC supervision responsibilities and AML controls are provided at www.hmrc.gov.uk
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Policy is generally decided from the results of statistical data (Fleming, 2009) so
it is not improper to suggest that the changes in money laundering policy in the
last ten years has been significant because the crime figures in that area
VXJIJHVWHG ZHDNQHVVHYVY WKDW ZDUUDQWHG FKDQJH *
move suggests 2 S UR W H F ivanQidl sactoHrom operational and reputational
risks” helps to make the UK less attractive to potential launderers (Harvey

2007:5).

The driving force behind POCA was a report commissioned by Tony Blair by the
Cabinet Office. The aim was to deter people from crime by reducing the returns
that could be anticipated, to disrupt criminal networks and markets and to improve

crime detection rates and create significant revenue flows (P1U 2000).

As a crime deterrent, the legislation is designed to embed in criminals the fear
that should they be prosecuted and convicted for an offence under this legislation,
they could be sentenced to a period of imprisonment. In addition any assets they
have obtained as a result of that criminal activity can also be confiscated. This
enhances a previous period of legislation when confiscation although possible
was cumbersome and unsuccessful. The consequences were such that criminals
should not only lose their liberty but also the profit of their criminal activity through

confiscation.

The POCA legislation further suggests that any proceeds confiscated are
returned to Government Treasury with a percentage returning to law enforcement
and the prosecution service to enable them to fight further crime. A term aptly

named pL GPRML Y LV D/EUgBeSty that the incentive to fight acquisitive crime
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can come from an economic or enforcement perspective. Research by Sproat
(2007) in trying to determine if thisnew tSROLFL QJ Has$ bedomeithe vidw
MDVVHWYV Risug@esidtrd: Qid & notthecase. 33ROLFLQJ RI DVVHWYV |
very little, if any, new assets for policing above and beyond that spent on the
SR OLF L Spiost, 20010291). Although Sproat also took into account the cost
of compliance to financial institutions in 2007, this cost/benefit analysis of money
laundering, remains even now a thorny issue for compliance entities and the

benefits attached.

The consequences of the money laundering regulations ensure that not only do
financial institutions submit reports of suspicions of money laundering and
terrorist financing but also: solicitors, accountants, estate agents, financial
advisors, casinos and high value dealers. Not all of these entities can bear the
brunt of the cost for analysis systems thatapply UNQR Z \RX U mprvedurRP HU |
and hULVN EDVHG D¢ SohRibnek 14/ ome of the major financial
institutions. So a fractured system is inevitable were reporting appears

sophisticated at one end and antiquated at the other.

Harvey and Lau (2009) provided little comfort for regulated entities in their study
of reputational management of those entities, listing statutory requirements and
having to bear the cost of reporting because of yuFRYHULQJ Wiked &) EDFN
common theme, also discovered in this research. Reputation also does not
appear to be high on the agenda for some recent large financial institutions who
can bear the brunt of compliance costs. Most notably was the fine of $1.9B meted

out to HSBC in 2013 for regulatory and compliance failings®*. HSBC had for

34 Source www.bbc.co.uk/news/business-20673466
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several years by passed the compliance regime and laundered money for
terrorists in Sudan and Somalia as well as drug kingpins in Columbia. Smaller

fines were also meted out to other large banks for similar offences®®.

Sanctions are divided into two areas such as +country based sanctions and list
based sanctions. The country based sanctions refer to embargoes on countries
such as Iran, Cuba and Syria. The list based sanctions refer to individuals and
entities, such as drug traffickers, terrorists, weapons proliferators and corrupt
leaders. Financial institutions operating a risk based approach need to check
customers using the Specially Designated Nationals (SDN) list. Sanctions apply
to commercial and financial transactions, direct or indirect on a list of prohibited
transactions. This risk based approach applies to individuals and companies and
is based on an entities compliance program. What is confusing about the above
scenarios is that AML legislation is designed to prosecute those, who did exactly
ZKDW +6%& 5%6 DQG RWKHUV KDYH GRQH 7KH UHV?
EUHDFKHVY EXW pQR SURVHFXWLRQY IRU ODXQGHULQJ
reputation of those banks appear yet, to be intact. What needs to happen before
bank customers react? As a result of a recent IT mishap concerning RBS in the
UK over a weekend in August 2012 (when customers could not access ATM
machines or current accounts)®® revenues for the first six months thereafter to
30" June fell 8% to £13.2bn. There appears to be no disclosures from HSBC that
being fined $1.9bn for laundering millions of dollars for terrorists and drug dealers

had an effect on the numbers of customer accounts. What consequences arrive

% Fines by Office of Foreign Asset Control (OFAC). Lloyds Bank fined $350m in 2009 Standard Charter Bank fined $645m
in 2012; RBS fined $100m in 2013.

RBS Group were also fine £5.6m in 2009 by FSA/FCA sanction systems for not having adequate systems and controls in
place to prevent breach of UK financial sanctions.

%RBS sets aside £125m to compensate customers over computer glitch: www.bbc.co.uk/news

63



as a result of the above activity is yet to be seen. This author suggests, if large
financial institutions who do have the funds to spend on compliance costs are not
prosecuted, what sort of compliance regime will smaller entities put in place and

will they have the incentive to be compliant?

The above discussions have shown that organised crime, terrorist financing and
money laundering are inextricably linked. It is clear from the discussions that
money laundering plays a decisive role in the movement of money from both
organised crime and terrorism. Whether it is to clean money that has derived from
crime or move money for the purposes of terrorism or terrorist acts. The reporting
role that applies to financial institutions for reporting suspicions of money
laundering is vital to the success of prevention, detection and advancing
investigations in this regard. The effectiveness of the AML policy that directs
those rules has implications on organised crime and terrorism and becomes an
important driver in directing this research. The second part of Chapter 2 extends
the legal and regulatory framework to the literature debate on the measurement

of money laundering and the cost of the effectiveness of AML policy.

2.6 Literature Review

The choice of literature that has been viewed to develop this thesis has been

limited to two specific areas: literature surrounding research on estimations of the

scale of money laundering and literature surrounding the evaluation of the

efficiency and effectiveness of AML policy. This choice has been determined in

one respect by the research question; 3: KDW DUH WKH IDFWRUV WKD)
HITHFWLYHQHVV RI $0/ SROLF\ LPSéand Rhb®&lV byWheR Q L Q

literature available in this area. Much of the literature surrounding the
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effectiveness of AML policy implementation, is in fact part of a larger body of legal
and political work on the money laundering landscape. This includes but is not
limited to terrorist financing, organised crime and asset recovery. Some sources
simply describe the relationships between AML bodies, the bigger AML and
criminal justice framework, other sources focus on the implementation of AML
and compare it from one country to another. Finally, for the purposes of this study
a small group of authors explore the two areas mentioned above. It is this group
which is of greatest interest to this research and the discussions below largely
focuses on, with others mentioned as necessary. There were two key elements
to bear in mind when reviewing this AML literature: The prevention of money
laundering emphasises counter measures put in place to deter money laundering
and the second the detection of money laundering which relates to the
effectiveness of those measure in place (detection also includes the investigation

of money laundering).

The activities of money laundering and its role in concealing criminal or terrorist
funds is by nature, a secretive activity. This makes the estimation of money
laundering and the cost to society difficult to establish. Launderers do not appear
to record their criminal activities or keep books on the amounts of money they
obtain for laundering (Schott, 2006). In addition money laundering is a global
enterprise that to reliably estimate on a global scale would be problematic. 37 R
estimate risk, a figure for the total number of persons who launder money is also
needed. No such estimate is available, so an indicative calculation is all that can
EH RIIHeM@nd Reuter, 2006:363). Those difficulties have not however

prevented attempts to measure the scale of money laundering. See also, IMF
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(1998), Thomas (1999), Walker (1999a, 1995), Reuter and Truman (2004),

Schneider (2007), Unger (2007).

Evaluating the effectiveness of the AML regime also provides similar problems.
By using traditional or modern methods to assess the effectiveness of
countermeasures requires access to statistical output data. Researchers are
reliant on data from law enforcement, regulators and government departments
that is available and current. In addition the evaluation comes from assessing if
a reduction in money laundering activity has occurred. The inability to quantify
this sum creates difficulty in understanding the impact policies have had on
money laundering activity (Harvey, 2005; Vettori, 2013). See also Harvey (2004,
2005), Van Duyne (2006), Bosworth-Davies (2007), Ross and Hannan (2007),

Sproat (2007), Ferwarder (2009), Harvey and Lau (2009).

One common limitation within the literature is the lack of conceptual clarity in part
due to the inconsistent use or lack of guiding theories, models or frameworks.
The following sections will discuss the literature suggested within the current

research topic and apply the theoretical framework discussed in Chapter 1.

2.7 Estimating the scale of money laundering

Estimating the scale (or measurement of) money laundering is necessary as
Biagioli (2008) suggests because:

X It gives a measure of the phenomenon and its potential impact on the legal
economy, not only in terms of its power of influence on the economic and
financial system, but also in terms of stability of the system itself.
Separating legal money from crime money is one of the challenges here.

x It may influence risk assessment within the financial sector: such as risk

on financial products, financial transactions and customer due diligence.
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Exposure to particular country risks must also be taken into
consideration®’.

X By estimating the scale of the problem an evaluation of what
countermeasures to put in place can be made. This is an important aspect
of the evaluation as a balance must be made as to the measures adopted
and the cost of doing so.

(Biagioli, 2008:90).

In theoretical terms deterrence, rational choice and economic regulation all have
important roles to play in relation to the above reasons to estimate money
laundering. Theorists believe that crime is reduced through the use of deterrents
(Siegel, 2009; Nagin and Pogarsky, 2001). In AML the goal of deterrent is
channelled through the prevention of money laundering, regulation and the SAR
reporting regime. Criminals will think carefully before using the financial system

in both general and specific terms. As Lyman and Potter, 2009 suggest:

S'HWHUUHQFH WKHRU\ LV EDVHG RQ WKH EHOLHI W
think before they act, if the likelihood of getting caught and or punished

then deterrence theory holds that crime can be prevented by threat of
punishment...in addition the penalties should be severe enough that

WKHUH ZLOO EH QR UHSHDW RIIHQGHUV’

/\PDQ DQG 3RWWHUT

Similarly for all crimes including money laundering, the decisions in which
potential criminals make exemplifies the theory of criminality known as rational
choice (weighing up the benefits and consequences of action). People are free

agents who possess free will to make decisions regarding all aspects of their

S %UHQW SURYLGHG VLPLODU FRQFHUQV LQ GHYHORSLQJ KLV pILYH GLUHFV
laundering funds through economically developing countries.
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lives. Harsh and quick punishment is a deterrent policy in this area. 3, W LV OLNH
that the offender understands that his actions could result in his arrest and
SRVVLEOH LPSUyMAR ahe Rapék 2009:62). The benefits of the AML
regime to make it effective must exceed the costs of implementation and the
organisation should feel safer and protected from risk (Cornish and Clarke 2014).
Therefore a robust AML regime implemented with good supervision and
enforcement in the financial sector should make an effective deterrent to criminals
and prevent money laundering. In addition proper AML enforcement by financial
institutions can be a key stage for detection of money laundering. However such
evaluations as suggested by Biagioli (2009) can only be made if the estimations

of the scale of money laundering are correct.

There are no systematic estimates of the scale of money laundering either
globally or in the UK. The International Monetary Fund (IMF) in 1998 estimated
that the aggregate amount of laundered funds, globally to be two and five per
FHQW RI WKH ZRUOGYYV JURVV GRPHVWLF SURGXFW *'3
between US $590 billion and US $1.5 trillion (Schott, 2006). Walker (1998)
suggested US$2.85 trillion per annum. More recent figures suggest: Baker
(2005); US$1 trillion per annum and Reuter and Truman (2004); US$45-280
billion. For OECD countries Schneider (2007) estimated at US$1.1 trillion

(Biagioli, 2008).

The estimations above indicate the wide diversity in variables used or methods
chosen and in some cases suggest that these figures are based purely on
assumptions. These estimates do not provide any method of research that

identifies how the figures were obtained. 3 7KHUH LV D ODFN RI GHILQHG
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that has hampered pUHYLR XV HPSLULFDO UHQWahDDuynK et d WKLV
2005). It is acknowledged that some academics have criticised previous
measurement attempts. 37KH\ DWWHPSW WR PHDVXUH D IDWD PR
DLU WKDW JLYHV WKH LQVWaK BuyReQ206:2HIIXU ZVDWW Z'D QW
measure and model precisely and innovators want to measure the immeasurable

HYHQ LI WKHUH LV D(UddeY, RO :BZy This\whakes ¥Méidentification

of the correct variables for measurement more important. Thomas (1999)

criticised empirical approaches in measuring the grey economy (of which money
laundering plays a part) as measured without theory and urges for proper theory

that can be tested (Unger,2007:32).

However despite the criticisms above as Harvey (2005b) pointsout 37KH DODUPLYV
notion of the volume of money laundering being of major significance cannot be
REMHFWLYHO\ (H&ZE@ QB0QIAH B a consequence this research
examines money laundering measurement to identify appropriate variables,

based upon the characteristic indicators relevant to the UK landscape.

Whilst it is necessary to recognise the previous methods those criticisms do not
deter from the fact that the characteristics of money laundering and the various
features used are important. It is also important to recognise that previous
research was carried out outside the UK and some differences may occur. Whilst
section 2.3 discussed the various definitions of money laundering this research
will adopt the following definition of money laundering: S0RQH\ ODXQGHULQJ

SURFHVVLQJ RI FULPLQDO SURFHHGYV WARFGAMIXLVH WK
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Laundering the proceeds of crime will not amount to money laundering unless
that crime is listed in the schedule of predicate crimes for that purpose. Limitation
of the definition in this way is important because of the number of competing
definitions from various agencies and countries and the crimes listed in one
country may not amount to a laundering offence but would do so in another

FRXQWU\ ,Q DGGLWLRQ WKH WHUPV puVFDOH RI

PRQH)

ODXQGHULQJY ZLOO PHDQ PRQH\ REWDLQHG WKURXJK

through the UK.

$ GLVFXVVLRQ RI D QXPEHU RI WKH PHWKRGVeWKDW D

PRQH\ ODXQGHULQJY DUH S UlRsYrésBatch iskndtOneddingkd- O VW Vv

reproduce these models, the research will benefit by drawing appropriate themes
that can be identified as key determinants of money laundering. This includes but
is not necessarily limited to the following; a) Walker (1995, 1999a) who attempted
to measure the global cost of money laundering using a seven step model; b)
Thomas (1999) who looked to measure money laundering by looking at the

difference in the national economy between expenditure and income. c) Tanzi

(1996) who a used D PRGHO HénmardHoe curency approachy ZKLFK

suggested the more money that was hidden from view the more money should
be printed. d) Unger (2007) who conducted a study on behalf of the Dutch
Ministry of Defence based on a modified Walker model; e) Van Duyne (2006)
who conducted a study of money laundering and predicate crime in Serbia to
DWWHPSW WR LGHQWLI\ Wi Sthneidér @GoH)Quhid BtRQIREH 6
estimate the shadow economy/money laundering for 145 countries by linking the
study to capital flight (the hot money method); and g) Masciandaro (2007) who

conducted a study of money laundering from an economic perspective looking at
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the causes and effects of money laundering through a demand and supply

framework. A discussion of each of these methods are provided:

The following areas of research concentrate on estimations of the shadow
economy and referred to by Tanzi (1996), Thomas (1999), and Schneider (2007).
Shadow economy activity is known by various names: shadow, informal, hidden,
black, underground, grey, clandestine, and illegal and parallel (Fleming et al,
2000). Generally this refers to legal or illegal goods and services in the market
that escape detection in the official estimates of GDP. The majority of these are
based upon statistical discrepancies that are seen to occur in a number of
macroeconomic variables. The first is the data discrepancy approach described
by Thomas (1999). This measurement of money laundering is carried out by
using discrepancies in statistics or unusual value movements as one of the
indicators of money laundering. As described in Unger (2007) Thomas suggests
the shadow economy creates a difference between income and expenditure in
the national accounting figures. If expenditure exceeds income then the excess
must have been earned in the black market economy. The aggregate of people
cannot spend more than they earn. Thomas looked at the working population and
measured the difference between them and the official employment statistics. He

suggests the shadow economy is based on that difference.

Another method similar to Thomas (1999) above, by Tanzi (1996) used the
demand for currency approach. This approach like the Thomas discrepancy
model was used to demonstrate both the shadow economy and money
laundering. For the shadow economy he assumed that hidden transactions are

undertaken using cash in order to avoid observable traces for the authorities. An
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increase in the shadow economy would necessitate the demand for more cash
and hence increased the demand for currency. Tanzi calculated that even
accounting for natural demand such as income, price level, payment habits and

interest rates that any access could account for shadow economy growth.

The work of Schneider 2007 focuses on the estimation of the size of the shadow
economy. Similar work has been discussed above relating to Thomas (1999) and
further accounts can be found in the work of Masciandaro (2007). Although
Masciandaro uses what he terms a macroeconomic approach to analyse the
relationship between crime, money laundering and value. This approach extends
the theoretical model of Becker (1968) to one that includes disciplines associated
with economic, legal and social science approaches. In essence it shows that the
costs of money laundering activities depend on the effectiveness of the anti-
money laundering regulation. Transaction cost increase as the regulations
improve and enforcement is successful. The public benefits increase as each
improvement in the effectiveness of the AML regulation increases given its cost

(Masciandaro in Unger, 2013).

For Thomas a number of measures are taken, for example: the difference
between income and expenditures measures of GDP, the balance of payments
differences can be measured between capital inflows and outflows, money supply
differences can be observed between demand for, and supply of currency and

finally anomalies can be observed in price changes in properties.

Schneider (2007) measured the shadow economy using a DYMIMIC (dynamic

multiple-indicators multiple causes) model to estimate the shadow economy for
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145 countries. The benefits of the model approach considers multiple cause
variables such as: regulation, taxation and prosecutions for the shadow economy
and multiple effects such as: demand for money, less official growth and or
increase in crime rates. The choice of cause indicators are not reinforced
theoretically and this has already been identified as a weakness in many of the
methods used in measurement of the cost of money laundering. Statistical
analysis is then used to decide the groupings of cause and effect variables
(Unger, 2007). One of the interesting developments in this research will be the
impact offences such as counterfeit goods, cigarette and fuel smuggling and tax

evasion which are determined as criminal activity will dominate the discussions.

Walker (1995) provided the first recognised model to estimate money laundering

in and throughout Australia. He further extended his model to estimates of global
measurement of money laundering Walker 1999a, 1999b, 2002). His work is

described by Unger (2007) as most promising for global measurement of money
laundering. However his attempted to measure the extent of money laundering

occurring on a global basis has been criticised as using an ad hoc equation which

was lacking solid theoretical or methodological background (Reuter and Truman,

2004; Van Duyne 2006). However, 3, W VWLOO SURYLGHV D UHOHYDC
for further improYLQJ WKH PHDVXUHPHQW R (URGRr@BO7: 2P X Q GH L
Despite these shortcomings, this model (questionnaire material was supplied to

this author by Walker) provided a good starting point for this study. :DONHU {V
(2007) research was the first of its kind for global measurement of money
laundering and has since been used by other researchers in the same field. His

approach to quantifying money laundering applied a standard economic theory in

which he develops an international input-output model (Schneider, 2010). For the
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SXUSRVHV RI WKLV UHYV H Das$ kEntifatileN&fiabfeg tiaRcGuit ©e K

included in this study for research in the UK. Walker believed all crime was
relevant for measurement of money laundering as all crime could have some

monetary benefit that could be laundered.

Although Walker § was a pioneer study that measured money laundering for all
countries for the first time he relied on his own knowledge and experience to
calibrate his model which led Unger (2007), to suggest that his cryptic sounding
formulas were from trial and error estimation. Estimates were provided of the
proceeds from these crimes and the probability of them being laundered. An
attractiveness index was then developed that expressed the opportunities and
risks of financial institutions presented by each country. The model defined the
type of data and analysis required for global money laundering and suggests an
effective crime prevention strategy. The model however lacked valid data and
appeared to rely on the same information per country. Walker also relied on his
own low, medium or high scores to measure all crimes per country (Schneider,

2010; Reuter 2007).

37KH YDJXHQHVV RI VXFK HVWLPDWHYV
disagreements as to how money laundering is conceptualised,

as well as weaknesses in the techniques used to quantify it. As

a consequence, estimated changes in the volume of money
laundering cannot be used a s a measure for judging the
effectiveness of global anti-money laundering law enforcement
regime such that aggregate figures provide little added value for
SROLF\ PDNHUV’

(Schneider, 2010:474-475)
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Despite the criticisms Unger (2007) DUJXHV WKDW :DONHUYfV PRGHC
example of multiple frameworks of economics and criminology. She extends
:DONHUYVY PRGHO E\ DSSO\LQJ D WKHRUGQ®WH B pBDQX¥YGH
H*UDYLW\ PRGHOY 6FKQHLGHU th&éxpotfDwftond\ PR G K
one country to another. It calculates the GDP for both countries and the distance
EHWZHHQ WKHP 8VLQJ D PRGHUQ YHUVLRQ RI WKH pJL
of money laundering is factored on secrecy laws, attitudes to AML, corruption and
crime. The results suggested by Schneider (2010) provide plausible estimations
of money laundering and organised crime. The main benefit however is the first

theoretical foundation of the Walker model.

Van Duyne (2006) looked at the relationship between money laundering and
predicate crime in Serbia from (2000-2005) by hypothesising a link between crime
for profit activity and counter activities by law enforcement. He conceptualised
three categories of crime actually occurring, reported crime and sanctioned crime
or crime investigated and prosecuted. The study met with difficulty due to lack of
proper accounting records and crime recording in Serbia. The research was
widened to search for data by using case studies and surveys of various law
enforcement and government agencies to better determine the analytical work

that was carried out.

Keeping to the crime for profit theme the study also looked at the household
sector income and expenditure for evidence of the black economy. If the
household spend was systematically beyond its means then there were reasons

to speculate were the deficit came from in the event that it was not from savings.
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The third area that the study looked at was international trade flows, through
balance of payments data. It was in this area that he found major differences in
inflows and outflows, pointing to a number of countries identified as major
recipients of funds which could not be matched to any viable product or service
in term of imports and exports. Van Duyne supplied material to this author from

the above study, to assist this research.

Reviewing the above literature provided a broad scope of activity around
measurement of money laundering that identified activities for inclusion in this
research. Measurement of money laundering took into account macro activities
such as shadow economy and national accounting figures and micro activities
such as SAR process and crime types. Some of the difficulties identified in both
areas relate to reliability of data, access to data, theoretical underpinning and

guesstimates.

J)LQDOO\ puPHDVXULQJ PRQH\ ODXQGHULQJ DW D (XURSFH
by the European Commission to Eurostat in 2010 has produced, for the first time,

up to date data on AML activities.

37 K ld¥eper and more evidence-based knowledge has the

potential to enrich analysis of the phenomenon and thus to

enable a first cost/benefit analysis of national and European anti-
ODXQGHULQJ VA\VWHPV :KLOH WKLWemvV WKH &R
ambition, it will however take some years to implement, as the

cost/benefit issue is complex and has barely begun to be
HI[ISORUHG DW LQWHUQDWLRQDO OHYHO"

(Eurostat, 2010:4)
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2.8 The cost and effectiveness of AML policy

The measurement of money laundering and the cost and effectiveness of AML
policy are inextricably linked. This section provides an extension of the work on
estimations on the scale of money laundering. The priority for the UK government
is that effective AML legislation will make the UK less attractive to money
laundering activity. As far as preventing that activity is concerned much of the
emphasis in AML policy has been placed on the role of financial institutions and
their money laundering compliance regime. However the effectiveness of AML
policy also impacts on the success of the enforcement authorities at detecting
and prosecuting money laundering. As such some discussion will be directed
toward the relationship between financial institutions and law enforcement
through the SAR regime. As money laundering activity continually evolves it is

important to get a current perspective of this phenomenon.

Direction from FATF in assessing the effectiveness of AML/CTF, emphasised the
extent to which financial systems and economies mitigate the risks and threats of
money laundering, financing of terrorism and proliferation. FATF suggest this
assessment could be related to (a) policy or legislation; (b) a law enforcement
initiative; or (c) implementation of a specific set of measures to mitigate those
risks FATF, 2013). FATF describe the purpose of assessing the effectiveness of
country by country AML/CTF, that 3) LQDQFLDO V\VWHPV DQG WKH EL
are protected from the threats of money laundering and the financing of terrorism
and proliferation, thereby strengthening financial sector integrity and contributing
WR VDIHW\ D QGAMHIOXIANUWAS Ferwarder (2008) suggests FATF
recommendations should provide a country with a complete framework for

successfully combating money laundering. )RU H[DPSOH D UHVSRQVH W
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DQG VKDPHY WK UH D W-campligh Jounmiies @RQ1 had a positive
effect. The response being that 50% of those countries reviewed their
international compliance standards rather than face the cost to reputation by

being non-compliant (Reuter and Truman 2001).

As outlined in the introduction there are a number of prominent academics who
have conducted research in this area of AML risk. The following literature
discusses the roles of the financial institutions and their responsibilities in terms
of compliance policy, and how the integrity of the financial system and reputation
of financial institutions impact on those roles and responsibilities. A further
examination will draw inference from those discussions and examination of the

effectiveness question of AML policy.

Reuter and Truman (2005) have questioned the extent to which AML controls has
reached prominence since September 11, (2001) in USA and globally. As a result
Rl WKRVH FR Qv W&l G\helsyskenmudoing " n response they suggest:
37KH VXFFHVV RI WKH V\VWH® by Ko X0 @k it EEHuddst@dey
laundering but by how much it reduces the activities of money O D X Q G fReute® J °
and Truman, 2005:58) The AML system itself may deter activity that would
otherwise be reported but what can also occur is a change in method to launder
that money (such as a much more hands on approach by drug traffickers to use
cash couriers). The consequence is that the choice to complete the activity is
made more difficult as the risk of detection is increased by this change in method.
Weighing up the benefits and consequences of the action are traits of rational
choice, whether the criminal takes into consideration those risks is determined by

many reasons. Lyman and Potter (2007) suggest crime is committed for political,
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economic, psychological, social and physical means. Organised crime and
financial incentives play an important role in determining whether a criminal will
engage in crime (Akers, 1999; Lyman and Potter, 2007). However, Wright, (2010)
would argue that the choice to commit crime has to make two further
considerations: 1. Many criminals when committing crime are under the influence
of alcohol or drugs and with this temporarily impaired incapacity cannot make
rational choices. 2. Most crimes including serious ones do not occur penalties as
they do not result in an arrest or conviction, therefore the effect of deterrent

through severity of punishment is reduced (Wright, 2010).

Research by Ferwarder (2009) questioned if AML policy reduced crime. He
developed a theoretical model which suggested the criminalisation of money
laundering had a negative effect on the crimerate. +H H[WHQGHG % HFNHU
MHFRQRPLFV RI FULPHY PRGHO ZKLFK H[SODLQV FUI
assumption of rational choice to include the effect of money laundering. This
extension suggests that anti-money laundering policy deters potential criminals
from committing money laundering and crimes in general. Using indicators drawn
from AML policies and mutual evaluation reports of the World Bank, FATF and
IMF for 17 countries he concluded that 3$0/ SROLF\ GHWHUV SRWHQWLD

illegal behaviouU DQG WKHUHIRUH O RRervaErderF2009P 323 DWH V'’

Reliance on the results of this research however lie with the quality of the

evaluation reports used for development. The FATF in April, 2009 reviewed and
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re-issued the assessment criteria for evaluating money laundering®® which

suggested the previous criteria was somewhat flawed.

Ferwarder further concludes by suggesting the quality of the evaluation reports
from FATF and IMF could be improved in the future to further improve the results
of the research methodology. This however does not detract from the importance
of the evaluation reports as Dawe, presented in Unger (2013) also used the World
Bank, IMF and FATF evaluation reports for all countries as benchmarks for
conducting a National ML/CTF risk assessment. The results also fall in line with
the work of Chong and Lopez (2007) who found that tougher money laundering
regulation that criminalise feeding activities and improve disclosure are linked to
lower levels of money laundering. Although there is little work focusing on the
theory of optimal money laundering regulation, the theory of regulation in other
areas such as crime and the regulation of legal markets can help formulate

testable theories about money laundering regulation (Chong and Lopez, 2007).

The effectiveness of AML policy can also be related to cost and benefits of the
regulatory system itself. Concerns have been expressed by financial institutions
about the cost of AML compliance and the benefits from such a compliant process
(Bosworth-Davies, 2007). And as Harvey (2005) points out little has been done
to properly assess the extent to which those measures are effective or
appropriate. Costs can relate to tangible operating costs such as physical
resourcing for the compliance regime. Benefits can relate to the success of the

cost-flow such as intangible reputational benefits from customers and

38[www.fatf-gafi.org] FATF reference document. AML/CTF Evaluation and Assessments. Handbook for Countries and
Assessors April (2009).
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competitors and to the tangible benefits from avoiding sanctions and fines for not
complying with the regulations. Frustrations would suggest a conflict in the roles

between their commercial interests (such as servicing the needs of clients and

FXVWRPHUV DQG EHLQJ JRYHUQP Hiamey, 2084 8L G SRC

2007).

Theoretically, as crime theory would suggest it is impossible to eliminate criminal
behaviour completely, so in relation to financial crime an equilibrium situation is
required were the costs equal the benefits. Similarly from an economic crime
theory perspective investing in the system should reap greater benefits than an
alternative method. For AML the benefits of devoting resources to a system of
prevention should be greater than devoting resources to another activity (Biagioli,

2008).

The balance it would seem has to be drawn between the requirements of having
a robust compliance system that thwarts the efforts of criminals and terrorists to
launder money, and the cost of complying with those regulations. A third need
arises that relates to the same financial institutions that police the AML system

as Reuter and Truman (2005) have noted:

37KH $0/ VA\VWHP KDV ZRUWK\ JRDOV EXW LW DOV
FRVWY 7KH REYLRXV RQHV«JRYHUQPHQW HJ[SFH

SAR programmes (are a small part) Firms subject to the
reporting requirements have to invest in systems to identify
customers and transactions and to deliver reports. They in
turn subject customers to costs and inconvenience by

UHTXLULQJ DGGLWLRQDO LQIRUPDWLRQ DQG WL

(Reuter and Truman, 2005:59)
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The interest from the financial institution perspective surely has to relate to a
business decision to manage risk within their institutions. That risk relates to
damage to their reputation and integrity by failing to comply with the AML
regulations. Further, they risk fines and sanctions from the Financial Conduct
Authority (FCA) if found to be failing in their task or in breach of their obligations.
Risk in AML activity as suggested by Harvey (2005) impacts on the reputation
and integrity of the financial system. To evaluate the effectiveness of those rules
DQG UHJXODWLRQV +DUYH\ VRXJKW WR HYDOXDWH X
reputation, such as, SARs, prosecutions and asset recovery. Ross and Hannan
(2007) identified risk as appearing as an explicit AML regulatory consideration
from the revised FATF recommendations in 2003; specifically recommendation 5
which stated that financial institutions should apply customer due diligence
measures on a risk sensitive basis depending on the level of customer and
transaction (FATF, 2003). Recommendation 24 follows this up by implying that
countries should extend AML/CTF monitoring and compliance to designated non-

financial institutions on a risk sensitive basis (Ross and Hannon, 2007).

The AML/CTF strategy recommended by FATF in 2003 would allow financial
institutions and reporting entities to self-regulate based on a managing risk
model. Each area of their business could be assessed for risk and action taken
to mitigate that risk. Considering that the priority for money launderers is to look
for weaknesses in the financial system a risk strategy would put in place

mechanisms to continually review all the systems.

FATF acknowledges the difficulties of applying risk-based concepts to AML/CTF

domain as described by Dawes (as cited in Unger, 2013): that money laundering
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and terrorist financing are difficult to record as they maintain many processes
hidden from normal activity. (Dawes, as cited in Unger 2013). Dawes further
suggests that different stakeholders in AML/CTF communities see money
laundering (ML) and terrorist financing (TF) risks from different perspectives. By
building on the business model of risk using key indicators of threat (demand for
money laundering), vulnerability (structures, processes and weaknesses in the
AML system) and consequences (cost, damage to reputation) a build-up of
information on typologies, case studies, money laundering methods and patterns
could be developed and continually reviewed for use in assessing customer
business and transactions (Reuter and Truman, 2004; Fleming, 2005; Bosworth-
Davies, 2007; Ross and Hannan, 2007; Dawes in Unger 2013). For this model to
be successful would need the co-operation of the regulators and three conditions

of risk in place:

a) Agreement about the risk being decided upon

b) Must be an explicit agreed model of the attributes that will contribute to
the assessment of risk

c) Those responsible for delivering and refining a risk based decision model
must have access to knowledge about the outcomes of assessment

(Ross and Hannan, 2007:110)

The outcome from this model does not accurately equate with the results of
+DUYH\YVY REVHUYDWLRQV KRZHYHU WKHUH DUH VRPH
reduction in costs if specific areas of high risk are targeted than lower risk areas,
/[HVV pGHIHQVLYH UHSRUWLQJY DV VWDII EHFRPH PRU

laundering trends and most importantly reputational risk becomes a factor of all
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the reduced risk. Many previous reviews of the AML/CTF regime have criticised
the degree of exchange of information and co-operation between law
enforcement agencies, regulators and financial institutions (KPMG, 2003;
Fleming, 2005; Lander, 2006). The benefits from improved relationships,
improved feedback and communication include greater quality SAR reporting,
more effective matching of data and overall general performance of reporting
entities (Ross and Hannon, 2007; Unger and Van Wararden, 2009; Van Den
Broek, 2011). Any criticism from the use of this model could potentially come
from small or medium size businesses who have been caught by the expanded
regulation to report. Cost to these entities may be more visible and less attention
paid to risk which makes them more vulnerable to being targeted for money

laundering.

The ideal measure of success of the above model would be a reduction in money
laundering activity. However as previously suggested it is difficult to quantify the
amount of money laundering activity. As a result given that by its very nature, it
is clandestine it is also difficult to quantify the deterrent effect of those procedures
on that activity. Money laundering activity could be effected by the expansion of
the reporting entities. It could be anticipated that more SAR reports would
generate an increase in convictions and asset recovery and therefore provide a
prevention and deterrent effect to criminal launderers (Harvey 2007).
7TKHRUHWLFDOO\ WKH PRGHO E\ IROORZLQJ W Kokt

and risk to the launderer. In reality the cost of the regulation follows Stigler (1971)

HHFRC

DQG %WHFENHUSYV SRVLWLRQ E\ WKH LQVWLWXWLRQ

and ultimately any benefit going to law enforcement and government. Much of

the discussions above suggest the consequences are correct in that the private
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interest frustrations of regulated entities surrounding cost and potential reactions

are counterproductive (Unger 2013).

While deterrence is most often associated with crime control it is also a major part

of regulatory enforcement (Clarke, 2000; Simpson, 2002).

3$ FULPH FRQWURO PRGHO FDQ LQYROYH FRQ
conduct and remedies through rehabilitation, restorative justice

and mediation. Deterrence, incapacitation and rehabilitation are

DOO FRQFHUQHG ZLWK IXWXUH FRQGXFW«GHWF
with a crime control strategy, and regulation are part of an overall

enforcement strategy emphasising crime prevention and
GHWHUUHQFH"

(Croall, 2003:47)

Money laundering is harmful, it makes crime pay, alters the cost/benefit
calculation of those engaged in crime and encourages crime activity (Becker,
1968). In order to protect citizens governments act on behalf of society, the
economy and politics and require information from the private sector. The legal
framework for money laundering (POCA) that applies to the UK has already been
discussed in Chapter 2a. This sets out the criminal and regulatory requirements
for both law enforcement and regulated institutions for reporting suspicions of
money laundering. This responsibility places on regulated entities an external
policing role in which they would have to monitor and report upon the activities of
their customers. Levi (2007) suggests *KDYH EHHQ LQYR@e QW DULO\

EHFRPLQJ XQSDLG DJHQ¥Wi200V- WX H VWDWH’

Much of the debate surrounding regulatory control in AML exists with the

influence from regulators, namely the FCA (previously FSA). Regulatory
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enforcement is generally related to co-operative compliance strategies which
includes persuasion, education and advice. This is in contrast to the policing style
that emphasises conflict, arrest and prosecution (Croall, 2003). Some suggest
that regulators in AML arena have too much power and that supervision of
financial institutions becomes intrusive, cumbersome and controlling (Bosworth-
Davies, 2007). The main question that arises from this regulatory controlis 3+ R Z
much of compliance co-operation from financial institutions is down to integrity,
reputation, cost, customer care concerns or keeping ourselves right ffor the

UHJXODWRU"™"

The last decade has seen many fines and sanctions against financial institutions
for banking and compliance failures (provided at section 2.4)3°. The fear is that
due to the build-up of fines against financial institutions that the above statement
is true. The implications of which mean an increase in poor quality reports and a
disgruntled less motivated partner in the fight against money laundering and
terrorist financing. From within an economic paradigm of welfare economics the
role of the regulator is to act in the public interest (Ricketts, 2006). One has to
question if the public interest is foremost in their minds if their behaviour has a
negative impact on the prevention and deterrent effect of money laundering
DFWLYLW\ ,Q DGGLWLRQ 7DNDWYV sAdtde Ak HHYVY W
to report transactions which are less suspicious, argues that there should be a
reduction in fines for non-compliance and a levy for all reports made (in other

words charging banks to make reports).

3% The most recent fines:
16th June 2014 +*Credit Suisse International £2.4m Misleading financial promotions
16th June 2014 *Yorkshire Building Society £1.5m Misleading financial promotions
23rd May 2014 +Barclays Bank £26m Gold fixing
23rd January 2014 tStandard Bank PLC £7.7m Anti Money laundering failing
For further detais see: www.fca.org.uk
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The public interest argument can be compared with the policy to prevent money
laundering from a good governance perspective. Tensions identified by Van Der
Broek and Addink (2011), relate to legal rights of clients over reporting information
and client confidentiality and the replacement of the rule based approach to a risk
based approach that requires active participation from institutions. This change
from more government led design and functioning of rules in the rule based
system has developed to a dilution of the public and private sectors that can

impact on preventative accountability.

Harvey and Lau (2009) from interviewing compliance officers expected a positive
correlation between compliance and reputation however, found the opposite in
that respondents suggested that compliance was driven by fear rather than as a
benefit to the bank. Harvey and Lau also found that disclosure of the costs of
compliance in annual reports was frowned upon due to the potential backlash
from shareholders. The above points to a move away from the role of regulators
as acting in the public interest to improve overall allocative efficiency, to acting in
their own best interests (Ricketts, 2006). This can be further examined by

considering the concerns of Bosworth-Davies who imparts:

3,Q P\ FRQVLGHUH teM is ébddlurety @oNpossibility or
likelihood whatsoever that any banker of stature in the financial
sector will ever be prosecuted for money laundering in the UK.
We may have to face the possibility of difficult regulatory findings,
but no-one in my circle believes that the government will bring
criminal charges against the board member of a leading British
EDQN«’

(Bosworth-Davies, 2007:196)
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Protection of bankers is one of a number of points Bosworth-Davies makes in
relation to government influence in AML activities. He points to government
wanting reporting entities to go beyond their statutory duties by reporting
suspicious activity reports (SARS) as opposed to suspicious transaction reports
(STR). This he suggests was in order that governments get more information on
tax offences and offshore movements of funds. Which they were unable to obtain
from voluntary disclosure. The above would indicate a manipulation of the AML
regime, not to prevent or deter money laundering, but to provide a *PHDQV RI
providing government with greater access to information about tax evaders and
others who seek to keep their assets out of the reach of the government, the so

called, undeclared econo P L F D F {Bo&noktt\Davies, 2007:207).

In light of the above comments it is evident that to effectively fight money
laundering governments need to be able to distinguish between normal, healthy,
financial transactions, from those that hide profitable, criminal activity. In terms of
money laundering transactions the exchange of information between the private
sector and public sector is crucial. Good quality reports from financial institutions
are essential for law enforcement to analyse, develop and follow up. Economic
theory suggests if one group has more or less information than the other then the
system skews. As markets should be efficient distortion as in this case occurs
with the imbalance of information. Imperfect information then causes power
imbalances and distorts the market (Wilson, 2008). In AML the co-operation and
coordination of investigations relies on the FIU capacity to transform SAR
information into intelligence. According to Deleanu (as cited in Unger, 2013) the

danger is the balance of power has changed to law enforcement from the private
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sector and the product (intelligence) could be used by governments for purposes

other than the prevention and detection of AML offences.

Pressure is placed on financial institutions to conform to government legislation
through the regulatory authorities. In some respects as suggested above this is
seen as being done for economic reasons as opposed to social welfare reasons
of crime prevention and deterrent. Whether those institutions would consider their
reporting role and the cost of that role if regulation was not in place, remains to
be seen. However, 3LW LV WKH UHVSRQVLELOLW\ RI UHSRUWL
assess the money laundering risks and take measures to manage and monitor

thos H U L {BNtigh Bankers Association, 2006:129).

2.9 Research Gap

The research gaps referred to in this section are drawn from observations from
existing empirical literature that have been reviewed to answer the research
question: 3:KDW DUH W Khat inDuen¢drtbleveffectiveness of AML policy
LPSOHPHQWDW 2RI authovh&sHho8found previous research that sets
out to discover the influencing factors in AML policy implementation. To clarify
this statement, AML is a very wide subject area and there has been much
valuable research conducted from which this research has drawn. The previous
sections have described the money laundering landscape in terms of both the UK

and from a global perspective.

The concept of money laundering and the legislation and regulation that

encompass it have evolved substantially over the past decades. Academics have
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questioned over that time the adequacy and relevancy of the policy regarding
money laundering (Levi and Osofsky, 1995; Van Duyne 2006; Harvey, 2008;
Ferwarder, 2009) to the extent that it is enforced by both the regulated industry
and law enforcement. Levi and Osofsky (as others) emphasised the need for
greater communication between policy makers, legislators and practitioners, to
ensure there were no practical holes causing unnecessary obstacles, to attain
the goals of underlying confiscation legislation (Levi and Osofsky, 1995;

Bosworth-Davies, 2007; Ross and Hannon, 2007).

Bell (2007), evaluation of the UK, Proceeds of Crime Act (2002) sets the scene,
that puts into context the subject of this research, the findings from this research,
and the contribution that this research will achieve by filling those gaps. Bell
suggests 3 7KHUH LV QR JURXS ZKLFK SHUIRUPV WKH UROH

leJLVODWLRQ DQG PDNLQJ UHFRRABH,Q@WPARLRQV IRU FKD

This research makes a substantial contribution to knowledge and enhancement
of theory, by following a robust, methodology that incorporates significant
stakeholders in the AML environment. This research becomes the voice that Bell
refers to; of the stakeholders in AML and the identification of underlying issues

and the drivers of future policy (Bell, 2007).

The research gaps referred to in this section can be divided into two areas. The
first relates to lack of theory that underpins the relationship between crime and
policy in AML. This view has been acknowledged extensively: Levi (2005), Van
Duyne (2006), Reuter (2007), Unger (2007), Harvey (2009), Verghage (2009),
Schneider (2010), The second gap identified relates to knowledge through lack
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of access to data. Previous research has acknowledged the difficulties of
REWDLQLQJ DFFHVV WR H[SHUWYV NQRZOHGJH DQG H]
statistical data (which in many instances is unreliable, out of date or missing) Van

Duyne (2006), Ferwarder (2009), Verhage (2009).

There is a lack of literature available on the link between money laundering crime
and policy of which to draw relevant theory. A reason may be that AML is a fairly
recent research subject that has not yet established an appropriate theoretical
footing in which to bed the research. Many recent studies around AML appears
to concentrate on the success or failure of the money laundering concept.
Academics have looked to try and evaluate that success or failure through studies
linked to the measurement and cost of money laundering. Other studies reflect
on designing economic models to interpret guessed and suspected effects of
money laundering and the costs and benefits of regulatory compliance. Further
studies incorporated the risks and benefits in AML/CTF compliance with the
justification for compliance costs based on asset recovery strategy. Some of the
above research did not assume any theoretical position while others applied their
own thoughts to what was relevant. The scale of money laundering dominates
the literature and it is from this aspect that research gaps relating to theory are

drawn.

It is assumed that measuring the scale of money laundering at regular intervals
would give an indication of the effectiveness of the AML regime. Much of the
literature around the area of money laundering measurement focuses on varying
methodologies and the identification of significant variables. Harvey (2004).

Walker (1999, 2004, 2007), Van Duyne (2006), Unger (2007).
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:DONHUYV ZRUN LQ PHDVXULQJ WKH FRVW RI PRQH\ OL
academic thinking and criticism. Criticism relates to two areas: the first relates to
the approach used (Reuter 2007, Schneider 2010), due to the perceived lack of
theoretical underpinning for the research and the second to the methodologies
used to measure money laundering (Unger 2007, Ferwarder 2009). Describing
:DONHUYV UHVHDUFK 8QJHU ZKR LV DWW RQJ C
suggests most literature on money laundering is pure speculation and without

solid empirical background.

More recent empirical work on the effectiveness of AML policy embraces models
of econometrics, based on a cost/benefit approach such as rational choice utility
model. This provides a new perspective on the economic analysis of money
laundering Masciandaro, (2004, 2007), Takats and Unger (2007), Ferwarder
(2009), Schneider (2010). The methodologies used to measure money
laundering appear to have taken on a mainly quantitative route although some
authors such as Fleming who looked at asset recovery effectiveness used mixed
methods of quantitative survey and statistical data analysis and qualitative
interviews. Biagioli (2008) suggests that quantitative issues raised by anti-money
laundering have not found answers « #ve have to invest in looking for new and
PRUH HIILFLHQW RQHV«WKURXJK EXLOGLQJ LQWHJUD
PHWKRGRORJLHV FDQ ZH WDFNOH LVVXHV RI PHDVXUH

(Biagioli, 2008:94).

One of the main difficulties acknowledged by those conducting research in AML

relates to getting access to data from experts (Verghage, 2010, Van Duyne
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2006). It is with this criticism in mind that questions the validity of previous
research ifthe GDWD ZDV Q fViandbyibgk D uedton the vagueness of
estimates of the scale of money laundering and generalisation of results for
interpretation (Schneider, 2010). In light of this, such estimates cannot be used
as a measure for judging the effectiveness of AML policy. With this in mind, the
strategy employed in this research has been formulated to close the gap that
hindered previous research in this area. This includes gaining access to key
expert groups from the AML industry. The research strategy is fully discussed in

Chapter 3 and can be viewed visually on Figure 3.1.

The literature is also sparse in describing and communicating the relationship
between the above key agencies and subsequently a void is produced in relation
to understanding the experiences and activities within the bigger AML picture.
(Levi and Reuter, 2006, Verhage, 2009). Table 2.1 provides a summary of the

research gaps:
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Table 2.1 Summary of research gaps

Research gaps Relevant authors

Theory
Schneider (2010) Harvey (2009)

x Based on lack of underpinning
theory Verhage (2009) Reuter (2007)

X Based on extension of deterrence Unger (2007) Van Duyne (2006)
and rational choice theory and
economic regulation theory Levi (2005)

Knowledge

x Based on lack of data available Harvey (2009)
previously

Verhage (2009)
X Based on use of key stakeholder

groups Ferwarder (2009)
X Based on robust methodology

strategy Van Duyne (2006)
X Based on inclusion of ex- Fleming (2005)

offenders data

Data in this research comes from a unique mix of key stakeholder groups: law
enforcement, prosecutors, accountants, money laundering reporting officers
(MLRO ¥ and ex-offenders which has not been recorded previously in this area.
The research extends to mixed methods of data collection as previously outlined.
Capture of the data from these groups will enhance knowledge and provide a
unique insight into the relationships between the anti-money laundering and

crime fighting agencies in the UK.

40 MLRO refers to Money Laundering Reporting Officer
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2.10 Chapter conclusion

This Chapter in order to answer the research question 3:KDW DUH WKH IDFWHF
LQIOXHQFH WKH HIIHFWLYHQHVV Rl $0/ SR&dduttdc PSOHF
map the AML landscape and present a picture of how it has evolved over the past
two decades. Legislation and regulation has been extended and enhanced to
deal with economic, social and environmental changes that impact on society on
a global scale. The UK has its own comprehensive legislation comprised of the
Proceeds of Crime Act (2002) and Money laundering Regulations (2007). Further
terrorist legislation compliments the primary legislation and in some cases is in-

corporated into it.

The sections in this chapter have described the various components that under-
lies AML and AML policy and discussed the practical implications of those com-
ponents. The introduction at section 2.1 set the scene by introducing an overview
of the chapter, this was followed at section 2.2 by a closer look at how money
ODXQGHULQJ KDG HYROYHG VLQFH WKH TV DI G WKF
to the money laundering offence itself. Discussion in this section also provided a
description of the money laundering process and a hypothetical scenario was
introduced to help explain the reporting process. The impact of the FATF was
discussed and how recommendations from that organisation are incorporated
into legislation around the globe. The importance of the FATF role in setting AML
policy should not be underestimated. The EU follows FATF recommendations
and issues directives to its member states to compliment legislation and enhance

regulation.
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Defining money laundering has its own difficulties as shown in section 2.3. Many
definitions exist and issues of what crimes are predicate crimes for money laun-
dering differ from country to country. Harmonisation of predicate crimes is identi-
fied as a necessity to improve co-operation and corroboration across jurisdic-

tions.

The link between organised crime and terrorism has been thoroughly discussed.
Section 2.4 has shown that both types of organisations are involved in crime ac-
tivity and require to launder criminal funds. Reference has been made that de-
scribes the move from terrorism to organised crime due to the military type struc-
tures already in place. The link between the groups in terms of loyalty to each
other makes these groups difficult to penetrate. Further discussion explains why
terrorist financing was included in the money laundering legislation and what con-
stitutes an offence. Some examples of the type of offences committed by these

groups are presented.

Section 2.5 discusses the UK experience for anti-money laundering and concen-
trates on the POCA legislation and money laundering regulations. Aspects of the
deterrent effect of the legislation is presented including the dual penalties of sen-
tencing and confiscation. Some debate exists about the incentivisation scheme
and that the benefits of asset recovery will not reach the intended heights ex-
pected by government. Some suggestion is made that the cost of policing the
money laundering regulations outweigh the benefits returned through asset re-
covery. Recent fines for regulatory and compliance failings on a number of large

banks was also discussed. With no prosecutions pending this action undermines
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the very purpose of the legislation which was designed to prevent money laun-
dering activity, and questions the message this sends out to other smaller report-

ing entities.

The second part of Chapter 2 offers the literature review. The introduction at sec-
tion 2.6 is followed by a discussion of the scale of money laundering in section
2.7. This section explains the clandestine nature of money laundering that makes
it a difficult activity to measure. The section goes on to discuss how several aca-
demics have attempted to measure the scale of money laundering and the vari-
ous techniques used. Criticisms of the methods used are presented, however

estimations are accepted as a best guess from a difficult subject area.

Section 2.8 discusses the efforts made to understand and evaluate the effective-
ness of AML policy. Much is made of the risks associated with money laundering
and how those risks impact on AML activity and the reputation and integrity of the
institutions themselves. Further discussions are directed to state involvement in
manipulating regulatory activities to suit indifferent needs and regulatory influ-

ence through sanctions and fines.

Section 2.9 discusses the identification of research gaps in the literature that lead
to the contribution of this study. Gaps were identified that contribute to both theory
and knowledge in AML research. Gaps such as, the lack of theory in previous
research in AML which is acknowledged as missing and knowledge gained
through the use of methods that can draw unique data from key experts that in-

clude ex-offenders. The chapter conclusion at section 2.10 is presented.
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Chapter 3: Research Methodology

3.1 Introduction

The aim of this chapter is to explain and substantiate the research framework
used in this study. The next section outlines the framework and strategy for this
research followed by the research questions. Following a review of the literature
and the identification of the research gap in chapter two, this chapter will discuss
the research philosophy and the various epistemological and ontological
assumptions that led to a Pragmatic approach, as the choice appropriate for this

research. The methodological strategy is then described.

Section 3.4 commences with an explanation of the 4 phases of enquiry that use
qualitative and quantitative approaches to address the research question. This is
followed by a discussion surrounding the ethical considerations in this research.
Section 3.5 discusses the use of mixed methods using qualitative methods of
enquiry with expert focus group interviews and quantitative methods of enquiry
using questionnaire surveys. A discussion on the choice of sample and the
administration of the data collection process is presented which is followed by the
method of analysis and the importance of establishing validity and reliability in the
research methods. Figure 3.1 presents a visual image of the research framework

Chapter.
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Figure 3.1 Visual presentation of the Research Framework
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Figure 3.1 describes the sequential nature of the research design and how each
phase leads and informs the next phase. The research follows a carefully
constructed strategy that has been designed to overcome the difficulties
highlighted and discussed in the literature review in Chapter 2 referred to in Table
2.1. How we conduct research is influenced by our own assumptions of how
knowledge is obtained (we assume information exists to be collected and we
assume there is a link between that data and knowledge). Those assumptions
then influence the choices we make as to how our research will be conducted.
Although it is not always obvious what data is needed or what data can be
obtained, the relationship between the research question and the knowledge
required to address that question should follow approaches and techniques to

better understand the research problem.

Justifications of the techniques used however, need to be made in light of those
assumptions of how we see the world and our theoretical perspective (Saunders,
2007; Cresswell, 2007; Pole and Lampard, 2003). In doing so this research
IROORZV WKH DGRSWLRQ RI &URWW\(V IRXU TXH
figure 3.2, were competing approaches are informed through their ontological,
epistemological and methodological positions. Each element informs the next
with the choices of methods being applied. The framework has been expanded
to include the ethical considerations that became so prominent in this research

and will be discussed later in the chapter (Cresswell, 2003).

3.2 Ontology; Epistemology; Methodology

Considering HDFK SRVLWLRQ E U ot b@n viev@MhR rataré ofireality

R U E H&&dders, 2007:1) and the researchers assumptions about the way the
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world operates, 3SFODLPV DERXW ZK D \{Crdasswell, QB02:6) kaal hiaw
we make sense of it. Ontology therefore informs the methodology of 3ZKDW

SURFHVVHV WKH UHVHDUFK VKRXOG IRFXV RQ”

Figure 3.2: Elements of the research framework

KEdK>K'z
W/rd DK>K'z
D d,K K>K'z

(Crotty, 1998:4)

Epistemology is related to knowledge S KRZ ZH NQRZ ZKDWCradtty, NQRZ"
1998:8). Knowledge for everyone is consumed by theory and beliefs we have of
the source and construction of knowledge. Epistemology is therefore concerned
with providing the philosophical grounding to ensure that the decisions we make
about knowledge choices are sufficient and reliable. (Crotty, 1998; Saunders,
2007). Epistemology therefore informs the methodology about 3ZKDW NLQG R

NQRZOHGJH WKH UHVHD UP#leRKRYDG206FE XV RQ”
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Crotty (1998) recognises that ontology and epistemology are dependent on each
other and difficult to separate when discussing SWKH FRQVWUXFWLRQ RI
(ontology) and 3WKH FRQVWUXFWLRQ RI OepRtdrbo@gyp dsXO UH

separate concepts. Both therefore tend to merge together.

Methodology as in epistemology plays an important role in distinguishing the way
the research is conducted by combining the way we think and act to the way we
gather knowledge Pole and Lampard (2002). The methodology is viewed as the
gateway to knowledge for the research and becomes the strategy or action plan
for the choices of methods made to gain that knowledge and achieve the
objective of the research Crotty (1998). Section 3.3 further explores how
Pragmatism combines the three elements, ontology, epistemology and

methodology.

3.3 Pragmatism

It is difficult to envisage a strategy or research design without consideration of
ontology, epistemology and methodology as briefly described above. In addition
the research question underpins the thought processes around those three
areas. Research is carried out and informed by considering the background of
theory, methodology assumptions and choice of methods (Crotty, 1998).
Methodology and methods choices are based mainly on the nature of the
research question. However methodological choices need to be justified; based
on a set of assumptions about the philosophical position of the researcher; the
subject question and integrated into the research design (Bryman and Bell, 2007;

Saunders et al, 2007). With reference to this thesis that question is:
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3: K D We tbedUFactors that Influence the Effectiveness of Anti-Money
IDXQGHULQJ 3ROLF\ ,PSOHPHQWDWLRQ LQ WKH 8.""

7KLV DXWKRU DGRSWV UHDOLVW R QRtaBmaisin\” IQYGVWKKH
epistemological position for this research. There is a benefit to the role and place

for realistic pragmatism in mixed method research (Lipscomb, 2011). The term

3R Q W Ri®tRelstudy of 3 E H L €eadting both the study of 3Z KD Wand VZ KD W

H [ L Vahdvthe study of 3ZKDW LW LV W ECrétyl, 1998} Lisvisovi VE004).

The combination of knowing 3Z K D Woritdlogy) and 3 ZKDW LW PHDQV WR
(epistemology) sit within the research framework to drive the methodology and

methods strategy (Crotty, 1998).

There are many ontologies and epistemology perspectives however realist
ontology accepts that a reality does exist and that this is independent of any
cognitive process (Crotty, 1998). This research will benefit from realist ontology
as the researcher accepts the existence of the situation that created the research
qguestion. For example that AML policy was created as a result of human
interaction, that through observation and interaction the stakeholders construct
the situation that allows them to manage their role within that framework. As
Crotty suggests: 3V R F L DtQisdgddded._as the product of processes by which
VRFLDO DFWRUV WRIJHWKHU QHJRWLDWH WKEoRHDQLQ.
1998:96). With this in mind the importance of a compatible epistemology to frame

the research is necessary.

As an epistemology, pragmatism offers the capability of practical application and

the utilisation of methods that can work effectively to produce the required results
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(Crotty, 1998). Table 3.1 provides a summary of the elements of the Pragmatist

Philosophical Paradigm:

Table 3.1: Summary of the Pragmatist Philosophical Paradigm

Methods Mixed methods - Quantitative + Qualitative

Logic Deductive + Inductive

Epistemology Both objective and subjective points of view.

Axiology \Values play a large role in interpreting results.

Ontology Accept external reality. Choose explanations that best
produce desired outcomes.

Causal There may be causal relationships but cannot be pinned

Linkages down.

(Source: Adapted from Tashakkori and Teddlie, 1998:23)

Pragmatism is acknowledged as an American philosophy founded by Charles
Sanders Pierce and William James with further transformation by John Dewey.
Although there are many streams of the pragmatist philosophy they also have
many common characteristics. 3 U D JP D \Wrhph&¥i§ ¥the practical nature of
NQRZOHGJH DV DQ LQVWUXPH Q WthéRssueldfl Wihd ks WK L Q.
PRV W HIIH(EMtly,YLBIOB:Y2). How we deal with a problem is determined by
the practical application of our thoughts. Thoughts guide action and the results
are tested by the practical consequences of our beliefs. (Crotty, 1998; Saunders
et al ODQ\ RI WKH WHUPV XVHG ZLWKLQ WKH SUI

describing the practical application are relevant to this research. Terms such as
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experience, reflection and verification will become evident as the research
progresses. The application of methods for this research as suggested above
needs to be practical and effective. From a pragmatist viewpoint using ideas as
instruments and using the methodological principle that analysis in certain
contexts need certain kinds of action draws the research to the use of a mixed

method design.

Pragmatism was not the first choice as a philosophical position for this research
and much thought had gone into the use of positivist position. The researcher has
come from a policing background. As a Detective within Economic Crime Bureau
much of the process of investigations had to go through a sequence of activities.
Each segment of an investigation had its own box and each was put together like
SEXLOGLQJtoEhOIR BNease. Positivists conduct research in a scientific
manner and maintain the objective of explaining the problem in a logical manner.
In some respects the author was drawing from his own experience to answer the
research question but by doing so was also restricting the methods that could be

used in the research design.

Pragmatism offered a flexible approach that uses the strengths of discipline within
the quantitative and qualitative techniques that will give greater validity to the
results (Greene, 2008). The research now has a logical, sequential, organised,
process with outcomes determined through a sound philosophical underpinning
using natural (qualitative) and scientific (quantitative) methods to build and
produce reliable results (Easterby-Smith et al, 2002; Saunders et al, 2007).
Section 3.4 will discuss the research strategy and the use of mixed methods
design for this research.
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3.4 Research Strategy

The strategy is designed to provide the research with a complete picture of
activities that roll out in a sequential manner to achieve the objective of the
research question. 3: KDW DUH WKH )DFWRUV WKDW ,QIOXHQFH
Money Laundering Policy Implementation in the UK: Exploring Money Laundering

&ULPH DQG 3ROLF\""

As the research guestion suggests, this research is exploratory. Pragmatism
compliments the use of mixed methods design and the strength of mixed methods
this author sees as the best method of SGHV LJQ ToXdohekaNthe expected

outcome for this research (Tashakkori and Teddlie, 2008).

The following aims identified in chapter 2 would assist the researcher towards

finding the appropriate solution to this question. These are provided in Table 3.2.

Table 3.2 Aims of this research

1. To identify and draw from literature in the AML arena evidence of themes
that are component activities that could be used as a starting point for this
research.

2. To establish a research strategy that can develop the themes identified
and follow a logical sequence of activities to a position where the results
will produce an answer to the research question.

3. To use methods in the gathering and analysis of data that will complement
the research strategy, that is reliable and valid in respect of the
UHVHDUFKHUYV SKLORVRSKLFDO SRVLWLRQ| DQG
research.

4. To ensure the research is compliant with all aspect of ethical
considerations and that the research is ethically and morally sound.
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In order to fulfill the aims of this research an exploratory sequential research
design is appropriate. The key dimensions of the research are therefore set out
in four phases. Each phase in the research strategy builds on the dataset of the

previous phase.

Phase 1 Theme Development

Deals with establishing themes from literature as a starting point for this research.
Phase 2 Focus Groups

Deals with the collection and analysis of data from Focus Group Interviews.
Phase 3 Questionnaires

Deals with the collection and analysis of data from Survey Questionnaire.
Phase 4 Component Verification

Deals with the verification of the results of Phase 3 througha 3 YHULILFDWLRQ JU

By following this strategy and the utilisation of mixed methods the approach
considers a solution that is practical, actionable and verifiable. It is also expected
that through the use of multiple methods the reliability of the data will be improved
(Cresswell, 2003; Greene, 2005). Figure 3.3 outlines the strategy for this

research.
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Figure 3.3 Research Strategy for this Research

Each phase of the research combines qualitative and quantitative components
that can achieve various aims, including corroborate findings, generating more
complete data, and using results from one method to enhance insights attained
with the complementary method (Morgan, 2006; Creswell, 2007). Mixed methods
therefore compliment the sequential nature of this research by applying practical
applied research, integrating different perspectives to help interpret the data. The
qualitative methods of focus group interviews will validate and extend the themes

drawn from literature. The results of the focus group interviews will provide a
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foundation for subsequent quantitative research. This will be achieved through
guestionnaire development, questionnaire distribution and determination of the
statistical associations from the analysis of that data (Greene, 2005). This will be

followed by a fourth phase to verify the results of the quantitative analysis.

The author acknowledges his contribution to the research methods chosen and
accepts sometimes change is necessary within those chosen methods to achieve
the required results. The research strategy initially consisted of one to one
interviews of individuals from five groups: law enforcement, accountants,
prosecutors, MLROs and criminal offenders followed up with a questionnaire to
a sample population from the same agencies. As discussed in section 3.7 Ethical
Considerations; the interview of offenders and the questionnaire distribution in
prison establishments created ethical and logistical difficulties. The strategy was
reviewed and changed to conduct focus group interviews with all groups including
ex-offenders and follow up questionnaires would be distributed to all groups
except the offenders group. The ex-offenders group would however be included

in the verification of components process at phase 4 of the strategy.

From a pragmatist perspective the author is part of the research process. His
knowledge in the subject area can provide access to participants and
understanding of the terminology used during interviews. The contribution
extends to the practical investigative background that employs practical applied

research techniques (Saunders et al, 2007).
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3.5 Mixed methods

Mixed methods, in which quantitative and qualitative methods are combined, are
valuable, because they can capitalise on the respective strengths of each
approach (Curry, Nembhard and Bradley, 2009). This is confirmed by Cresswell
(2009) who suggests that qualitative and quantitative components may be
performed concurrently or sequentially, and emphasis may be placed on either

component or equal weight given to both.

A number of authors who have written about research methods and used mixed
method design include: Teddlie and Yu (2007), Tashakkori and Teddlie (2009),
Cresswell and Clark (2011). Dawson et al (2002) who provide a broad discussion
of the subject. Mixed methods are used when the single method of quantitative
approach or qualitative approach is inadequate. As previously suggested a
guantitative approach may follow an objective positivist perspective, however this
method would not be able to gain the multiple perspectives and understandings
from respective participants in a focus group. Likewise a qualitative approach
may follow a subjective interpretivist approach but have difficulty applying
statistical analysis to the research problem. Therefore this research would benefit
from the combination of both qualitative and quantitative methods in order to
develop a complete picture of the research problem (Bryman, 2006). It is
important to demonstrate that mixed methods is appropriate for this research
design by determining the strengths and limitations of mixed methods in each
phase of this research. Phase 2 focus group interviews, and phase 3
guestionnaire development and distribution, apply both qualitative and
quantitative techniques in their design and analysis. A short summary

demonstrating the strengths and limitations to deploying a mixed method design
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for both phase 2 and 3 is provided below.

Phase 2 - focus group interviews involves the interview process and subsequent
text analysis. The strength of the method is the interaction of participants in each
group, the ideas and opinions that the method produces and the emerging results
from the text data analysis (Hair; 2003). For phase 3 survey questionnaire and
statistical analysis the validation of themes from the interviews is necessary. The
limitations of the method refer to the small nhumber of participants and the
interpretation of data being dependent on the researcher. However in this
research the number of focus groups involved provided a mix of ideas from five
different agencies and the number of participants within each group were within

the range (4-6) recommended by Fowler (2009).

Phase 3 Questionnaires follow phase 2 with the development of the questionnaire
and the use of statistical analysis to identify the underlying factors. The strength
of this method refers to the conduct of the research that if it is carried out correctly,
the result will be a precise illustration of the research problem. The quantitative
element within mixed methods research is based on a deductive approach that
emphasises the principles of scientific reasoning, moving from theory to data and
the need to explain causal relationships between variables through quantitative
data collection methods. A large sample size is required to generalise

conclusions and apply controls to ensure the validity of data.

A mixed method approach in which data collection involves both text information
as well as numeric information, captures the best of both qualitative and

quantitative approaches (Cresswell, 2003). For this research mixed methods
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helped answer the research question by integrating data from relevant literature,

expert stakeholders in focus group LQWHUYLHZV VXUYH\TV

verification of the results. By mixing both qualitative and quantitative data the
breadth of data and depth of understanding of the subject and corroboration is
increased. This provides a more robust method than the use of either approach
on its own. Table 3.3 provides a reminder of the mixed methods employed in this

research.

Table 3.3 Triangulation of Methods in this Res  earch

DQC

Phase 1 | Qualitative Method Identification of Themes

Phase 2 | Qualitative Method Focus Groups to validate themes

Phase 3 | Quantitative Method Survey Questionnaire

interpretation of results

Phase 4 | Qualitative Method Focus Group participants to confirm

In evaluating the strengths and weaknesses of qualitative and quantitative
approaches in mixed method research the strengths of both methods
encapsulate the objective of the research to produce a reliable replicable method
of research to answer the research question. The limitations previously discussed
relating to the elements of mixed methods design have been mitigated by the
actions taken in the steps of the research process by the methodical approach to
data collection, analysis, record keeping and ethical considerations. The nature
of the research question required a mixed method designed of data collection

and analysis that would produce reliable, trustworthy and dependable results.

Reliability and validity in mixed method research is the extent to which the
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research study, process and findings, can relate to a quality research that is
defensible to the research community (Onwiugbuzie and Johnston, 2006). Each
phase of the research acknowledges the importance of validity and reliability and

can defend those elements through the processes of investigation and analysis.

3.6 Reliability and Validity

The research starting point from introducing the literature to the study was the
identification of themes relevant to the AML process. The conduct of focus group
interviews and the collection and analysis of data is reliant on the credibility, skill
and competence of the researcher and the ability to draw correct inferences from

the data (Cresswell, 2003, Onwiugbuzie, 2006).

Credibility, transferability and dependability in this research came from: the
processes of the adoption of themes from the literature review that surrounded
the money laundering environment and not influenced from the authors own
knowledge. The method of presentation of themes to the focus groups through
guestion prompts; the collection of data from the focus group interviews with a
digital recorder; methodical analysis of the data by reading, re-reading, reducing,
cross checking and finally re-analysing through the software programme
NVIVO9. The threat of bias was reduced by applying open-ended questions
which allowed free flow of discussion without influence from the researcher. The
participants were experienced and knowledgeable within their own areas of law
enforcement inDQFLDO LQYHVWLIJDWRUYVY DFFRXQWDQWV Sl
offenders and would provide a richness of data. The participants attended
voluntarily and were advised of the confidentiality and anonymity of the process.

They could also leave the process at any time. As a result of the above criteria in
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this respect contamination was not an issue.

The quantitative methods in phase 3 involved questionnaires and statistical
analysis. Validity therefore as previously suggested emphasised the instrument
of measurement (the questionnaire) and the interpretation of that data (statistical
analysis) measuring what it is supposed to measure (Saunders et al, 2009).
Survey questionnaires were designed using data, validated from the qualitative
method of focus group interviews and text analysis. The data was further
validated by focusing on questionnaires from previous academic study in the AML
area and testing the questionnaire through consultation with experienced
members of the target group (Hair et al, 2003). These are valid questions
because they have come from other studies and have already been published.
Table 3.7 in section 3.8.1 provide examples when themes were drawn from
published work. Table 3.19 in section 3.8.3.2 provides an example of how

published academic questions have been utilised in this research.

In terms of construct validity which refers to the items within the questionnaire
measuring hypothetical constructs or concepts (Creswell, 2009), in this research
were identified through a valid and robust analysis process in the qualitative
phase of this research. The pilot study for the questionnaire validated the survey
instrument after pre-testing by 14 participants. As Cresswell (2009) suggests
construct validity also includes the result of the scores serving a useful purpose

or having positive consequences when used.

The object of this research was to establish to what extent the factors that

influence the effectiveness of AML policy in the UK could be determined. The
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results would provide a strong underpinning that identifies what is important and
can make a difference for policy makers and regulatory agencies in the AML
arena, as well as other contributions to research as previously discussed in this

chapter.

The statistical analysis method used in this research presented a number of
testing methods to determine the validity of the data collected from the
TXHVW L R QQuantitatie research uses quantitative methods of assessing
WKH FRQVWUXFW YDOL @oWlgbBzie laqVIdhbstoR, HQOB) VA
Chronbach Alpha tests the internal consistency that each of the items measures
the same latent variable reliably. This is further discussed in the analysis chapter,

section 4.4.6.

Reliability in research refers to the extent a research can be replicated and
produce similar results (Tashakkori and Teddlie, 1998). According to Golafshani,
(2003) the term reliability is generally used to test or evaluate quantitative
research, however should be used in all research. This pragmatic research
employs both qualitative and quantitative methods at particular points and as
such requires reliability to produce good quality research. The quality concept in
qualitative study has the purpose of generating understanding whereas reliability
is used to evaluate quality in quantitative research with the purpose of explaining

(Patton, 2001).

In this mixed method research design the consistency of the research is achieved
when the steps of the research are verified. On the qualitative phase this is

carried out through analysis of the items of raw data, the data reduction reports
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and process notes as in the case with the focus group interview transcript
analysis (Campbell, 1996). On the quantitative phase this was carried out through
testing and re-testing the questionnaire through pilot and data instrument of

measures for consistency through statistical analysis.

Finally, to conclude the interpretation and validation of the results from the
quantitative analysis a further phase of qualitative analysis took place. This
triangulation of methods identified aspects more accurately than one single
method and provided corroboration of themes from literature through focus
groups interviews, surveys, and statistical analysis and in the final analysis using
individuals to verify the components. The triangulation of methods the author
feels contributed significantly to the research and is fully discussed at section
3.8.3.12. As Morgan (1988) contends;
o often the tendency is to throw every possible variable into the

analysis, then retreat too our armchairs and speculate about what
created the results, DVNLQJ WKH SDUWLFLSDQWY LV D EHW\

(Morgan, 1988:35).

Equally important in interaction with participants is the ethical conduct of the
research to ensure participants are not harmed or exploited (Liamputtong, 2011).

Section 3.7 discusses the ethical considerations in this research.

3.7 Ethical Considerations

Ethical considerations form an important part of any research. Northumbria
University Code of Ethics Policy has been followed throughout all stages of this

research and approval sought. (Copy of approval letter provided at Appendix 3.1).
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Amended Ethical approval forms have been completed and approved at each
change in the research process as appropriate. The seven key ethical issues as
discussed by Yates (2004) in terms of access, gatekeepers, informed consent,
deception, right to privacy, right to withdraw and self-presentation have also been
considered. Due to the participation of ex-offenders in this research and the
potential problems that entailed, two interviews of the author have been

conducted as part of the Ethics Committee annual audits.

Ethics considerations in this research began at an early stage of the construction
of the research strategy. Part of the initial strategy consisted of interviewing
stakeholders in the AML environment that could significantly influence the AML
process. One of those groups (the subject of this section) was offenders, who

were at that time, incarcerated in prison establishments.

The research method was to interview a selected number of offenders who were
incarcerated for acquisitive crime; for example crime that produced a monetary
benefit such as selling drugs. Individuals had been identified to participate in the
interviews and contact was made with prison establishments to provide the
necessary consent. The ethical questions that arose from this process (such as
questions that might extract an incriminating response) and the logistics of
conducting the interviews safely, suggested a review was necessary. Focus
group interviews of all the groups was chosen as an alternative method that would
provide similar data to that expected in the first strategy, however some ethical

considerations still remained.

Special consideration was given to two areas that involved former criminals
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participating in the research. The first was in relation to the focus group interviews
in phase 2 of the research and the second in relation to distribution of

guestionnaires to a similar population in phase 3 of the research.

Dealing with the first issue involved an introduction through a third party to a
former prisoner who was now working within a government community scheme.
He would eventually be one of the participants in this ex-offender group. A
meeting was arranged with him to discuss the research and the objectives of the
focus group interviews. A suitable venue was offered at a local community centre
and a list of the other participants who would be in attendance was made
available. The author was aware of the background of the participants of this
group (they were well known to him from his previous policing background)
however, this was not a deterrent to completing the interviews. An introductory
email was forwarded to each of the participants along with an Informed consent
form that introduced the research and purpose of the research. The form also
detailed the ethical parameters that guided the research as part of the
Northumbria University Ethics considerations and the anonymity and
confidentiality aspects of research participation in general (Copy of informed

consent form attached at Appendix 3.2).

The second area for consideration related to the distribution of questionnaires to
offenders within a prison environment. A number of options for distribution to this
group were considered. Questionnaires were distributed in hard copy through
one point of contact within the prison administration office or the questionnaires

would be completed on line either via the survey monkey*! link or via email. After

41 Survey monkey is an online survey site that provides templates for survey design and implementation. Data recorded
by the survey monkey site can further be exported into programs such as SAS or SPSS for statistical analysis.
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discussion with the prison authorities it was suggested providing hard copy
questionnaires to the prisoners was the most appropriate method to get
responses. The on-line method would create too many complications with

prisoner access to internet and potential for abuse.

Through the administrative contact a questionnaire was sent to the prison
administrative office. They would distribute the questionnaire to 30 individuals
and collect the questionnaires via the same process. The questionnaires would
be forwarded from the same contact. Organisational consent would be obtained
along with consent of the participants. The latter would be provided by completing
a consent question on the questionnaire itself. There would be no necessity for
any contact whatsoever between the researcher and the participants. The
guestions were not in a format that allowed participants to display answers that
might incriminate themselves or divulge any information not relevant to the

research.

After a four week wait no responses were forthcoming. Discussions with the
administrator indicated the mistrust of offenders completing questionnaires in
prison. Although this was a disappointing response that ex-offenders would not
be represented in the questionnaire it did not detract from the final responses
received from other groups. The total responses were 272. Furthermore the
results of the analysis of the questionnaire would be presented to one of the

original participants of that group for verification and comment.

All hard copy data collected for analysis is retained in secure cabinets and data

held in databases that are password protected. At the conclusion of the research
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the material held in various devices will be disposed of as instructed in the

University Data management policy.

3.8 Methods

This research required a practical data collection process that flowed from each
phase of the exploratory sequential design. Figure 3.4 provides a visual
description of the research design and the methods used in each phase of the
research. This is followed by a discussion of the processes at each stage. Prior
to the detailed discussions on each of the four phases, it was proper to briefly
review the sampling strategy for each phase. Each of the approaches used will
be further discussed at each phase. Table 3.4 summarises the sampling

procedures for each of the primary data phases.
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Figure 3.4: A visual representation of the Methods at each Phase
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Table 3.4 Summary of sampling pro cedures for primary data




Phase 1 was the starting point for this research. The objective of phase 1 was to

identify theme categories. Theme is defined in Colins EngOLVK GLFWLRQDU\

idea or topic expanded in a discourse « discussion. “|www.collinsdictionary.com).

In the context of this research themes are significant activities within the AML
framework that describe how money laundering is prevented, detected and
enforced. Once identified, themes are presented through focus group interviews
to key stakeholders to discuss the significance of each theme and validate their
inclusion in this research. There are a number of considerations in the choice of
method for theme identification: firstly, the methods used to select appropriate
themes need to follow a robust process; secondly, the data needs to be analysed
thoroughly and interpreted in light of what is known about the issues being
explored. The process applied if replicated should attain the same results (Braun
and Clarke, 2006). At the conclusion of this phase the themes identified need to

provide an accurate understanding of the bigger picture.

There are many methods of document and text analysis, some of which were
considered for this part of the study. These are presented in Table 3.5. However,
were found unsuitable due to the many differences in selection of data. Some
methods such as grounded theory are designed to select data to develop theory;
others are methodological processes as opposed to a method and did not fit with
the theoretical perspective of the researcher and the research being conducted.
The reasons for this relate to the pragmatic perspective of this research and the
flexibility required to select data through a combination of objective and subjective

processes.
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Table 3.5 Qualitative approaches to Analysis 42
Author Approaches

Ethnographic Analysis
Narrative Analysis

Merriam (1998) Phenomenological Analysis
Constant Comparative Analysis

Hermeneutic/Interpretative Analysis

Narrative/Performance Analysis
Bernard (2000) Discourse Analysis

Grounded Theory Analysis

Content Analysis

Cross Cultural Analysis

7KH PHWKRG FKRVHQ IRU WKHYWSKHDVHWLWRKQKPIRAOR Z?
PHWKRG RI uhWWKHPDWLF DQDO\VLVY WKDW XVHV WKH Ul
in determining crucial themes, but also the stability of a formal process of theme

analysis.

The meaning of theme follows Ryan and Bernard (2003) inventory of meaning
from 1932 to the present era. (Ryan and Bernard, 2003:86-87) They suggest that

Opler (1945) provided the first definition of theme:

3, HYHU\ FXOWXUH DUH IRXQG D OLPLWHG QXPEH!I
called themes, which control behaviour or stimulate activity. The
activities, prohibitions of activities, or references which result from
WKH DFFHSWDQFH RI D WKHPH DUH LWV H[SUHVVLI
D WKHPH RI FRXUVH DLG XV LQ GLVFRYHULQJ LW~

(Opler, 1945:198-199).

Opler describes three principles of thematic analysis. The first suggestion is that

themes are discoverable because they are visible as expressions in data and

42 For more detail on each of these approaches to analysis see: Merriam (1998) and Bernard (2000).
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expressions mean nothing without a reference to themes. The second principle
suggests some expressions of a theme are more agreeable than others and
stand out whilst others are less visual. The third principle suggests themes are
culturally, related or intertwined. Each of these principles can be applied through

the following measures:

37KH LPSRWWRIQ DQ\ WKHPH LV UHODWHG WR«KI
DSSHDUV«KRZ SHUYDVLYH LW LV DFURVV GLIITHUHQ
DQG SUDFWLFHV« KRZ SHRSOH UHDFW ZKHQ WKH W
GHJUHH WR ZKLFK WKH QXPEHU IRUFH DQG YDULHYV
iSconWUROOHG E\ VSHFLILF FRQWH[WYV”~

(Ryan and Bernard, 2003:87).

It is with the above principles in mind that the search for themes in literature
began. The key criteria for selection that informed the literature search came from
the research question ¥What are factors that influence the effectiveness of AML
policy implementation in the UK " Although the research in AML is pertinent to the
UK system the search for literature extended beyond the UK, as the subject
matter has a global consequence and global interpretation. The criteria for
selection therefore relates to all processes within the AML environment around

prevention, detection and enforcement.

3.8.1 Phase 1 Theme Identification

This author conducted a narrative literature review provided with the assistance
of internet, Northumbria University library and Queens University library for
related books, journals, manuals and articles on money laundering, anti-money
ODXQGHULQJ $0/ SROLF\ RUJDQLVHG FULPH DQG WHU
also provided assistance in supplying and directing sources for this study. The
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aim was to draw from established literature around money laundering and money
laundering policy, relevant themes that could provide the theme categories for

this research.

There is a wide range of literature that relates generally to crime and financial
crime, however data in the field of AML is limited (Masciandaro, 2004; Verhage,
2011). The author needed to find material that concentrated on AML processes,
that was specific and could be used to feed directly into, and drive the focus group
phase of this research. As discussed earlier in Chapter 2, Section 2.2 researching
the history of money laundering provided a map of events with specific points of
reference. Those reference points provided a beginnings to the search for
documents relevant to the AML environment, which through analysis would

accurately describe the themes required.

As suggested above, three main areas in the AML literature were identified that
would assist this research.

a) FATF recommendations: These recommendations represent the consensus of
49 member countries and their evaluation of preventative measures to combat
money laundering and terrorist financing.

b) The scale and measurement of money laundering: These are estimates of the
cost of money laundering in terms of crime data and crime prevention.

c) Cost of the effectiveness of AML: This represents research on the
effectiveness of AML policy and includes regulatory impact on reporting

institutions.
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Themes were determined from all of these areas to ensure a full representation

of key aspects of AML environment.

The first event deemed significant was the creation of FATF in 1989. Documented
in 1991 were the FATF recommendations for combating money laundering and
later extended in 2003 to include terrorist financing. Those recommendations
were deemed important because they were the first real assessment of AML
processes and requirements for governments to put in place AML measures. A
flow of activity followed the FATF recommendations and a number of related
Directives came from the European Union to fellow member states. Merging the
measures within the Directives into existing legislation would apply reassurance
globally that all countries were playing their part to implement AML policies. As
documented in Chapter 2 each time FATF reviewed their recommendations or

added further recommendations the EU would follow up with a new Directive.

The FATF Recommendations are based on the discussions and consultations of
representatives of 49 Countries. The remit of those representatives was to
identify areas within the money laundering environment that required immediate
action to prevent and detect money laundering activity on a local and global level

(FATF Report, 2003).

The literature review in chapter 2 discusses the extent of the FATF influence in

the AML/CTF arena, however a short explanation of each theme identified from

the FATF recommendations is presented here:

127



1. Legal systems
Legal systems refer to the extent that all countries should apply a Money
laundering offence to all categories of crime and not only serious offences. In

addition a wide list of predicate offences should be included in their Legislation.

2. Restraint and Confiscation
Restraint and Confiscation refers to the extent that Countries should adopt
measures to prevent the dissipation of assets by criminals and third parties.
Measures should be implemented to seize, freeze and confiscating property and

cash that has been derived from money laundering offences.

3. Money Laundering Prevention
Money Laundering Prevention refers to the extent that Countries should ensure
Financial Institutions conduct proper due diligence on all account holders and
cash transactions within their institution. This extends to obtaining appropriate
identification documentation and carrying out enquiries to ensure the account
holder is who they say they are. Further instructions apply to dealing with
politically exposed persons and Government officials. Reporting of suspicions of
money laundering by all institutions is required and adequate administrative
processes and policies are to be put in place to ensure all staff are aware of their

responsibilities.

4. Regulation and Supervision
Regulation and supervision refers to the extent that all financial institutions should
be regulated and supervised to ensure they are compliant with all FATF

recommendations. At the same level all designated non-financial institutions such

128



DV FDVLQRV RU PRQH\ H[FKDQJH Hively icbnsdpVregiaed OG EH

and monitored to they are effective and compliant in anti-money laundering.

. Law Enforcement Powers

Law Enforcement powers refer to the extent that Countries should set up
Financial Investigation Units (FIU) in order that timely analysis and dissemination
of reports from financial institutions and other regulatory bodies are carried out.
That specialist financial investigation officer should be trained to conduct money
laundering investigations and have access to all information or make application

to receive information from financial institutions.

. International Co -operation

International co-operation refers to the extent that all Countries should act
expeditiously and co-operate fully, with flexibility, on all matters of mutual legal
assistance, requests for information and extradition with other Countries. Co-
operation extends to requests for bank documents, seizing and freezing of assets

and may include asset sharing between jurisdictions.

The six themes identified from the FATF recommendations provided a key
starting point for this research, however as previously indicated, each phase of
this research informs the next phase. The importance of phase 1 in deriving the
correct themes for phase 2 is paramount. In order to ensure nothing was missed
a further analysis of literature that reviewed the measurement and effectiveness

of money laundering was undertaken.
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The second area deemed relevant to this study followed a review of literature
were authors attempted to measure the scale of money laundering. This was an
area the author had previously examined, as his first preliminary look at money
laundering literature was in order to estimate the cost of money laundering in the
UK. In terms of measurement the work of Walker (1999, (2005) in particular is
substantial and has been followed by a number of the more recent authors

containing similar reference material.

The third area viewed related to research that measured the cost of the
effectiveness of AML policy. Policy includes regulation for reporting entities. The
methods chosen to evaluate this area included the use of traditional and modern
methods. Traditional methods looked at output indicators that measured the
obligations and controls introduced by AML regulation. Modern methods of
sophisticated analysis used economic studies, prompted by banks and the
regulation imposed on them and comparing costs and benefits of the different

legislative options.

The rationale behind viewing all of this literature: FATF recommendation; scale
of money laundering and cost of AML effectiveness would ensure that a broad
perspective of money laundering concepts were considered. Whilst it is accepted
WKDW LW LV WKH DXWKRUfV FKRLFH RI YDULDEOHYV Il
choice and is based on justification and objectivity. The literature chosen is
comprehensive and relevant to the research. In addition the method of analysis
will compare choices from each area. By identifying and validating those variables
through analysis those themes could feed directly into the focus group interviews.

As Pole and Lampard (2007) suggest:
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3([LVWLQJ GDWD PD\ EH XVHG LQ D YDULHW\ RI ZD\V
of a research project; they may provide a starting point or a

benchmark, or they may alternatively contribute to aspects of the
UHVHDUFK«”’

(Pole & Lampard, 2007:8)

Table 3.6 presents the areas of research literature used to identify themes that
present the AML process from 1999 to 2012. These include the FATF AML policy
recommendations, Literature that identified criteria for the measurement of the
scale of money laundering and literature that concentrated on AML policy
effectiveness. Not all of the literature available is included. In terms of selection
and sampling the number of data sources are relevant. Braun and Clarke (2006)
suggest the samples used can be small or large as long as reviewing additional
data would not lead to the identification of additional themes. This is
acknowledged as one of the disadvantages of this method as what is unknown
or not seen cannot be validated. (Bernard, 2000; Braun and Clarke, 2006). The
response to this issue is to ensure that the analysis selects thoroughly and
robustly what is necessary to achieve the objectives of the research (Braun and
Clarke, 2006). It is expected that to have analysed a larger number of research
literature in the three areas would not have produced any more meaningful and

useful themes.
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Table 3.6 Sample choice of literature for theme selection

Walker J (1999;
1999a; 2005)
Scale of money
laundering

SOHDVXUHPHQW R
ODXQGHULQJ" 7R LG
and trends in money laundering
in and through Australia since
1995

Survey questionnaires

Van Duyne P (2008)

5, VHDUFK Rrlonely |

Interviews with groups

Suspicious Activity Reports:
Towards Determining the Value
RI WKH 5HJLPH"

Scale of money | PDQDJHPHQW LQ 6H| from Public and Private

laundering agencies and statistical
analysis from
government records
data

Fleming M. H (2005) | 38. /DZ (QIRUFHPHQ]| Interviews,

AML policy Use and Management of | questionnaires and

document analyses.
Statistical analysis of
Government records

Ferwerda J (2008)

37KH (FRQRPLFV RI

Case studies

AML policy Money laundering, Does Anti- | Analysis of mutual
money  laundering Policy | evaluation reports on
UHGXFH FULPH"" money laundering using
guantitative  statistical
analysis
Unger B (2007 837KH O6FDOH DQG | Quantitative techniques

Scale of money | ORQH\ /DXQGHULQJ’| and statistical analysis

laundering Measuring money flows in | of Walker model above
Netherlands

FATF FATF 1990, 2004, 2009 40+9 recommendations

recommendations to be incorporated into

AML policy member country

legislation and
regulation

The process of identifying themes as suggested above was based on a loose,

informal thematic analysis system. The emphasis was on the reading of literature

and pinpointing characteristics in those areas that previous researchers (Walker,

1999; Van Duyne, 2008; Fleming, 2005) and others, had looked to include as

measurement variables in their research. 3,Q WKH LQIRUPDO PRGH
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VLPSO\ UHDG WKH WH[W DQG QRWH ZRUGV RRyad\QRQ\F

and Bernard, 1998:98).

The focus of the analysis was not on the unit of text as in content analysis, when

counting specific words or occurrences takes place, but a wider context of what

area would derive the answers to the research question. In this research each

specific area used was important. For example WD ONH U G HeiaJ P L Q H (
W\ S H¥ an important variable: Crime types brings into question pySUHGLFDW
RIIHQEMIVUAVWDQEBQH PRQH\ OD XQ GWhdtlii@sirefear¢hvEH 1
looking for was dominant features that have wider implications. The analysis of

the literature focused on characteristics in AML that were repetitive; and that all

themes being equally valid for the focus group interviews in phase 2. 3: KDWHYHU
style of documentary analysis a researcher adopts, there is a common need to

document the link between the research findings and the documents from which

they have been derived, and more generally for the researcher to validate their

F R QF O X PhIR &)W Lampard, 2007:165).

Table 3.6 above lists the most prominent research in the area of money
laundering measurement; however as previously suggested the work of Walker
(1999) received most attention from academics as he was the first to attempt an
estimate of the global cost of money laundering. Research carried out by Walker
related to measurement of the effectiveness and cost of money laundering and
his attempt to make estimations based on variables around AML process. By
analysing his work and drawing from his estimation method it was possible to
identify particular areas he used as measurement variables. By coding that

information it was possible to compare and contrast those elements with other
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research that attempted to estimate money laundering. Drawing comparisons of
the variables applied by academics in this area provided reliability that the correct

variables had been chosen for this research.

At this preliminary stage of the research it was important not to restrict the
identification of themes by being too specific. The themes identified required to
be from a wider concept within the AML framework to allow full discussion of the
themes at stage 2. A detailed discussion of the literature relating to money
laundering measurement has already been provided. Chapter 4 will provide the
results of the analysis from phase 1 Theme development. A number of examples

are provided in Table 3.7 to show the sequential system of analysis.

Table 3.7 Examples of Theme Identification

Author Theme Theme Theme  Theme

Walker (1999)

Used a number of variables in his
attempt to estimate the cost of
money laundering

Van Duyne (2008)

Research into Serbian crime money
interviewed groups and individuals in
relation to organised crime and
money laundering

Fleming (2005)

Research into the value of the SAR
reporting regime interviewed groups
of experts and individuals; carried
out statistical analysis and document
analysis

FATF (1991) (2003)
40+ 9 Recommendations from FATF
on AML/CTF

The above examples show a number of themes that can be identified as recurrent

throughout the analysis and therefore suitable for phase 2 focus group interviews.
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The inclusion of asset recovery and restraint and confiscation in the Fleming
(2005) and FATF recommendations literature is because both are loosely related
WR WKH WHUPV pVSHQGY uFULPH W\SHVY DQG pu63$5Vvy Vv
alone as a theme for phase 2 focus groups (asset recovery is part of the restraint
and confiscation process as such will be included under the term restraint and
confiscation). Validation of each theme is provided through recurrence in the
analysis of relevant literature that concentrates on money laundering
measurement and AML Policy effectiveness. Each theme could now be directed

to phase 2 focus group interviews for confirmation.

3.8.2 Phase 2 - Focus Groups
The objective of phase 2 is to determine which themes identified in phase 1
should form the constructs that would assist the development of a survey

guestionnaire. A number of questions arise from that statement.

x What research method would achieve the objective of phase 2?

X Who would have the knowledge to determine the choice of themes?

X How do you access patrticipants who would have information to assist the
research?

There are a number of methods that could be used, however only one that this
researcher believes would achieve the objective. From a pragmatist perspective
SHRS OH 1 Wgtl QiBvissOWhderstandings, interpretations, experiences and
interactions are meaningful properties of the social reality which the research
guestion is designed to explore. A legitimate way of generating data from these
elements is to interact with people, talk to them and listen to their stories and

experiences (Pole and Lampard, 2005). The method chosen to achieve this was
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focus group interviews 3)RFXV JURXSYV DUH XVHIXO ZKHQ LW FRI
what participants think, but they excel at uncovering why participants think as

W K H \ (@dRgan, 1998:25).

The purpose of the focus group interviews is for knowledgeable participants who
work in the AML arena to discuss their experiences relative to the themes
provided; to provide acknowledgement through those experiences of the
YDOLGDWLRQ RI WKH W KHTPhd YeskRrth qudstiov sbiodlyf fadud) F K 3
on how participants describe and make sense of particular elements of their

lives~ &DVVHOO DQG 6\PRQ

Focus group interviews as a method to gather data is preferred in some cases
and avoided in others, (Morgan 1988) so it is vitally important to justify the use of
focus groups in this research to answer the research question 3ZKDW DUH WK
factors that influence Anti-Money Laundering policy mpOHPHQWDWLRQ LQ V
AML policy is unique to particular sectors of AML regime so it is important to

explore those areas with individuals who have a closeness to the subject.

One of the practical strengths of focus groups is the fact that they are
comparatively easy to conduct when other methods such as individual interviews
can be prohibitive. Individual interviews reaching the numbers of participants
involved in focus group interviews would have been time consuming. Individual
interviews would also have involved drawing up a full list of questions that could
not have entered the full extent of the AML process without becoming

cumbersome and in any event inflexible.
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Procedurally focus groups have strengths in their ability to explore topics 3 IR F XV
groups can also provide fertile ground for eliciting anecdotal material and are
WKHUHIRUH 3VHHG EHGV™ IRU JHUPLQDWLQJ YLJQHW
(Kitzinger, 2005:59 quoted in Lliamputtong, 2011:90). In addition focus group
interviews are at an advantage as they can produce valuable data with little direct
influence from the researcher (Morgan 1988). The lack of control however can
lead to less control over the data generated unless the direction of discussion can

be restricted. Thus it is important to keep the discussions within the parameters

of the research question and the object of the focus group. One way of doing this

is by using a list of question prompts to keep the discussions on track. The
research interview should not be based on a formal set of interview questions to

be asked, word for word (Cresswell, 2007) and as such:

The interview should use an interview guide listing topics which the
interviewer should attempt to cover in the course of the interview, and
suggesting probes which may be used to follow up responses and elicit
greater detail from participants

(Cassell and Symon, 2004:15).

Preparation for the focus group interviews involved setting out a plan of action.
Morgan (1998) sets out four basic steps which can be further broken down into
particular decisions:

x Planning

X Recruiting

X Moderating

x

Analysing

x

Reporting
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The planning phase considered practical considerations such as: what groups
should participate; number of participants; location; recording data; dates and
times of sessions; questions and ethical considerations (Stewart, Shamdasani
and Rook, 2007; Morgan, 1998). Each step will be covered during the discussions

below.

Recruiting participants for the focus group interviews took into account the aim of
the research, its theoretical, epistemological and methodological position. The
UHVHDUBEXRWU® &relssnglf] 2009) intermsof uyWHW RI EDVLF EHOLHI
D FW (RI6251990) has been well documented in section 3.3. The author has
influence in the research process. Questioning who should be recruited and why
subjects the research to issues of reliability. However, from an epistemological
perspective key experts hold the knowledge and experience of 3ZKDW LW PHDQV

N Q RtHrough their observation and interaction in the subject area.

Pragmatism offers the practical application of methods that work effectively to
produce the required results. Flexibility is necessary and the recruitment of
participants from five groups in differing dimensions of the AML process will
provide the knowledge required for phase 3 of the research. As suggested by
Morgan (1998) and Liamputtong (2011) focus groups rely on purposive sampling
strategy to ensure the correct participants are chosen according to the aims of
the research. 33 X akse sampling method adds power to focus group research
EHFDXVH LW VHOHRWVKRLFODRHYDWKIRKK FDQ EHVW JHQF

G D (Ldmputtong, 2011:51)
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The number of focus groups necessary for the research to obtain the saturation
of information necessary was considered by following Kreuger (1994) and
Morgan (1998) suggestions of using between three to five groups. The
determination in deciding on how many groups were required extended to the
underlying diversity in what people had to say, when the groups become
repetitive then the stage of theoretical saturation has been reached (Morgan,
1998; Liamputtong, 2011). However, this research required the voice of each of
the diverse groups from different organisations, and in that respect the number
of groups was predetermined as five groups. Morgan also draws attention to the
practicalities of managing focus groups (delivering the required data; enough
participants; appropriate samples; relevant questions; background of participants
and ethical issues) whether small or large as the decision to the number of groups
is based on the needs of the specific project (Morgan, 1998). Each group brings

their own knowledge and opinions from their area of expertise.

As each group is from a different area of the AML process (prevention, detection,
enforcement and ex-offenders) it was necessary to ensure the objective of the
focus group was always in sight and enough data was obtained to provide a
reliable answer to the research question (Liamputtong, 2011). The goal of the
focus groups was to validate existing themes extracted from the literature and
through discussion identify further relevant themes; therefore the repetition of
similar views across the groups emphasises their validity of the existing themes
as important constructs for the questionnaire survey. Stopping the discussions
after the second or third focus group interview because of repetition would not
have given this research the answers it required and would have lost the rich

source of data that underlined the responses in the discussions.
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In addition to the number of groups, the number of participants is also important.
The number of participants for each group according to Kreuger and Casey
(2000) should be between six and ten participants. Smaller groups they suggest
have greater potential to produce greater results as more opportunity exists for
discussion by individuals. Smaller groups are preferable as they allow individual
views to be heard and discussed. The five groups involved in this research

contained an average of 4 to 5 participants per focus group.

36PDOOHU JURXSY SURYLGH PRUH URRP IRU DOO SD
explore the discussed issues in greater detail and this often leads to
PRUH UHOHYDQW DQG LQWHUHVWLQJ GDWD"~

(Liamputtong, 2011:42)

The final consideration in this area was the group composition. It was quite
apparent that the topic in this research was the draw that would get maximum
LOQWHUDFWLRQ IURP SDUWLFLSDQWY (DFK JURXSTV F
common that would create comfort within the group and enhance a more fluid
discussion among participants. (Morgan, 1998; Liamputtong, 2011). Each group
had the topic of interest within their background and experiences but each group
had a different perspective from that environment and it was that perspective that

was a valuable commaodity for this research.

3,0 IRFXV JURXSV WKH WRSLFV DUH GLVFXVVHG
because people who shared experiences are brought
WRIJHWKHU««EHFDXVH RI WK Hfovus raupsGhighligfti ULHQ FH V
the collective view rather than the individual view, although the
LQGLYLGXDO H[SHULHQFHY DUH DOVR FOHDU LQ WK

(Liamputtong, 2011:37)
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For recruitment it was important in terms of sampling that the focus groups used
were representative of the investigative issue. For example (main areas of anti-
money laundering population). The sample consisted of five groups from the
target audience: law enforcement and prosecutors represented the enforcement
population with accountaQWY DQG EDQNHUYV UHSUHVHQWLQJ WK
Ex-offenders were used from a crime perspective. Each group were chosen
because they would provide a broad perspective of the AML process (Patton,

2002).

37KH JRDO RI IRFXV JUR X Stvand indgrRantiing @y LQVLJIK
hearing from people in depth, and this requires selecting a purposive

sample that will generate the most productive discussions in the focus
JURXSV’

(Morgan, 1998:56).

As will be discussed below a key individual from each group nominated the
participants for their own group to attend the focus group interview. This was

based on their familiarity, interest and knowledge of the subject.

Adding the ex-offenders to the focus group interviews added a rich source of data
that had not been accessed in this area relating to this subject. The original plan
was to visit offenders in prison to interview them, however, the ethical
considerations around this were difficult with concern from the ethics committee
for the safety of the researcher and potential compromising of the participants
when interviewed. The inclusion of offenders or ex-offenders was still an area
worth pursuing and after visiting a University summer school in Turkey and as a

result of presenting this research an opportunity arose for communicating with an
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ex-offender in Belfast. A student also present at the summer school was in
contact with an ex-offender who was researching a PhD in Belfast. Contact was
made with this person and a meeting arranged when this research could be
discussed. As a result of that meeting the focus group with a number of ex-
offenders took place. The inclusion of this group added an extra dimension to the
research profile. AML is not just about the voice of those from Regulators and law
enforcement and this inclusion provided insights that might never have been
found. In one such example a discussion with this group extended to an area
around one of the themes (shadow economy). Discussions related to crimes such
as cigarette smuggling and tax evasion which were classed by this group as
acceptable crimes. This suggestion of acceptable crime provided an added
dimension to the underlying explanation of the shadow economy which may not
have been drawn out in other studies. It also adds to the discussion around the
theoretical underpinning of this research that crime is committed based on an
LQGLYLGXDOYV ZHLJKLQJ XS RI WKH FRVWV RI FRPPLW
from crime. If a criminal does not believe a particular activity for example cigarette
smuggling is criminal then his choice to commit that offence is obscured by his
negative reaction to the crime. This position perplexes the rational choice position
as he cannot weigh up the costs and benefits of the crime based on his belief that
it is not a crime. Merging data such as this with data from other groups provides

a unique insight into the thought processes of the different groups.

Recruitment of participants for the focus groups was easier for this researcher
than for previous researchers in this area. S5 HFUXLWPHQW PD\ EH W
JODPRURXVY DVSHFW RI IRFXV JURXSV EXW LW LV DEVF

(Morgan, 1998: 85). As mentioned in other empirical studies in the Literature
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Review in Chapter 2, Levi (1999), Levi and Reuter (2006), Van Duyne (2008),
Unger (2009), Verhage (2010), suggest access to participants has proved
problematic. Van Duyne (2007) noted difficulty trying to secure participant
engagement in his research in Serbia with meetings being cancelled or
participants just not turning up. Apart from the general difficulty of recruiting
participants for focus groups in any research (Morgan, 1998; Liamputtong, 2011)
much research in money laundering estimations, as discussed earlier, records
similar problems, thus many of the methods used are statistical methods of data
analysis based on figures provided by government agencies (Masciandaro, 2007,
Schneider, 2010). The reason may be that access to participants for any other
method of qualitative research prohibits that approach. However this research
found the recruitment of experts from four of the focus group areas; law
enforcement, accountants, prosecutors and MLROs was made easier due to his
previous professional background, membership of relevant associations and

networks (Kreuger, 1994; Morgan, 1997).

Recruitment was made by phoning a contact within each group that was known
to the author. To avoid bias in recruitment the author had no part in deciding who
would participate in the interviews. A contact was sufficiently placed within each
organisation to make decisions on: agreement to proceed with the interviews;
where the interviews should take place and when and who should participate in
the interviews within that organisation. The key individual would nominate
participants who were knowledgeable on the subject, who would freely discuss
their experiences and give opinions, and have at least 2 hours free on the date

of the interviews. A letter outlining the research was followed up by an email. An

143



informed consent form was included in the email for each participant and was

presented prior to the interviews commencing.

In comparison to the recruitment of the four groups above setting up the ex-
offenders focus group was fraught with difficulties. The main difficulty related to
ethics (as previously explained and further discussed in the ethics section 3.3).
The concerns surrounded the safety of the researcher, the location of the meeting

and the conduct of the focus group that would not compromise the position of the

partiFLSDQWY (WKLFV DSSURYDO ZDV VRXJKW DQG DSSU

committee and the focus group with ex-offenders was arranged within one month
in November 2011. The meeting took place in a local Community Centre and
was the final focus group out of the five groups. All of the focus groups

procedurally followed the same format as listed in Figure 3.5.

Figure 3.5 Focus Group Format

Introductions

Collection of the informed consent forms

Introduction as to the purpose of the focus group interview and the fact it would
be tape recorded and notes taken

Introductory question asked what was important to the group about money
laundering

Discussions relating to question prompts and any further
guestions/discussions that flowed from the discussions

All interviews completed after approximately 1 hour duration

Prior to the focus group interviews in June 2011 a lengthy discussion took place
with an ex-law enforcement representative with extensive experience in the AML
industry. Those discussions took place during the evenings over a seven day
period while working together in Bosnia & Herzegovina. The discussions

centered on the themes previously drawn from literature and the AML process.
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This colleague was a previous head of AML department in the West Midlands
Police in UK and had vast experience in the AML process. This interview was not
part of the initial research design but the opportunity presented itself after
discussions with him about the research. What he provided was reassurance that
the experts within the focus groups would have knowledge in the area sought. He
also viewed questions already developed for use in the focus groups and through

our discussions advised reducing them to a more manageable format.

A decision was taken to utilise the revised version of the question prompts for the
focus group interviews. The focus group interviews could have proceeded without
question prompts with only the moderator directing the process, however, a
pragmatist perspective provides for researcher involvement and having question
prompts is both practical and a legitimate course of action. In addition the
flexibility of a pragmatist perspective allows the creation of ideas and instruments
that gets 3ZKDW QHHGIVthe RRgHrch (Morgan, 1998; Tashakkori and

Teddlie, 2009; Liamputtong, 2011).

The purpose of the discussions was to identify question prompts for use in the
focus group interviews. This would invite discussion around particular areas if the
flow of the conversations became stifled or went in an unrelated direction. The
purpose of the inclusion of the pH[S H U Wa¥ totaddfvalidity to the interview
process and ensure the correct questions prompts were prepared to provide
depth of conversation and a rich capture of data. The pre-test ensured any

mechanical problems were alleviated (Sarantakos, 1997).
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An example of the type of question drawn from the discussions with the expert is
produced below at Figure 3.6. Prior to this multiple questions had been
considered to aid the flow of discussions, however this would have made the flow
of the discussions in the focus group more like a question and answer session
with a group instead of insightful discussion, opinions and antidotal discussion
(Fowler, 2009; Morgan, 1998). Figure 3.6 below provides a list of original
guestions which has been reduced to one single question. This final question

became one of the actual question prompts.

Figure 3.6 Example of original group of questions

Example of f our questions being reduced to one question

Q1 'R HYV MbEldystem make it too difficult to prosecute money laundering
RITHQFHV™"

Q23'RHV WKH FRVW RI LQYHVWLJDWLRQ PRQH\ C
HQIRUFHPHQW LQYHVWLJDWLQJ WKH FULPH™"

)DXQG

Q3 3,V DSSURSULDWH WUDLQLQJ SURY L ddérG inihie
LOQYHVWLIDWLRQ SURFHVV WR HQVXUH VXFFHYV

WKH I
VIXO

Q4 3,V WKH XVH RI 6$591V DQ HIIHFWLYH PHWKRG
DQG WKH PHWKRGV XVHG™"

Final question prompt used

3,V WKH SUHYHQWDWLYH SURFHVYV }

» RI LC

A1THFEFW

Reducing the number of questions from four to one allowed more effective
discussion and kept interruptions to the discussion flow to a minimum. Flexibility

within the focus group itself allows the re-introduction of any question that might

provide additional data for analysis as Liamputtong (2011) suggests: SPRV W

interview guides consist of fewer than a dozen questions, although the moderator

is frequently given considerable latitude to probe responses and add new

TXHVWLRQV DV WKH DFW XD @QamQutbrgJ201L162).SURJUHVVHV
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The process setting up all the focus groups was time consuming and challenging.
Many phone calls and emails were needed to the various participants to arrange
dates and times when everyone would be available together was time consuming.
Coupled with the logistics of finding suitable accommodation that all participants
could travel to within a reasonable distance and time was frustrating. Contact was
made with a colleague who was using interview methods to conduct research on
behalf of the Police Service of Northern Ireland with a request to make use of his
accommodation. Through that correspondence, contact was made with the
Rehabilitation Centre for ex law enforcement officers located ten kilometers from
Belfast City Centre. The use of a room at this facility and the location of the facility
itself left it unsuitable to conduct the interviews with the five groups and also in

terms of cost, to the researcher.

Through delicate negotiation a representative of each of the groups provided a
room within their own offices to conduct the interviews. As each of the
representative groups were located in Belfast this arrangement provided the
necessary logistical stability to conduct the interviews. Table 3.8 provides details
of the interview locations. The interviews were carried out over a four week period
in all of the above locations and conducted consecutively. The data was recorded
from each of the focus group interviews using a digital recorder and was

converted to an audio file saved on computer (Kreuger, 1994).
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