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effectiveness of the law in achieving its objective with specific reference to the banking 
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Design/ Methodology/ Approach: the relevant laws enacted to tackle money laundering are 

examined to assess thei r adequacy or otherwisc. The research descr ibes the fight against 

money laundering in Ethiop ia, analyses the gaps sti ll remain ing between Ethiopia and 

internationall y accepted standards and points out the futurc efforts to be made in general and 

from the banking perspective in particular. 

Findings: Ethiopia has madc a remarkable progress in fight ing money launder ing activities; 

gaps however are still rema in ing and further efforts should be made to avoid the lacunae in 

the anti money laundering laws o fth c country as rccom mendcd. 

Originality/ Value: the research presents a comprehens ive analysis and comment on the new 

anti money laundering law of the country which would be beneficial to policy makers, 

relevant adm ini strators and to the banking sector. 

Research Limitation: the fact that the anti money laundering law is new and the required 

organs are under estab li shment, it becomes impossible to eva luate the law from pragmatic 

approach which constitutes an iss ue for further rescarch. Freedom of information is also 

another chronic challenge to the write r. 
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CHAPTER ONE 

Introd uction 

1. 1 Background of the Study 

In the midst of mounting erudition in the use of tec hnology, money laundering and fi nancing 

of terrori sm pose seri ous threats to the economies, soc ieti es and nationa l security ofa country 

as well as to the in ternational community. Financial institutions that became a ve hicle for 

money laundering and finan cing of terrori sm acti viti es incur ri sks to its operations and 

reputati ons as these act ivities may lead to severe damage. 

Money laundering refers to the practice of washing ill ega ll y acq uired cash through financial 

and other systems so that it appears to be legall y acquired'. Pinaneia l institutions such as 

banks, insurers, and securit ies are usua ll y considered in the front line in the war against illicit 

money movements. Money Laundering is being employed ·by launderers worldwide to 

conceal criminal activiti es associated with it such as drug / arms traffi cking, terrori sm and 

extortion. In other words the term money launde rin g brings to our mind those nefari ous 

activities of the criminals who provide an enve lope to "slush fu nds" in order to exhi bit those 

as genuine money. As per an estimate of the International Monetary Fund, th e aggregate size 

of money laundering in the world could be somewhere between two and five percent of the 

worlds gross domesti c product 2 

Currentl y with the proliferation of ne w banks in Ethiopia th e issue of strong control and 

supervision of financial sectors is special interest of the gove rnment for di fferent reasons. On 

top of thi s, Ethiopia is on the middle of the road to join the giant club: the WTO. So, 

I Peter J. Kacarba, ( 199 1), An In de til Anal sis of the New Monev Laundering Statute. Akron Tax Journal. 
Vo1. 8, P. 2 

2 Gal Istvan Laszlo: (2006). Some Thought about Money LaunJerinQ. 139 Studia luridica Auctoritatc Univcrties 
pees Publicala. P. 167 
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li beralizing banki ng sectors IS an incvitab le fac t for acceding countries th ough a matte r of 

negotiati on. 

In addition to the growth of financial scctors in dynamism and complcxi ty to become vcry 

competitive, the economic changcs assoc iated wi th globalization tighten financia l pressurc on 

government to take ca re of these financial institutions. So on the evc of libcralization and 

globalization for ma intain ing international financial rclationship, Ant i Money Launderin g 

(AML) policies and procedures not only contri butes to a bank's overall safety and soundness 

they also protect the integrity of the banking system by reducing the likelihood of banks 

becoming vehicles for money launder ing, terrori st financ ing and other unlawful act ivities. 

Money-laundering has acquired a globa l character that not only threatens security, but also 

compromises the stability, transpa rency, and effi cicncy of financia l systems. Moncy­

laundering techniques are becom ing more sophisticated and complex with each passi ng day. 

Across the worl d, banks and financia l institutions are requircd to introduce and implement 

systems to prevent anti-soc ial elemcnts from using banking chan nels for money launderi ng. 

Therefore, adopt ion of appropri ate Anti -Money Laundcring law and kn ow-your-customer 

procedures within individual banks is an essential part of risk management in banks, needed 

to safeguard the confidence and the integrity of bank ing systems and to combat money 

laundering. 

1.2. Statement of the Problem 

Money laundering is not a questi on of one bank onl y but a problem for th e country and for 

th e international community at largc. Money laundering bccomes complicated for thc fact 

that the business in the financial sector becomes sophi sti ca ted due to new tech nolog ics li ke 

wi re transfer. 
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The negati ve economic effects of money launderin g on economic deve lopment are diffic ul t to 

quantify, yet it is clea r th at such acti vity damages the financial-sector institut ions parti cul arl y 

banks that are critica l to economic growth, reduces product ivity in the economy's real sector 

by diverting resources and encourag ing crime and co rrupt ion, which slow econom ic growth, 

and can distort the economy's cxternal scctor, internat ional trade and cap ital flows to thc 

detriment of long-term cconomic deve lopmcnt. 

Money laundering impa irs th e deve lopment of these important fi nancial institutions ror two 

reasons. First, money launderi ng erodes financial institutions themselves. Within these 

institutions, there is often a corre lation between money laundering and fraudulent activiti es 

undertaken by employees. At hi gher volumes of money- laundering activity, 'entire financial 
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.,f How money laundering by Pol iticall y Exposed Pcrsons (PEPs) and corru pt ion are 

controlled in the fi ght against money la underin g? 

.,f What are thc security and poli cy implicati ons of the ne\'; law on money laundering? 

.,f The bank ing sectors and their competency in fi ghti ng money lau nder ing will also be 

another point o f scrutiny. 

1.3. Objective of the Study 

Money laundering undermines the stab ili ty of fi nancial syste ms, corrupts governmcnt 

officials, institutions and pri vate sectors and it also underm ines the rul e of law, economy and 

national security. Therefore, thc study has genc ral and specillc objectivcs. 

General Objective 

The general objecti ve is to examine the compat ibi lity of the law on money launderi ng with 

internati onally accepted principles and its competency in so lv ing th e current problem of 

money lau nderi ng in general and in thc financ ial sectors of Ethiop ia and assist with the 

development of appropriate safeguards aga inst corruption as we ll as other dange rous 

predi cate offe nces in thc anti -money lau nder ing structures. 

Specific Objectivc 

To achieve the general objectives di fferent speci fi c object ives will be addressed. These 

specific objecti ves among others arc: 

.,f Examining thc international principles in deta il vis-a-vis the Ethiopian law on money 

laundering; 
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./ Examining the current law of Ethiop ia on money launderi ng in relation to banking 

sectors i.e. Proc. No.657/2009 . 

./ Looking the policy objectives behi nd the law and the connection ofmoncy laundering 

with the soc iety at large . 

./ Assess ing the money lau ndering vulnerab ilities III baliki ng sectors of Ethiopia and 

how it woul d affect financial systems . 

./ Ident ifY ing the innuence of money laundering on the economic development and how 

corruption affects on anti money laundering measures and the vice ve rsa . 

./ Exploring the provisions of the new law on anti money laundering confi scat ion 

procedures on crim inal proceeds 

./ In vestigati ng the regu latory orga ns III relation to money laundering from banking 

sectors perspective. 

1.4. Significance of the Study 

Throughout the wo rld , financial institutions particu larly banks have become a chief end of 

money laundering operations and monetary crime because they are endowed with a range of 

services and instruments that can be used to cover up the source of money. With their refined, 

coherent and beguiling behaviour, money launderers attempt to make bankers lesser their 

guard so as to accomplish their purpose. 

As a result, money laundering becomcs a burning issue and legislations are adopted in 

developing as we ll as developed countries for di ffere nt kinds of entities and target groups. 

Neverthe less, financial institutions attract the attention of the government on the issue of 

money laundering for a couple of additiona l reasons. For one th in g, the risk in banking 
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system is increased due to the rapid changes brought about by g loba lizat ion, deregu lat ion, 

li berali zation and techno log ica l advancement and hence susceptible for money la underi ng 

and terrori st financ ing. For the other, fai lure of one bank is not only the question of 

stakeholders but also the interest of other banks as wcl l as the govcrnment at local and 

international le ve l. 

Further, there is a hi gh hope that Ethiopia will enl ist in thc membe rship of WTO. Though a 

debate exi st as to the benefits and chall enges of access ion, the move is keep ing on . As a 

matter of fact libera liz ing its fin anc ia l sector is most probab ly' a presumab l ~ fact even if a 

matter of negot iat ion. So, w hen libera liz in g these sectors with the impOltati on o f new 

technolog ies and improvement of services, the question of malpractices and money 

laundering wi ll a lso be inc reased so phi sti cated ly. The refore, a study of such nature will have 

twofo ld benefits. 

On the one hand. it wi ll ring for the governm ent as we ll as for the banking sectors by 

indicating advanced internati ona l issues on money laundering, corrupt ion by PEPs, and the 

lacu nae that we have in the new law in order to co nso lidate the gaps and ensure stab il ity, 

transparency, soundness and e ffic iency . of the banking system and the current prob lems 

thereof in re lat ion to money laundering. 

On the other hand, it would make a contribution by look ing in to the prob lems that banki ng 

sectors are fa cin g in relation to money launder in g and the in suffi c iency of the law in fi ghting 

the prob lem and thereby e nli ghten poli cy make rs and the banki ng sectors about mechanisms 

in preventing money launderin g to bring stakeholders tru st up on banking sectors and avo id 

other ri sks stemmed from money launderers. 
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1.5 Scope of the Study 

The study is primari ly aimed at looking the new money laundering law of Ethiopia vi s-a-vis 

the internationall y adopted princ iples. Further the iss ue of money launderin g in the fina nc ial 

sectors and the laws in relati on to these sectors on the issue wil l be scrutinized. The economic 

and po licy implication of the laws in re lat ion to money laundering is worth y po int. Thc 

advancement of technologies and its application for money lau ndering as we ll as po li tica lly 

exposed persons in thi s issue wi ll take the li on share of the study. Howevcr, the scope of the 

study will be lim ited mainly to money laundering exc luding terrori st financing as a major 

point. 

1.6. Hypothesis of the Study 

With the mounting proliferation of banking sectors in Eth iopia and advancemcnt of 

technology, complex ity and erudition of banking servi cc is esca lating from time to ti me and 

money launderin g as well as other crimi nal activiti es may endanger the sector. Ad vancement 

in payment system technology has had a wider impact in relati on to the potential abuse by 

terrori st financiers and money launderers of' such systems. 

The laws promu lgated in order to combat money laundering in the financial sectors by the 

government and regulations by the NBE are not full -fledged. There are sti ll short comings in 

the provisions on the newly promulgated anti money launderin g laws of Ethiop ia. Further it 

lacks some compatibility with internationall y accepted standards as propagated by FATF and 

other international orga nizations. 

The law on money laundering is not sufficient to combat money laundering due to corruption 

by Politically Exposed Persons (PEPs). Such problcm of money laundering wil l also be 

inflated in case banking sectors are liberali zed due to the access ion of Ethiopia to the WTO. 
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1. 7. Limitation of the Study 

The major problem that the researcher will face is the infancy of the new proclamation and 

institutions that are establi shed according to the proc lamati ons like the Fi nancia l Inte lli gence 

Centre (F IC) which has not started its duties according to the proclamation though 

establ ished. So measuri ng the newly promul gatcd Anti Money Launder ing Proc lamation 

from pragmati c pcrspective is a major limitat ion in this rescarch. 

The other trouble the researcher wo uld face is the question of freedom of information. The 

writer has faced a chronic problem for diffcrent reasons, mainly political, that authorities arc 

not willing to give information in relat ion to Politically Exposed Persons (PEPs) and 

corruption. 

The other limitation is in relat ion to litcratures. The writings III re lation to this issuc arc 

general in nature. Money launderi ng is given a secti on or sub sccti on in a book so the wri ter 

will be dependent on web sources and offi cia l sites of FATF, IMF, World Bank and APG as 

well as other in ternati onal organi zations. 

1.8. Research Methodology 

The topic be ing theoretical ana lys is, I wi II relay both on I iterature review and interv iews with 

concerned government organs as we ll as other scholars on the area. A personal vis it and 

observat ion wi ll also be employed to fami liarize my work with the working condit ion orthe 

issue. Concerning literature reviews, the ann ual and quarterlx n;port of the NBE is also 

another important source. Moreover, J have off-campus access to Wa rwick University 

Library. Th is access is expected to be of great usc. 
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1.9. Organization of the Study 

The legislators and regulatory agenc ies in thc country have recentl y promu lgated a nurry of 

ru les and regulations to curta il the practi ce of money lau ndering. cor thi s end, they are ca lling 

upon banks to play an integra l rolc in thc laws' impl emcn tat ion. Thi s research is thcreforc 

organi zed in four chapters in order to address the new law and the mechani sms adopted as 

we ll as the ro le of banks in curtailing moncy launderin g. 

The fi rst chapter gives the general backgrou nd, statcment of the problcm, obj ective and 

signifi cance of the study. The definiti on of money laundering, the proccss and impacts of 

money launderin g as wc ll as th e intcrnationa l and reg iona l rcsponscs to fi ght such mcnace are 

discussed in the second chapter to estab li sh a foundation for discussing th e issuc from the 

Ethiop ian perspecti ve in the subsequcnt cha pters. 

Chapter three crit ical ly ana lyses the Ethiop ian money lau ndering mil ieu in compa ri son wit h 

internat ional propagations as done by FATF. Fol lowing thi s. the last chapter looks into the 

law of the country and the counterm easures from the banking perspect ive togethcr with the 

conclusion and recommendat ions. 
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CHAPTER TWO 

2. The Global Threat: Money Laundering, genesis of new erime 

2.1. What is Money Laundering? The l>roblem in Context 

"The white co llar cr ime of the 1990's is here and it is money laundering. 3 

Elkan Abramowitz. 

Money which is not assoc iated with crim inal activity can be freely di sposed without any fear 

of incrimination as bei ng pal1 to any crim inal misdeeds. Whereas, the sudden acquisi tion ofa 

large amount of money without explanat ion invites someone's sllsp icion tlTat its sou rce is 

some illegitimate activity. 

Here is the word "Money laundering" that evokes images of sophisticated multinational 

financial ope rations that transform s crimi nal proceeds of dirty money in to clean money." 

Money laundering has been defined in different ways . Though most countries subscribe to the 

defi nition given under the Vienna Convention and the Palermo Convention. the Financial 

Act ion Task Force (FATF)5, a recogni zed international standard setter about an ti money 

laundering operation defines it in a sim il ar fash ion as: 

the conversion or trom/er of property, knowing that such property is derived 
from serious crime, for Ihe purpose of concealing or disguising Ihe illicil 
origin oflhe properly or of assisting any person who is involved in commilling 
such an offence or offences to evade the legal consequences of such aClion; 
the conceallllent or disguise of Ihe true nalure, source, local ion, disposition, 

movemenl, rights with respect 10, or ownerslll!) of property, knowing al Ihe 

3Rachel Manney. (2002) , Money Launderin g: The Global Threat to the Integrity of Financial ~jter!.l. published 

at will11cOLcom. p.1 

4 Michael Levi , (2002). Money laundering and its Regulations. American Academy of Poli tical and Social 

Science. Saga Publicat ions. P. 182. Vo1.582. 

5 See the discussion in this chapter about the Vienna Convention and the Palermo Convention and the Financial 

Action Task Force (FA TF) 
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time of receipt that such property IVas derived Fom 0 criminal offence 01'.1;'0111 

an act ofparticljJation in such an o.lfence, 6 

Money launderin g co uld be defined in multifarious ways but the common e lement amongst 

them is ' the transfer o f the illega l assets into the lega l economic system ' . Gen'e rally speaking 

money laundering is the term used to describe the process that disgui ses the illega l sources of 

money and frees the funds for use in the leg itimate economy. 

The origin of th e term is controvers ia l. Some points to the li teral meaning of the expression-

laundering or washing money free from its criminal assoc iation whilst oth ers po int to the use 

of laundries or rather laundromats and other cash bus in ess by U.S . organized crimina ls trying 

to integrate the ir proceeds of crime in to the legitimate economy during the proh ibited era'. 

Whereas, others in a s imilar fa shi on argue that the term is derived fro m the fact that certa in 

organized crime rings in the 1920 's com mingled the proceeds of their illic it operations in a 

practically untraceable manner and thereby making the fund s appear to be derived from 

legitimate acti vities8 Despite the fact that the term ' money laundering' may have been 

orig inated in the twentieth century, the practice of disgui s ing il l-gotten gain s pre-dates recen t 

hi story and indeed traces its roots back to the down of banking itse lf9 

However, money laundering became an issue both at national and internat ional level with the 

ri se of world-wide drug traffi ck in g in the 1980's a nd the money laundering operat ion 

6 Denisse V. Rudich, (2005) , Perform in the Twelve Labors: The G 8's Role in the fi ght Against Money 

Laundering, London Metropoli tan Uni versity. P. 5 

7Jane Bourne, (2002). Money Laundering; what is being done to combat it? A Comparative Analysis of the 

La\vs in the United States of America. the United K in gdom and-,'1puth Africa. S. Afr . M ercan ti le Law Journal. 

1' .475. 

sTodd Doyle, (2002), Cleanin g Anti-money Laundering Strategies: Current FATF Tactics Needlessly' Violat~ 

InCI Law, Houston Journal of International Law. Vo 1.2/1:2. P.2S3 

9 Ibid. P.283 
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practically untraceable manner and thereby making the fund s appear to be derived from 

legitimate acti vities8 Despite the fact that the term ' money laundering' may have been 

orig inated in the twentieth century, the practice of disgui s ing il l-gotten gain s pre-dates recen t 

hi story and indeed traces its roots back to the down of banking itse lf9 

However, money laundering became an issue both at national and internat ional level with the 

ri se of world-wide drug traffi ck in g in the 1980's a nd the money laundering operat ion 

6 Denisse V. Rudich, (2005) , Perform in the Twelve Labors: The G 8's Role in the fi ght Against Money 

Laundering, London Metropoli tan Uni versity. P. 5 

7Jane Bourne, (2002). Money Laundering; what is being done to combat it? A Comparative Analysis of the 

La\vs in the United States of America. the United K in gdom and-,'1puth Africa. S. Afr . M ercan ti le Law Journal. 

1' .475. 

sTodd Doyle, (2002), Cleanin g Anti-money Laundering Strategies: Current FATF Tactics Needlessly' Violat~ 

InCI Law, Houston Journal of International Law. Vo 1.2/1:2. P.2S3 

9 Ibid. P.283 
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associated with such activity and on those in vo lved in it attcm pting both to stop cr iminals 

pro fiting from the ir crimes and to trace back those proceeds in order to reach the kingpin.'o 

Nati onal leg is lat ions in many parts of the world as we ll as intcrnationa l instrumcnts began 

mi sus in g th e term money laundering wi th pa rticular re ference to drug tra ffi c king, whi ch latter 

extended to other predicate pffe nces. Nowaday, money laundel:ing has rece ived a great dea l 

of attention a ll over the world for three fo ld reasons. I I First, it is a maj or wor ld wi de probl em 

and countri es want to deter money laund erers fro m usin g the ir fin anc ia l system fo r ill ici t 

purposes. Second. it presents the most effective ta rget for law enfo rcement officials to 

prosecute and punish those in vo lved in money laundering acti vities as leaders of organ ized 

crimes and las tly money la unde ring is a si mple means to tackle and intercept predicate crimcs 

than the und erlyin g crimina l acti vity itsc lf and it makes invest igat ion easicr for go vc rnm ent 

agents to produce measurable and vis ible results. 

Money laundering is regarded as the world 's la rgest industry after .intern ationa l o il trade and 

forei gn exchange. '2 The Internationa l Monetary Fund (IMF) estimated the s izc of money 

laund erin g to be between 2-5% ofthc world s GDP, when translated in to fi gures, it is actua lly 

between (US D) 590 billion- (US D) 1.5 tr ill ion." Thc Financia l Act ion Task Force (FATF) 

also estim ates that the sum o f the annua ll y lau ndered di rty money equals to thc tota l annual 

production o f the economy of Spain whi ch a lso underlines the vo lume and seri ousness oflhe 

danger. 14 

toE.!' Ell inger and et aI. , (2006), Et li nger's Modern Bank ing Law, Oxford U,niversity Press, 4th cd .. P. 94 

IISCOll Sultzer. Money Laundering: (1996). The Scope of the Problelll3nd Auenipts lO Combat It, Tenn. L. Rev. 

P. 145, Vo l. 63: 143 

12A ngela Veng Mei Leong, (2007). Chasing Dirty Money: Domestic and International Measures aga inst Money 

Laundering. Journal of Money Laundering Control. Vol.IO.No.2. P. 141 . 

1JOal lstvan Laszlo: supra note al2. P. 167. 

J4 Rachei Manney; supra note at 3, P. 2. 
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Despite the fact that money launderi ng has come to touch every aspects of the lives of 

soc iety, the use of banks and other financ ial insti tutions is often primary means by which 

money launderers clean otherwise dirty money. 

Money laundering has clea rl y become endemic to country' s soc ial, economic and political 

frameworks; it ul timate ly affects and often subverts not on ly ban king and other financ ial 

institutions, but also both mu ltinational corporations and small businesses, legis latives and 

law enforcement offi cials, lawyers and judges, politicians and hi gh ranking offic ials as we ll 

as newspapers and te levisions. 15 

In spite the endeavours made both at national and in ternational leve l, many launderin g 

continues to be the problem of the globe because of its lucrati ve nature whil e penaltics for 

money laundering are insignificant in light of the pro ll ts generated from the act ivity.1 6 

Of course the hi stori c success of money laundering can be attributed not only to its 

profitability and the relati ve ly li ght pena lty to which the perpetrators may bc subjected, but 

also to other factors such as the sheer increase of financ ial transact ions, interd ependence of 

global economy, the sophisti cation and fl ex ibili ty of money lau ndering operations as we ll as 

the money launderers' abil ity to exp loit advanced technologies assoc iated with modern 

banking system. " However, the fi ght agai nst money launderin g is increasing alarm ingly at 

international as we ll as domest ic leve l. Here comes the question why money launderers 

engage in these acti viti es despite the domestic and internati onal efforts to fi ght the cr ime? 

15 Lisa A. 8m'but, ( 1995). Money Laundering: An Internat ional Challeng . Tu lane J. of Inri and Compo Law, 

P.1 63, VoU 

I6 lbid.P.164 

17Bruce Zagaris and Scan B. MacD onald. ( 1992), Money Laundering, Financial Fraud. and Technology: The 

Perils of an InstantaneOllS Economy, Geo. Wash. J.lnl ' l. L. and Ecan ., P.62. 
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Organ izations in volvcd in the cr imina l activity use moncy as thei r life blood. Moncy 

replen ishes in ventories, pu rchases the services of corrupt offic ia ls to escape detection and 

further the interest orthe ir il legal cnterprises and pays for an extravagant life sty lc. Furthcr 

money laundering presupposes the commiss ion of other crimes. Thus a tra il of money from 

an offence to criminals can become incriminating evidcncc. So in order to cnsurc that they 

are not to be prosecuted because of such money, they usually try to obscure the sources of 

their ill gotten money to make them look legit imate." 

2.2. Impacts of Money Laundering 

Money laundering can occur in any country and it has dcvastati ng economic and soc ial 

consequences in deve loped and deve loping countries with tragic ' fi nancia l system because 

those markets tend to be sma ll with inexper ienced regulatory organ and therefore more 

susceptible to disruption from launderers. The absc nce or lax of anti money laundcr in g 

regime or the preva lcnce of corruption in the law cnforcemcnt organs cntrusted with the task 

of fighti ng it in a country thereto re, permi t the followi ng consequcnces. 

2.2.1. Undermining the Legitimate Private Sector 

Money launderers are known for using front companies. 19 Thcse front companies co-mingle 

the loot with legit imate funds in order to ward off the ill -gotten pI:oceeds. Front companies' 

access to illicit fund all ows them to subs idize the front company' s products and services so 

that they make thei r goods and scrv ices avai lab le to the pub li c on lower prices than IS 

normall y the case In a competit ive ma rket. Consequent ly, leg itimate businesses find it 

IS Manag ing Core Ri sks in Bank ing: Guidance Notes on Preven tion of Mone Laundering. Focus Group on the 

Prevention of Money Lau ndering, Bang ladesh Bank. PJ 

19Fron t companies are business enterprises that appear legit imate and engage in legitimate business but are, in 

ract, control led by criminals with the aim of facilitat ing thei r money laundering activities. not to make prolits. 
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difficult to cope w ith such front compan ies 2o Therefore, legit imate companies wi ll be forced 

to get out from the market and it w ill have further conseq ucnccs up on governm cnt as we ll as 

the society at large in ad diti on to those pri vate sectors i. e. bad money causes out good. 

2.2.2. Undermining the Integrity of Financial Institutions 

Money laundering can harm th e soundness o f a co untry' s Financ ial sector as well as the 

stability of ind ividua l Financial in stitutions in multipl e ways. 21 The adverse consequence of 

money launderin g is generally described as reputational, operational, lega l and concentra ti on 

risks as exp lained hereunder. 

Reputationa l ri sk is a kind of ri sk that w ill havc the conscquences of customers' confidence 

loss in the in tegrity of the in stitution." As a consequencc, custom ers, borrowcrs and 

depos itors plus legit imate investors ccase doing bus incss with such instituti ons. This 

inevitably affects the reputation of a country and forces investors to in vest in countries that 

are less vulnerab le to money launderin g. Moreover, the fund of money laundere rs is not 

re i iab le for they withdraw th e money through wire tran sfe r or o ther methods caus lllg 

potential li quidity problem.2J 

20Marco Arnone. (20 I 0). International anli-money Lau nderin&...f.rQgrams. Empirical Assessment and Misuse in 

Criminal Regulation. Journal of Money Laundering Contro1. Vol. 13. No.2, P. 23 1 

2l Abduitahi Y, Shehu. (20 10), Promotin g Fi nancial Sector Stabi litv Through an Effecti ve AM LlCFT Regime. 

Journal of Money Laundering Control. Vol. 13. No.2. P.1 4 1 

22Riggs National Bank, in Washington DC, as a consequence or bad reputation, (fined more than US. $ 40 

mil lion for lack of A ML programs) many customers have terillinated their business relation wi th the Bank. 

Further it was not ablt: to attract new busi nesses and make profit s. Though it was not closed by regulatory 

organs. it lost earnings and sold to another banking organization. 

2l lbid 
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Operat ional risk is related to a bank 's overall organization and function of internal system, 

including computer related and other techno logies: compl iance with bank policies and 

d .. d f' d "~I proce ures; measures aga inst mismanagement an rau : -

Legal risk is the potentia l for law suits, adverse j udgments. unenforceable contracts, fi ne and 

penalt ies generating losses, increased expenses for an institution or even closurc of such 

institutions." Due to this, leg itimate customers may be vict im s of such fi nancial crimcs, losc 

money and sue the institution for re imbursement. 

Concentration ri sk refers to all types of exogenous risks or ri sks resu lting from too much 

concentration of cred it or loan to one borrower.'6 Usually. there wi ll be a statutory provision 

that restri cts banks' exposure to a single borrower or gro up of related borrowers. But lack of 

knowledge about a particular customer, his business or hi s rel ationship wi th oth er customers 

or corrupt pract ices of bank offic ials can place a bank at this ri sk. However, this can be 

protected with effective customer due dili gence (COD) wh ich is a critical elemcnt fo r an 

effecti ve anti money laundering regime. 

2.2.3. Macroeconomic Effects 

Money laundering not on ly affects the microeconomic environ ment i.e. the econom ic li vcs 

and we ll be ing of ind ividuals and busincsscs. but also the macroeconom ic climatc of a 

country. Nations washcd in laundered moncy havc a hard timc attracting fore ign in vcstmcnt 

because it may be reasonable for an in vestor to shy away ("rom an environmcnt whe re price 

24 Hennie Van Greuning. (2003). Analvzing and Managing Ba!lking Risk: a Frame work for Assessing.Corporate 

Governance and financ ial Risk. 2nrl ed. P.2l. 

2s Sasei Commiltee in Bankin"g Supervision. Customer Due Qitigence for Banks: 200 I. at http: 

www.brs.orglPubllbcbs85.pdL Accessed on: July 5. 20 J 0 

26 1-1 ennie Van Greuning. supra note at 24. P.22 

16 

Operat ional risk is related to a bank 's overall organization and function of internal system, 

including computer related and other techno logies: compl iance with bank policies and 

d .. d f' d "~I proce ures; measures aga inst mismanagement an rau : -

Legal risk is the potentia l for law suits, adverse j udgments. unenforceable contracts, fi ne and 

penalt ies generating losses, increased expenses for an institution or even closurc of such 

institutions." Due to this, leg itimate customers may be vict im s of such fi nancial crimcs, losc 

money and sue the institution for re imbursement. 

Concentration ri sk refers to all types of exogenous risks or ri sks resu lting from too much 

concentration of cred it or loan to one borrower.'6 Usually. there wi ll be a statutory provision 

that restri cts banks' exposure to a single borrower or gro up of related borrowers. But lack of 

knowledge about a particular customer, his business or hi s rel ationship wi th oth er customers 

or corrupt pract ices of bank offic ials can place a bank at this ri sk. However, this can be 

protected with effective customer due dili gence (COD) wh ich is a critical elemcnt fo r an 

effecti ve anti money laundering regime. 

2.2.3. Macroeconomic Effects 

Money laundering not on ly affects the microeconomic environ ment i.e. the econom ic li vcs 

and we ll be ing of ind ividuals and busincsscs. but also the macroeconom ic climatc of a 

country. Nations washcd in laundered moncy havc a hard timc attracting fore ign in vcstmcnt 

because it may be reasonable for an in vestor to shy away ("rom an environmcnt whe re price 

24 Hennie Van Greuning. (2003). Analvzing and Managing Ba!lking Risk: a Frame work for Assessing.Corporate 

Governance and financ ial Risk. 2nrl ed. P.2l. 

2s Sasei Commiltee in Bankin"g Supervision. Customer Due Qitigence for Banks: 200 I. at http: 

www.brs.orglPubllbcbs85.pdL Accessed on: July 5. 20 J 0 

26 1-1 ennie Van Greuning. supra note at 24. P.22 

16 



information is di storted by ins ider trading, fra ud and embezzkment. 27 Money launders tend 

to be low rate savers, who in vent in more spec ulative ve ntu rc. This movement from stable, 

productive business in to ri sky, less productive portfo li o rcduces the level of investment 

ava il able to sustain economi c growth , rcsultin g in lowered growth rates 28 Other launderers 

tend to put their money in static investmcnts that do not contribute to the nation's 

productivity. S ince these launderers asset tend to accumulate rather than fl ow through the 

economi c system. the re is an increas ing danger or destabili zing the in ternational or nati onal 

mobility of assets29 T hi s is because laundere rs wou ld not look where to best invest their 

money based on economi c princ iple but rather at whe re it wo uld be easier to avoid bei ng 

caught or based on where the cost of avo idance is lower. 

This misdirection of resource contributes to economic ine fficie ncy and lowe red economic 

performance there by th warting a nation 's attempt to control money supply, fo rei gn reserves 

and in terest rates.'o The effect of suc h activ ity is ge neral economic mal icc as investment 

capital becomes scarce, interest ratc ri ses; as interest rate ri ses, businesses borro\:v less; as 

business borrow less, productive capac ity decreases; as capacity decreases, unemployment 

increases . Therefore. the end resu lt is stagflati on- a combinati on of high unemployment, hi gh 

inflation and high interest rates.'1 

27 Peter.1. Quirk , (1997). Monev LaLltldeIjn& Finance and Development A va ilable at. 

http://www.worldhank.ol.!!I l ~mdd/English/0397/articies/oII0397. hlml. Accessed on: July 20. 2010 

28 Ricardo Azevedo Araujo, (2000) , The Effects of Money Laundering al"Ld Terrorism on CaRital Acculllulation 

and ConsulTIp-tion. Journal of Money Laundering Control. Vol. 9. No.3. P.265 . 

29Paul Kennedy, (2003), Watching the Clothes Go Round: Cornbal in~!hc Effect or Mone Launderillg...Q[! 

Economic Develo men! and International Trade. Int'I Trade L . .I . P.143 

30lbid 

" Ibid 
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2.2.4. R isk to Privatization Efforts 

The efforts of many countrics to rc form their economics through pri vati zation havc also becn 

manipulated by money launderers.32 Criminal organ ization are capab lc of outb idding 

legitimate purchases of former state owned enterpri ses and consequentl y" increase their 

potential for morc criminal acti vity and corru pti on us ing those ente rpri ses as a legitimate 

fronts to launder fund s. This in any way will undermine cconomic re forms as money 

launderers are not interested in operating these cnti ti es as go ing concc rn s but rather as 

conduits for money laundering activiti es. This effect may be panic for countri es that are in 

economic transition from soc iali st ideology to cap ita lis t system where ma ny of government 

owned organ izations wou ld be privatized to the pri vate scetor. 

2.2.5. Effect on Ru le of Law 

Money laundering allows criminal synd icatcs to expand thc scale and scopc of thcir crim inal 

activiti es by enabling cr iminal organizations to rea lize profits from committing crime.33 It 

fac ilitates crime by capac itating crim inal groups and networks to se lf finance, diversify and 

growth 34 Thus a country which is viewed as a havcn for money laundering is likely to attract 

criminals and promote corru ption. 

The lucrative nature of money laundering activity may al so be used to bribe offi cials that in 
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activity permeates a country's economic and pol itica l systcm35 Th is spread can hinder thc 

transition to a morc de mocratic form or govc rnmcnt. Thus mo ney laundering brceds 

corru pti on, violence and undermines the rule of law36 

So a comprehensive and effect ive anti money launderi ng framework, together with timely 

implementation and eFlCcti ve cnforcement on the other hand significantl y reduces the profits 

of criminals and there by di scourages them from il legally ut iliz ihg a country's resources. 

2.3. Money Laundering Process 

It is common to divide the moncy launde ri ng proccss in to thrce stages. These arc)7 

placement, layer ing and integration. Experts in the fi eld; however, criti cize di viding the 

process of money laundering in to three distinct stages as it is unclea r where one stage beg ins 

and the other ends3
' Nevertheless, both sides and the law enf()reemcnt community cont inue 

to refer to the different stages wh ile discuss ing the issue. 

2.3. 1. Placement 

This stage invo lves introduc ing the money in to the fi nancial system in a way that it can bc 

manoeuvred through a se ri es of complex transactions so as to remove the cash from its 

ori ginal location to avoid detection by the authorities39 

J5M ark P. Hampton and Michal Levi. ( 1999). Fast Sginnin in to Obl ivion'? Recent Develogments in M oney 

Laundering Policies and Offshore Finance Centers. Third World Quarterl y. Vol.20, N o. 3. T he New Politics of 

Corruption P .646 
J6 lbid 

17Paul Fagyal , (2006). The Anti-Money Laulldel~ing Provisions of the Patriot Act: Shou ld they be allowed to 

sunset? St. Louis U.L..! . Vol. 50: 1361 P. 1364 

" Ibid P. 1364 

39 Y ijay Kumar Singh , (2009), Controlling Money Lau nderi ng in India-ProsQccls and Challeng§, P.8 
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Money lau ndere rs in the initial stage are exposed to law enforcement detect ion because there 

exists a direct connecti on between the profits and the cr ime and it also invo lves the physical 

disposa l of the cash 4 0 

However, the placeme nt of funds in to the fi nancial system has become increas ingly difficult 

to discover due to the large number of ways to accomp li sh it."1 

In order to avo id deposi ts of large sum of money that may trigger susp,c ,on and cause 

detection, they j ust use a process ca ll ed smurfing.'12 In th is process a number of ind ividuals 

make sma ll deposits in a number of di fferent depos itory institut ions so as to avoid detection. 

There fore, although financ ial institutions mainta in anti money laundering compliance 

programs, the deve lop ing process of smurfi ng demonstrates the di Fficulty of eradicating 

money launderin g.43 Purchasing cxpensive prope rty and rcse lling it, creating legitimate or 

semi legitimate business that typ ically dea ls in cash likc hotels and bars arc among other 

mechanisms used in the placemen t stagc in orde r to obscure the source of illegitimate 

2.3.2. Layering 

At thi s particu lar juncture of the process, launderers separate the illicit proceeds from their 

sources through complex and often illusory transactions disgu isiilg the provenance of the 

40 Al ison S. Bachus. (2004). From Drugs to Terrorism: The Focus Shifts in the International Fight against Money 

Laundering after Sep. 11 ,200 I , Ar izona J. Int' l and Compo Law. Vol.2 1. No.3 , P. 84 2 

41 Modelyn J. Daley. (2000), Effecti veness of United States and International Efforts to Combat Inlenl<!lionai 

Money Laundering. SI. Louis Warsaw Transatlantic Law Journal. P. 175 

42Sarah Jane Hughes, (1992), Policing Money Laundering Through Fund Transfer: A Critigue or Regulation 

Under the Banking S~~v A ct, Indiana Law Journal. Vol. 67: 283. P. 16 

43 Paul Fagyal, supra note at 37, P.1 365 

" Ibid 
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fu nds.45 This step is ca lled layer in g beca use it concea ls thc a udit trail and providcs 

anonymity . It is the most internati ona l and complex of th e launder ing cyc le because money is 

moved to offshore bank accounts in th e name of she ll compani es, purchasing hi gh va lue 

comm odities li ke d iamonds a nd transfe r the same to d iffe rent jurisdict ions46 Different 

technique like loan at low or no interest rate. money exchange offices, correspondent 

banking, fictiti ous sha res and tru st offi ces are utilized for the purpose of launderin g the 

money at thi s partic ula r juncture'" 

The techno logica l advan cement of Electroni c Fund Transfe r (E FT) has a lso con tri buted fo r 

this stage o f the laundering process because money movement is a c li ck away not only at 

nat iona l level but at intern ati ona l level too as a resu lt of electron ic fund tra nsfcr.''' 

However, there are a number of characte ri sti cs that m ight ind icate money laundering 

acti vit ies. Seem ingly lud icrous financial transactions, large number of sales and purchases 

subject to comm iss ion , numerous accounts, ostensibly unconnected being conso lidated in to a 

smaller amount of acco unts and lack of concern over loses on investmcnt, bank charges or 

pro fess iona l advi sor cha rges are amon g the traits to be mentioned."9 

4SN ichoias Clark, ( 1996), The 1m act of Recent Mone Laullderin Le islation on Financial Intermediates, 

Dickin son Journal ofln tcrnational Lav." Vol. 14:3, P. 470 

46Yijay Kumar S. supra note at 39. P. 9 

47 Jbid 

481nternalional standard to discourage layering have began to develop through a focus on increased transparency 

in the financial system generally and through increased recognition of the Ileed to eliminate techniques such as 

the use of nominees and numbered accounts to disguise the actual ownership of assets. Likewise, there has 

been growing international recognit ion that bank secrecy rules must give ll\vay to permit law en forcement 

agencies to review linancial records in cases where there is an active criminal in vestigation pertaining to the 

source of the funds. 

49Paul Fagyal. supra note at 37. P. 1367 
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Therefore, once the money has worked its way in to the financia l system, it wou ld rare ly be 

detected independently of crim inal in vestigation and hence needs agreement with other 

countri es to have success ill stopping money launderi ng at the layerin g stage.50 

, 2.3,3. Integration 

The layering stage o f transaction invo lves the transmission of money to accounts so-ca ll ed 

bank secrecy havens or it involves a number of transactions and thus, it becomes difficult to 

figure out the iden tity of the account holder and the money's ori gin S I 

Th is makes it possib le for the crimina l to engage in the final sta'ge: The fin al 5tage of money 

launderin g is the integration of the fu nds in to the lega l business environment. At th is time, 

the money has been div ided up and intermingled with the legitimate economy and moved 

between a number of bank accounts and nations maki ng it almost imposs ible to trace, 52 

The methods adopted to successful ly integrate funds from a criminal enterprise would vcry 

often be simi lar to practices adopted by leg itimate business and this would make it more 

diffi cult to iso late a modus operendi that is unique to money laundering"3 

" Ibid P .1368 

5l Mariano-Florenlino Cuell ar, (2003), The Tenuous RelntionshiQ betv.'cen the Fight against Money Laundering 

and the Disru lion of Criminal finance, Journal of Criminal Law and Criminology Vol. No. 2/3. North 

Western University, P. 329 

52Kathleen A. Lacey and 8m'bra Crutchfield George, (2003). Crackdown on Money Launderi ng: A Comparative 

Anal~ of the r-easibility and Effectiveness of Domestics and ~ilatern! Polify Relgrm. 23 NW. J. Int'I 

Law and Business. P. 295 

S3 Schroeder. W.R. (2001). Money Laundering: FBI Law Enforcement Bulletin 70(5), P. 3 
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2.4. International and Regional Anti Money-Laundering 

Crackdown: an update on the framework 

Money laundering takes place virtuall y in every country and territory of the worl d, it is not 

just a problem faced by the major financial or the offs hore centers ,54 The nature of 

international financial system and modern techn ology, particul arl y e lectronic fu nd transfer 

implies that any country intcgrated in to that system is at risk. As emerging markets open 

their economies and fi nancial sectors, they become increas ingly targets fo r money laundering 

activities. 

In order to more effectively dea l with the problems associated with money launderin g. 

countri es have not only enacted national laws that criminalize money laundcri ng but have 

al so entered in to bilateral55 and internati onal agreements which seeks. to coordinate 

enforcement efforts. 

The genesis of the internati onal cOlllmunity's war against money laundering was mOllnt ing 

because of the global drug cri sis in the 1980· s. Since then, the globa l concern regarding drug 

trafficking and money laundering has become a prominent issues of the international 

concern 56 The monetary costs attributed to international money laundering are staggering 

and the soc ial cost of money launder ing is immense. As we ll , internat iona l banki ng and 

54 0 illwyn Gri fliths, International Efforts to Combat Money Laundering Developments and Prospects, Common 

Wealth Law Bul letin, 193 , P.l,824 

5sFor instance, the U .S Securities and Exchange COlllmission has entered in to bilaterai agreements with 

Canada, Japan, Un ited K in gdom . Brazil. France. the Netherlands. Mexico. Sw itzerland and Panama to assist 

one another in conduct ing investigation and collecti ng evidence. However. the effect iveness of bilateral 

agreements is lim ited because mostly, money laundering outfits operate in more than two .iurisdictions at the 

same time. In such situation, the effectiveness of bilateral agreement is clearly limited there by rendering slich 

agreement more ofa po licy statement tha n an eftective AML weapon. 

56Remark ing that as of 1993 drug proti ts estimated at us $ 300 billion are laundered through international 

banking system. The illegal drug proceeds frolll US . drug sales generale about U.S. $ 110 billion and that 

because th is figure is so alarming, international cooperation has grown ill effort to curb drug trafficking in the 

early days and now money laundering with diverse predicate oflence:; . 
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monetary regul ation, an evo lvi ng and dynamic area of international law re mall1 s hot ly 

debated and is the foc us of many intern ati onal regulation efforts.'7 

In response to the growing concern about money laundering and drug traffi cking in the early 

time and terrori st financing in the current situati on, the internat ional community has acted on 

many fronts to th wart the effort of launderers. A typica l international cooperat ion system 

includes rules that require cooperation in the in vesti gation . prosecution, adj udication and 

execution of judgments in criminalmattc rs.'8 

The main intern ati onal agreement and institutions add rcss ing money laundcring arc the 

United Nations Vienna Convention against Illi cit Traffi ck ing in Narcoti c Dru gs and 

Psychotropic Substances (1988), the Financial Action Task Force (F ATF), 1989, and the 

Basel Comm ittee on Bankillg Supervision to mention, but three . . 

Here is a brief di scussion of these main international initiati ons and institutions. Examining 

these internationa l responses aga inst money lau ndering is worth y for di ffere nt reasons. 

Primarily, it wi ll pave the way for better understanding of the concept and secondly, it is 

blatantl y obvious that these initiatives establi sh the framework, groun d rul es and benchmarks 

for national anti money laundering leg islati ons and regu lations. Therefore, the discuss ion 

unwaveringly will establish a foundation to assess Eth iop ia's money laundcring laws in the 

subsequent chapters. 

2.4.1. The United Nations 

The United Nations (UN), while not thc fi rst in st itution against international proceeds of 

crime, but it is the most important to undertake sign ifi cant acti ons to fi ght money launderin g 

S70 aniel Mulligan, ( 1999), Know Your Customer Re ulation and the Inlt!rnalionai Bankin System: Towards a 

General Self Regulalory Regime. FordhaI11 1nt"' L. J. Vol. 22: 232". P. 2344 

58 U sa A. Barbol. supra nOle at 15. P. 17 1 
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on truly wo rldwide bas is59 Thc UN in this rcgard has a paramount importance for scvc ral 

reasons. For one, the UN is an intcrnational organizat ion with a broad cst mcmbersh ip.60 For 

the other, the UN active ly operates against money laundering through the Global Program 

aga inst Money Launderin g (GPML) as part of the UN Office of Drug and Crimc."1 

Additiona lly and most importantl y. the UN has thc ab il ity to adopt in tcrnationa l treatics or 

conventions that have the effect of law in a member country once that country has signed the 

convention. Thus, the UN treaties and convent ions will be a major Force in harmoni7. ing 

nationa l laws and en forcement acti ons around the wor ld. 

In certain cases, the UN Security Council has the authority to bind all member countries 

through a Security Council reso lution regardless of other actions on the pan of an individual 

country. Thus the UN has had different agreements and convcnt ions that providc a minimum 

baseline aga inst moncy laundering to wh ich countries can bcnchmark and assess thcir own 

money lau ndering reg ime. The United Nations Vienna Convention (1988) and the Pa lerm o 

Convent ion (2000) are amo ng thc major convcntions and bcnchl;larks in the fi ght aga inst 

money laundering. 

59There were other international erforts like measures against the transfer and sa fekeeping of funds of criminal 

origin adopted by the Committee of the Council or Europe in June 27, 1980 and in Dec. 1988 The Basel 

Committee issued a statement of principles i.e. Statement on use of Banking for the purpose of fighting money 

laundering. 

6°There are currently 192 member states or the UN. List or member states available at 

http://www.un.orglcn/l1l~mbcrs/p()I11Cll1hcrshi!1.shtlll ! Last accessed: Sept. 10,20 10 

61 The UNDCr (United Nation Drug Control Program) was renamed as the Oflice or Drug and Crime Prevenlion 

(OOCer) in 1997 and again renamed as the Office or Drug and Crime (ODC) in October 2002. 
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a. The Vienna Convention (1988) 

T he scm inal agrce mcnt, UN Co nvention aga inst Traffi cking in Narcotic Drug and 

Psychotropic Substance (Common ly, the Vicnna Convention) was s igncd In 1988 after five 

years of negotiation among 108 nati ons62 

Thi s Convention primarily dea ls wi th provisions to fi ght the illic it drug trade to which 170 

countries a re parties as of 2005 63 Desp ite thc fact that the Convention docs not usc the word 

' money laundering: it adopted the now fa miliarl y pronged three fold approaches to combat 

money laundering at national as wc ll as in ternationa l level. 

One, crimin ali zation orthosc in volved in money laundering M Second the confiscat ion of the 

proceeds of crime incl ud ing the nced to identify and trace criminal proceeds65 and lastly, 

international cooperation between law enforcement organs and other concerned bodies are 

the basic tenets in the Convention66 

Accord ingly, parties to the Vienna Convention are requ ired to criminalize the o ffen ce of 

international drug-related money lau ndering as part of their domesti c laws. Criminal ization 

inc ludes the knowin g convers ion, transfe r, partic ipation in the conversion or transfer of 

property derived from the illi c it dru g trade for the purpose of concea ling th e illega l source, 

location, dispos iti on, movement or ownership o f such property as pe r Art 3 ( I ) (a) and (b) of 

the Convent ion. 

62 JefTrey Lowell Quillen. ( 199 1). The International Attack on M oney Laundering: EUfoQcan Initimives. Duke 

Journal of Comp and In t" I. Law, Vol. 199 1: 2 13 , P 2 16 

6J paul Allan Schotl, supra note at 32. P. 111 

64The Vien na Convention. Art 3 

" Id. Art 5 

66 Id. Art 6 and 7 
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Regardin g confi scation, as ,prov ided under Art 5, pa rties can ' se ize assets or request other 

parties to seize and fo rfeit assets genera ted from the dru g trade and money laundering 

activities assoc iated there w ith . In add ition, the Vienna Convention Art.5 (4) (g) encourages 

the conc lusion of bilatera l and multilateral agreeme nts that can enhance the cffectiveness of 

international coo peration and the ab il ity of law enforcement organs to seize dru g-trade 

generated assets. 

Fina lly Art 7( I) of the Co nvention provided for the creation of Mutual Legal Assistance 

Treaties (MLATs) that serve to ease in vest igations, prosecutions and judic ia l proceedin gs in 

re lati on to cr im ina l offences estab lished in the Conve nti on. 

Though thi s Convention was an important first step in combating international money 

laundering, its viability as an effect ive weapon in the anti money laundering process is 

marg ina l. The provi s ions in th e Convention arc subject to cou ntries co nst itu tional principles 

and the basic concepts o f the legal system and it onl y applies to d rug traffickin g offences ."7 

Art 3 ( I ) (c) and art 3 (2) of the V ienna Convention require countries to adopt mcasurcs in 

their domestic laws to estab li sh an offence as prov id ed under art 3 o f the Convention. For 

insta nce Colombia was not bound by Art icl e three Paragraph six and nine and Arti c le s ix of 

the Vienna Conventi on as the 1991 Constitution of Co lombia pl'evented the extrad ition of any 

person who is a Co lombian ci tizen by virtue of birth until a constitutiona l amendment in 

This Conventi on, the refo re, has different contributions fo r membe r cou ntries who are 

engaged in the fi ght against money laundering. It lays the grou ndwork for efforts to combat 

money la undering by creating an obligation for signatory states to crimina li ze the laundering 

67 Ibid Arl 2 
68 Acevedo I-I ouguin . (2003). Drug Policy in Colombia- In the Ship or Foo ls. Avai labl e at: 

http://\ V\ V\ V . mam acoca. or g 
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of money from drug traffi cking. It promotes international cooperat ion in in vest igati ons and 

makes extradit ion between signatory statcs applicable to moncy laundcring der ived from drug 

traffickin g. lt also cstab li shes the princip le that domestic bank secrecy provisions should not 

interfere with international cr iminal in vestigati ons. 

b. The }'alermo Convention (TOC Convention) 

The UN adopted International Convention agai nst Transnat ional Organized Cr ime (TOC) at 

Palerm o, Sicily on 15th November 2000 by the General Assembly Reso lution 55/25 69 While 

thi s is similar to the Vienna Convention , it goes further by expanding the scope of the 

predicate offence beyond drug traffick ing unlike thc Vienna Convcnt ion that on ly dea lt about 

drug traffick ing. Accord ingly, it spec ifica lly ob ligates vcrifying co untries to inc ludc all 

serious crimes as a pred icate offence for criminalizing money laundering. Serious crime 

according to thi s Convention means an offence punishable by a max imum deprivat ion of 

liberty of at least fou r years Or a more serio us penal ty70 The Pa lerm o Convention req uires 

ratify ing countri es to adopt the fo llowing with regard to money launderin g: 

:» To criminalize money lau ndering including all scr ious crimes as pred icate olTences or 

money laundering, whether comm itted in or outsidc or the country and permit the 

required criminal knowledge or intent to be inferred fro m objective facts; '" 

:» To estab lish a comprchensive domestic regulatory and supervisory reg ime fo r banks 

and non-bank fi nancial institut ions that are susceptible to money laundering in order 

to deter and detect all forms of money laundering. Such measures shall include 

record keep ing, customer identification and suspic ious transaction repons (STRs)72 

69htlp : //\\'ww.unodc.org/unoddcn/t rc<lti('s/CTOC/indt:~.htm J Accessed on August \ /1. 20 I 0 

70 The Palermo Convention. Art 2 (b) 
71 Id, An 6 
" Id, Art 7 ( Il (2l 
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» To establish Financial Investigation Units (FlUs) to analyze and dissem inate 

information and to strengthen coope ration both domcsticall y and inte rnationally .") It 

ca ll s upon state parties to use the re levant in itiatives of regiona l, interregiona l and 

Illult i lateral organizations against money launderin g in establ ishing a domestic 

regu latory and supervisory regime as a guideline. 

» To deve lop and promote global, reg ional , sub reg ional and bil atei'al cooperat ion 

among judicia l, law enforcement and fi nancial regulatory authorities in order to 

b I d · '4 com at money aun CrIng. 

The Palcrmo Convention was necessary to minimize thc gaps that the Vicnna Convention 

was suffe ri ng. The Vienna Conve nti on does not use the word money laundering and it 

doesn't directl y address issues concerning money laundering. Its major conce rn is to avoid 

the threats to thc hea lth and welfare of human beings and the adverse consequenccs of 

narcotic drugs and psychotrop ic substances against the economi c, cultural and political 

foundati on of soc iety. It provides to dep ri ve persons engaged in il licit traffic "f Ihe proceeds 

of their cri mina l activ ities to elim inate the root cause of the prob lem of abuse of narcotic 

drugs and psychotropic substances. Whereas the Palermo Convention dea ls about 

criminalizing money lau ndering th at includes the proceeds of all serious crimes and it 

incorporates mechani sms li ke record keeping, suspicious transact ion report and customer 

identification that are the major tenets of the day to prevent moncy laundering. 

In add iti on, it includes protoco ls against the smuggling of migrants and traffick in g in person. 

This is important because human Iraffi ck ing creates opportun ity for criminal syndicates to 

exploit hi gh ri sk mi gran ts by forcing them to in vo lve in criminal act ivities arid subsequently 

thi s income is laundered in to legi timate business or to further other criminal activit ies. 

" Id, Art 7(1) (b) and An 7(3) 

74 Id. Arr 7 (4) 
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In concl usion, the United Nations has come up with conventions and resolutions to combat 

money laundering in different perspectives . It can be sa id that the UN Conventions di scussed 

above are ground-breaking documents in that they resu lted in the eliminat ion of bank sec recy 

laws in some countries, triggered the drawing up of national leg islations, bilateral agreements 

and Mutual Legal Ass istance Treaties (MLATs), encouraged the creati on of in ternational 

organi zations against money laundering and it prov ided a fra mework within which law 

enforcement offi cers can operate. 

2.4.2. Financial Action Task Force (FATF) 

Although the UN and other international bodies continued to deve lop mechanisms to th wart 

and detect money laundering and latter terrori st financ ing, it is acknowledged that the lead 

institution for in ternational initiative to combat money laundering is now the Financial Action 

Task Force (FATF) on Money Launderin g. 

Financial Action Task Force (FATF) is an intergovern men tal body formed in 1989 by G-7 

countries75 summi t in Paris taking th e lead and deve lop a coord inated inte rnationa l response 

to preclude the use of Financial systems from money laundering7 6 It is a pol icy making body 
. . . 

in the ' prevention of money laundering and it defines the problem and encourages the 

adoption of effecti ve counter measu res . 

The foundation of th e FATF res ponse against money launderin g is its 40 Recommendati ons 

that were originally issued in 1990 and updated periodica ll y in 1996 as we ll as in 2003 so as 

to take in to accollnt changes in money launderin g methods, tec hniques and trends.'" Further 

III October 2001 , in the wake of the Twin Tower terrori st attack in New York, FATF 

7S G ~7 Countries are: Canada. Uni ted States. Germany. France. Ital y. Japan <lnd United Kingdom. 

76 http://www.fatf:'g<tfi.org Accessed on : August 19. 20 10 

77H .E. Ping, (2008). The M easul:es on Combating Monev Laundering and .Terrorism Financing in the PRe. 

Journal of Money Laundering Control. Vol. 11: No.4, P. 32 1 
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expanded its mandate and issued e ight spec ial recommendat ions to cover th e issue of terrori st 

finan c ing. In October 2004 , the F ;\TF publi shed a ninth specia l recomm endat ion maki ng its 

overa ll standard-the 40+9 recomm cndation- a strong framework for governments to develop 

their domestic legis lat ions against money lau ndering78 

The FAFT sta ndards have been endorsed directly by more than 180 jurisdi ctions around the 

world as well as by the Worl d Bank, the IMF and the UN.·N As of 20 I 0, it compri ses 34 

member j urisdictions and 2 regional organ izations S O 

The 40 recommendations arc segmented in to fou r areas: 

The general framework of the recommendations 

Improvements in the nationa l lega l system 

Enh ancement of the role o f the financ ial systcm 

Strengthening of international cooperati on. 

Scrutin izing the 40+9 recommendat ions in between the li nes, it spe ll s out the risk of money 

laundering and the responses thereoF pa rticu larly in the bank in g sector to control and 

hopefull y to erad icate the predicament. Accordingly, 

Cou ntri es must erim inalize money launder ing 

The proceeds of crime shou ld be frozen and ult imately confi scated. 

78FATF Annual Report 2006-2007: available at hup:/lwww.fatf-ga fi .org. Accessed on: August 5. 20 I 0 

79FA TF Annual Report. 2009-20 10. P .9. Available at: hllpl/www. fatf-gfi,org. Accessed on: October 9, 20 10 

80Members are: Austria. Bel gium, Brazil, Canada. Denmark. Finland ,France, Germany. Greece. Hong Kong, 

Ch ina. Iceland, Ireland. India. Ital y. Japan. Republic or Korea. Luxembourg, M exico. Kingdom of 

N etherlands, New Zealand. Norway. People' s Republic or China. ' Portuga l. The Russian Fedcralion. 

Singapore, South A friea , Spain. Swcden. Switzerland. Turkey. United Kingdom. United States and Regional 

Organizations are: European Commission and Gulf Co- Operation COllneil . (2009- 10) FATF Annual Report, 

P.9 
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Banks and simil ar entit ies Illust install vIgorous identification procedures or their 

customers (CDD) 

Banks Illust keep records 

Banks must insta ll system, train sta ff and monitor how they are doi ng 

Countri es law enforcement agencies and institutions shou ld share in te lligence 

Bilateral and Illultilateral treaties must be establ ished and offenders must be 

extrad ited. 

The 40+9 Recommendat ion enable countri es to enter In to global all iance to Fight the 

activities of money laundering and criminals. Further the FATF standards are designed 

among other th ings to take away the profits out of crimc through confiscation and to 

invest igate crime by follow ing th e Ill oney laundering trail and targeting the kin gp in or 

profess ional launderers." Whil st it is noted that all the recommendations are important and 

equa l to some extent, the focus in this top ic is on recommendat ions that deal s about banks in 

relation to money laundering. 

a. Customer Due Diligences (CDD) 

The FATF recommendation, after criminalizing money launderi ng, comes up with different 

measures that must be taken by financ ial institu tions to prevent it. Accordi ng ly, sound 

customers due diligence (CDD) procedures arc the cr itica l element in the effective 

management of banking ri sks as provided under recommendat ion 5. CDD safeguards go 

beyond simple account opening and record keeping but requ ire banks to fo rm ulate a clie nt 

acceptances po licy that in volves extens ive due dil igence for higher ri sk accounts and 

8l A bdui lam Y. Shehu, supra note at 2 1. P. 142. 
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beyond simple account opening and record keeping but requ ire banks to fo rm ulate a clie nt 

acceptances po licy that in volves extens ive due dil igence for higher ri sk accounts and 

8l A bdui lam Y. Shehu, supra note at 2 1. P. 142. 

32 



including proactive account monitoring for suspicious acti vit ies in combination with different 

profits82 

COO wi ll he lp to protect the regulation and integrity of the financ ial system by rcducing the 

likelihood of banks becoming vehic les for financial cr imes and it also constitutes essentia l 

part of sound ri sk management. In the other edge, the in adeq uacy or absence of know Your 

Custom policy (KYC) can subject banks to serious customer or a counterpart risk; especially 

reputational, operationa l, lega l or concentration ri sks which can resu lt in sign ifi cant cost to 

banks. 83 

b. Politically Exposed Persons (PEI)s) 

FATF recommendation 6 enjoins coun tries to have appropriate ri sk managcmcnt systcm to 

identify whether the customer is PEP's and take reasonable steps to establi sh the source of 

funds and wealth of such persons. 

Exploring thi s in the interpretative part, it says countries are required to include names of 

PEP's within their jurisdiction whereas the UNTOC (2000) under Art 52 (2) obliges state 

parties to provide such names on an annual basis to guide financ ial instruments to implement 

COO with regard to PEP's . 

c. Record Keeping and Suspicious Transaction Reports 

After the end of business relations as part of COD measures, financial institutions are 

required to keep records on both domestic and international transact ions for at least fi ve yea rs 

(Reco.IO). Such record must be suffi cient enough to permit reconstruction of ind ividual 

" Ibid, P. 143 

8J patrick J-Iardouin, (2009) , Banks Governance and Public-private Parlnership in Preventing and Controlling 

Organ ized Crime. Corruption and Terrori st Fi nancing. Journal of Financial Crime. Vol. 16. No.3 . P. 202 . 
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transacti on inc luding the am ount and type of currency in vo lved in the transaction in a way 

that may he lp in vestigations at the time of prosecution . 

When fin anc ial in stitutions suspect or have reasonable ground to suspect that funds are the 

proceeds of crime or related to terror ist activit ies, r ATF under Reco. 13 requires them to 

repOlt their suspic ion prompt ly to a Financial Inte lli gence Uni t (FlU). 

The diffi cultly lays on the word 'suspi c ious tran sacti on' It sounds subjecti ve; howeve r, FATF 

says noth ing on thi s except exc luding c ivi l or crimina l liabil ity o f fin anc ia l in stituti ons, the ir 

directors, officers and employees for breach of any restr iction on the d isc losure of suspic ious 

tran sacti on. (Reco. 14) 

2.4.2.1. FATF Recommendations Vs. International Agreement 

Despite the role played by FAT!' in combati ng MIJI'F, it may not be poss ibl e to .say that 

FATF Recommendations are full - nedgcd and without critic ism. 

One commentator argues that FATF sanction would vio late Art 2 of the UN Charter. As per 

thi s provi sion, eaeh member state has the sovere ign ri ght to govern its own exec uti ve, 

legis lat ive and judic ia l affa irs. At the twenti eth sess ion of the UN Genera l Assembly, it was 

declared that: 

No state has the right 10 intervene, directly or indirectly for any reason 
whatever, in Ihe internal or external affairs of any other state. 

Consequently. armed intervention and all other forms of illtel.ferellce 
{emphasis added} or attempted threats against the personality of the 
Slate or against il .\' political, economic and cullllra! elements are 

condemned. 8; 

84 Todd Doyle. Supra no.e a. 8. P. 299 
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Viewed from this pcrspectivc, the rATr 'Name and Shamc·85 li st as Non Cooperati ve 

Countri es and Territor ies (NCCT's) aga inst non mcmbers violate article 2 of th e UN Charter. 

Therefore, rATIO is threaten ing not on ly to impinge up on the sovere ignty of the targeted 

nat ion but usurp every government function of thcse sovere ign states: executive, legislativc 

and judiciary at least on money lau nder ing issues. 

Second, FA TF sancti on wou ld run contrary to its own 40 Recommendations. These 

recommendations were des igned to be: 

.. principles fo r aclion .. ..lor counlries 10 il11plel11cnl according 10 Iheir 

particular circul11slanccs and consliluliona! ji'amelVork. 86 

However, the FATF's black listing is contrary to thi s principle up on which thc FATF was 

founded. [n other words, although the measures set are termed recommendations ' and 

technically the FATF has no lega l basis to enforce them on every jurisdi Ct ion except on 

members, in practice, they are comp ul sory on all jurisd ictions inc luding non members.87 

Into to, the FATF's mission is three fo ld. The fi rst one is to estab li sh worl dwide network to 

combat MUfF including membership expansion, instit ut ing global money laundering 

techniques and establi shing a working relationship with appropriate international organs. The 

second is monitoring members' progress in implementing ant i money launder ing measures 

85 'Name and Shame' involves publici zing the names of countri es that fail to compl y with , the FATF 40 + 9 

Recommendations as Non Cooperat ive Cou ntries and Territor ies (NCCTs) to induce compliance. A country in 

"name and shame" list may not be able to access the interbank market for their own refinancing. and foreign 

banks may decide to terminate their correspondent banking re lati onsh ips wi th them. 

86FATF, 2003 Recommendation. Preamble paragraph 3. available at: the Forty Recol11ll1endat_ions, 

htlp:// www.fat f-ga li .org!pdlf'IORecs-2003_cn .pcll: reprinted in Annex I V of this Relerence Guide: and Special 

Recommendations. hllp://www.fat f· !lati.org/pd tYSRccTF en.pdf. reprinled in Annex V of this Reference 

Gu ide, Accessed on: July 9, 20 t O 

87 AbduJ\ahi Y. Shehu, supra note at 2 1 P.14 3 
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including annua l se lf assessment and mutual evaluat ion. The last step includes updating and 

repOlti ng money laundering techniques, trends and coun ter mcas ures against such tech niques. 

2.4.3. Basel Committee on Banking Supervision 

The Comm ittee on Banking Supervision (Basel Committee)88 was formed by a group of 10 

world 's most innuent ial capitali st countries in 197489 The dec larat ion ' made by this 

Committee is simi lar to the principlcs set out in the 40 recommendations of the FATF. It 

should be noted that these principles do not const itute a law per se; rather they formu late 

broad supervisory standards and guidelines of good practiccs on a wide range ofsupcrvi sory 

Issues. 

The three supervisory standards of the Base l Committcc and guidelines conccrn ing money 

laundering are: Statement of the Principle on Money Laundering, Core Principles for 

Banking and Customer Due Diligence (COD). 

2.4.3.1. Statement of the Principle Oil MOlley Laundering 

The Base l Committee issued its Statement on Prevention of Criminal Use of the Banking 

System for the Purpose of Money Laundering in 1988 9 0 Accordingly, since banks can be 

used witt ingly or unwittingly as intermedi aries by cr im ina ls. the first and most important 

safeguard against money laundering is the integrity of banks own management and thei r 

vigilant commitment to prevent their institution from being used as a channel for money 

laundering. 

88 http://\vww.bis.org/indea.hllnl. Accessed on: August 18. 2010, 

89 The Basel COlllmittee members as wel l as the group of 10 are: Belgi um. Spain, Switzerland. Un ited Kingdom 

and United States, Canada, France, Germany. Italy. Japan. Luxell1bourg. Ne therlands and Sweden 

90 Fair va lue measurement and modellin g: An assessment of challenges and lessons learned froll11he market 

stress (2008) A va ilable at: http ://www.bis.org/publ/bcbs I3 7.pdf. 
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There are four principles contained in th e Statement on Prevention: 

• Proper customcr identification (KYC) 

• High ethi ca l standards and compliance with laws 

• Cooperation with lawen forcement authorit ies 

• Pol icies and procedures to adhcre to the statement 

2.4.3.2. Core Principles for Banking 

In 1997, the Base l Committee issued its Core Principle fo r Effective Banking Supervision 

(Core Pri nciples)91 These pr incip les prov ide a comprehensive bluepr int for an effect ive bank 

supervisory system. Out of the total 25 Core Principles, one i.e. Core Pr inc iple 15, dea ls with 

money laundering. It sates: 

banking supervisors must delermine rhal banks have adequale policies, 
praclices and procedures in place, including slricl "know your 

customer " rules, Ihal promole high ethical and professional standards in 

Ihe finanCial seclor and prevenllhe bankji-om being used: inlenlionallyor 
unintentionally, by criminals. 91 

These KYC policies and procedures arc fundam cnta l part of an effective AMLlCTF 

instituti onal framcwork for every country. 

2.4.3.3. Customer Due Diligence (CDD) 

KYC principle entitled customer due di li gence for banks (COD) has been issued by the Basel 

Committee in October 200 1. It was issued in response to noted de fi ciency in KYC procedures 

and provides more information on Core Principle 15. 

In add ition the Base Committee strongly supported the adopt ion of FATF recommendation 

part icularly those related to banks. 

91 Core Principles for Effecli ve Banking Supervision: ( 1997). Consultative Paper Issue by the Basel Commi tlee 

on Banking Supervision, Available at: hUpJ/www. bis.org/publ/bcbs30-pdf. 

92 Id. Core Principl e 15 
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2.5. Regional Anti Money Laundering Initiatives 

2.5.1. FATF Sty le Regional Bodies (FSRBs) 

FATF sty le reg ional Bod ies (FSRB s) are groups organized according to geograph ica l regions. 

These groups are vcry important in thc promotion and imp lementation of anti -moncy 

laundering laws and combat in g the fin anc ing of terrori sm in thei r respective rcgions. In thc 

same token, the ir primary objecti ve is to fac il itate the adoption of univcrsa l standards as set 

out by the FATF and how the 40+9 recomm endati on ca n be c ffective ly implemen ted in the ir 

reg ions. 

FSRB s are vo luntary and cooperati ve organizati ons that admini ~ te r mutu a l evaluati on of their 

members so that they can identify the ir weaknesses and take remedies accorilingly. Further, 

FSRBs provide in fo rm ation to the ir members about trends, tcc hniques and other deve lopment 

in the money lau nderin g arena in the ir typo logy reports with specia l emphas is to the ir 

respective rcgions. 

The FSRBs that have assoc iate membershi p status in the FA1T are : 93 

• As ia-pac ific Group on Mo ney Laun dc ri ng (APG) -40 membc rs 

• Ca ribbean Financ ia l Action Task Force (CF ATF)- 31 mcmbers 

• Counc il o f Europe Committee of Ex perts on Eva luat ion o f AM L Measu res and the 

Financ ing of Te rrori sm (MONEYVAL) -28 members 

• Financ ial Act ion Task Force on Money Laundering in So uth Ame ri ca (GAFISUD) 

Span ish abbrev iation) - 10 membe rs 

• M idd le East and North A fri ca A nt i-Moncy Launderin g Groups (M ENA rATF)- IO 

members 

• Eastern and Southern A fr ica Anti- money La un dcring Groups (ESAAM LG)- IO 

members 

9j F AFT 2009M 20 lOA nnual Report. P. I I, \\ \Vw.fali'.gnliorg Accessed on OClober 5. 20 10 
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• Euras ia Gro up on Combatin g Money La underin g and Fi nanc ing o f Terrorism (EAG)-

7 me mbers 

• Inter govern menta l Action Group again st Money Launderin g on Afr ica (G IABA)- 15 

members and 

• Off shore Group of Banking Supe rvisors - 15 members 

2.5.2. Wolfsberg Initiative (1999) 

After a se ries of reputational d isasters f'or th e banking in dustry. the 'Sa linas' and the 'Bank or 

New York Scand a ls' in the USA an d the fa llout o f the var ious 'A bac ha ' cases in Europe, two 

leadi ng banks were co nvinced to f'orm the nuc leus group which rapidly grew to twe lve key 

industria l players contro lli ng roughl y 60-70% o f the wo rl d pri vate ban king ca ll ed the 

Wolfsbe rg gro ups. 94 

The obj ective o f th e ini tiative is to bring leaders o f pri vate banking to cooperate in fig hti ng 

money launderi ng outs ide compet iti ve bus inesses and to establish a common global standard 

for private ba nking operation 95 

The Wo lfsberg group has estab li shed fo ur scts of princ iples for private banking that includes, 

Wo lfsbe rg A nti Money Lau nde ri ng Princ ipl e on Private Banking (2000) fo ll owed by 

Statements on th e Suppress ion o f Financing of Terrorism (2002), AM L Prin c iplc f'or 

Correspondent Banking a nd texts relat ing to moni toring, scree ning and searc hi ng96 

Accord ingly in its Ant i-money La under ing princ iple it prov ides II princ iples that require due 

di ligence proced ures for open in g and keep ing watch over accounts e spec ia lly those identified 

as Po li tica lly Ex posed Persons (P EPs)97 Wolfsbe rg Statcment on the Suppress ion and 

94M ark Pieth , (2006). M ulti Stakeholders Initi ati ve to Combat Mor~y~ Laundering and Bribery_ 4002 Basel. 

Switzerland. work ing paper No.2. P. 6 

9shttp://ww v.l.wolfsberg-grinciplcs.com/indc:l .lllml. Accessed on : August 18. 20 10 

96Abdullah i Y . Shelll!. (2005), Imcrnational Initiatives against Corm lion and Money Laundering: An 

Overview. Journal of Financial Crime. Vol. 12. No.3: P. 240 

971-lttp://\'V\vw/wol fsbcrg-principles.com/privatl!-banking.html. Accessed on: Sept. 5. 20 I 0 
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Financing o f Terrori sm describcd thc ro lcs that banks should play in fi ghting terrorism 

financ ing. Assisting competent authorities through prevention, detection and in formation 

sharing, adopt ing KYC policies and procedures and app lying cxtra duc dilige ncc whcn they 

see suspicious or irregular act ivi ties are th c princ iplc prov ided in the statcment9
' 

The groups in its pr inciple on money lau ndering against correspondent banks adopted 14 

principles to govern the ir re lation with correspondent banks."" As pcr this pr incip le, it 

prohibits doing business with shell banks. In general the Wolfsbe rg principles are a non-

binding set of best practice gu ide li nes governing the establ ishment and maintenance of 

positive relationship bctween pri vate ba nks and elients. 'oo 

2.5.3. Organization of American States (OAS) 

The Organizat ion of American States (OAS) is a multinationa l regiona l body designed for 

deve lop ing peace and diplomacy in the western hemisphere in which all 33 countri es of thc 

American Continent are membcrs and they all have rati fi ed thc charter. 'o, 

In 1986, OAS establi shed the Inter-A meri can Drug Abuse Contro l Commission (C ICAD) to 

fight the growing problems of drug traffick ing and latter regiona l money laundering issues.'02 

In May 1992, the Gcne ral Asscmbly of the OA S adopted thc mode l regu lation concerning 

lau ndering offe nces connected to illicit drug trafficking and re lated offences. IOJ 

98 http:// ww.v.wolfsberg-principicr.com/ j.rnancing-I.crrurisI11.hlm/ Accessed on: Scp.5 , 20 10 

99 http://www.Wolfsberg-principler.com/corresQ-bank ing.hlml. Accessed on: Scpo 9. 2010 

looKris H intcrseer, (200 I), The Wolfsberg Anti money Launderi ng Principle. Journal of Money Laundering 

Ccontrol, Vo!.5. No.2. P. 25 

IOI OAS is signed in Bogola in 1948 and its aim include. inter al ia so lving common legal ' problems like the 

prevention of money laundering through a uniform lega l framework . hnp:llwww.oas.org,/main/ene.lis il . 

Accessed on: August 20. 20 10 

I02 Brllc Zagaris and Sheila M. Cast ill a. (1996). Constructin International Financial Enforcement Sub regime: 

The 1m lemenlat ion ofAnli -mone Laundering Policy. Brook. J. Int"I Law. Vol. X IX: 3. P. 

I03 0 an iei Mulligan. supra /lotc at 57. P. 2355 
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The primary objective of the model regulati on includes :,04 criminalizing launderin g of 

property and proceeds related to illic it drug traffick ing. prcvc nt the use of financ ial systems 

fo r laundering money. enable authorities to ident ify, trace, se ize and fo rfe it property and 

proceeds connected to illi cit acts and to change bank sec recy laws in a way that do not 

im pede effective in vesti gation and to permit governments for in format ion sharing. 

The model regulat ion, although it is considered as soft law 'o; complement Latin American 

Continental and Common Law legal systems and prepare lega l models conditioned for 

enactment, individ ua lly or as part of a comprehensive program.' 06 While the model 

regul ation is not binding, it serves as a suggested statutory framework des igned to faci li tate 

the adoption of anti -money launderin g legis lation in countri es that do not have the resource to 

develop their own legislation., o7 Fu rther, the model regulation is better tailored than 

legis latio ns simple borrowed from other countr ies. 'os 

104Pau lin L. Jerez. ( 1997). Proposed Brazilian M oney Laundering Legislations: Analysis and Recommendation. 

Am. U. J Intl'! Law and Policy. P. 345 

'' ' Ibid P. 345 

IOt>Sort law refers to inler governillental resolutions alld recommendations that are not binding on member stales 

as opposed to hard law. 

!07Phyll is Solomon. ( 1994). Are Money Lallnd~ring A ll Washed up in the Vt;estern H emi'sphere? The OAS 

Model Regulation. H ast ing Inl ' l and Compo Law, Rev. Vol. 17:43 3. P. 445 

I08 Ibid 
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CHAPTER THREE 

3. Money Laundering M ilieu in Eth iopia: Critical Analysis and the 

International Initiatives 

3.1 Introductory Remark 

Money laundering as di scussed so fill' is an attempt to hidc the proceeds of crime by 

integrat ing such proceeds into other leg itimate property or by confus ing th e aud it trail in such 

a way that the authorities cann ot trace the proceeds bac k to thc o ri g ina l crim e. 

The concept money laundering became a phenomen on after (he promulgati on of the new 

proclamation No. 657/2009 on the issue and the initiat ion of some cases in th is respect. Due 

to the c la ndestin e nature of the c rim e and absence of conso lidated data, it is impossib le to 

extrapo late the amount of money laundered in Ethi opia ; howcve r, there are indicati ons that 

money launderin g is breaki ng out in the country. 

For in stance in 20 I 0, Gebre kidan Beyene, the Genera l Manage r an d shareholdcr of 

Gebrek idan Beyene PLC, has been c harged by th e Ethi opian Reve nue an d Custo ms Aut hority 

(ERCAl Prosec utor with seve n cou nts and the largest onc is on money laundering for 78 

milli on birr.
,o9 

ERCA has also won s imila r cases agai nst Ayele Debe la (General Managcr and 

Shareholder of ADH Intern~ti onal) and Ke bede Tesera, Ge nera l 'Manager and shareho lder for 

Bereket PLc. 'I O 

Recentl y, the Federal Po lice have arrested 47 peopl e suspected of money laundering on 

November 9, 20 I 0 and their case is pending at the Arada District of Federa l First Instance 

Court. 

I09Kebrekidan Beyene has been Sentenced to 2 1 years or imprisonment ancl 2 11.200 bl". fille though the 

prosecutor requesled for 25 years orimprisollmcnt. 100 million br. fine and a con fi scation or 159 mill ion hr.. 

Kebrekidan Beyene Vs ERCA. File No 85362 . Federal High COUl'l 

llOAyele Debela Vs ERCA. File No. 82604 and Kebede Tescra Vs ERCA. File No. 8232 1. Federal High Coun 
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Corruption , smuggling and contraband as well as tax evas ion are the major threats to the 

country that inevi tab ly invo lve moncy laundering acti vit ies. '" The sevcrity may be seen from 

the fact that the Ethiop ian Revenue and Customs Authority has. recouped around 400 mi ll ion 

bi rr fro m contraband and ill egal items as we ll as illegal transfer of duty free items to th ird 

parties in the 2008/9 and 200911 0 fi scal year. 

These all demonstrate how much emphasis shoul d be givcn to offe nces of money launderi ng 

to make it unprofi tab le by taki ng pro fi ts out of the crime. This is poss ib le but only through 

full-fl edged, strong and enfo rceable ant i money laundering law that needs th e comm itment of 

the gove rnment in every sphere. 

Be liev ing this, the govern ment has prom ulgated a law- thc Prevention and Suppression of 

Money Laundering and Financing of Terrori sm No. 657/2009 .(here in aftcr the AML law). 

The AML law does not defin e the word money launde ring rather; it extends to Art 684 of the 

criminal code. In the same token, thi s code does not also defi ne money launderi ng but 

explains the requ irements for a ll offence to be a money laundering offence. This provision 

j ust criminali zes money laun dering and en umerates predicate offences of money lau ndering 

though not exhaustive. 

From the genera l reading of thi s prov ision, it can be understood that money lau ndcri ng is the 

process of turning illegitimate ly obtained money or property into seemingly leg itimate money 

IIl lt is inescapable to raise the iS~ lI e or go ld-plmed iron bars submitted to tile NBE which eventually prompted 

an expensive investi gation that revea led a cornplicate system of corrupti on and fi'aud in volving officials at 

both the NBE and Geographical Survey of Ethi opia (GSE) ill 2008 (TI Global Corruption Report , 2009). 

ERCA is playing an important role in addition to its main function against money laundering. It conti scated 2 

million bl". worth or contraband textil es and electronics in Addi s Ababa on Ocl. 13,20 10 whil e trying to 

smuggle the goods in to the country under a heap or call ie fodder. ( f ortu ne N e\\'spaper. Vol. I 1. No 547. OcL. 

24,20 10). In the same token, even companies like Niyala Motors is charged by ERCA ror allegcd tax evasion 

of 23 million br. of income tax and V AT tax and money laundering of the same amount. (r-ortulle Newspaper. 

Vol. II. No. 542. Scp. 19. 20 I 0) These all witnessed how much the problem of money laundering is 

staggering. 
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or property and it includes concealing or di sgui si ng the nature, source, locati on disposition or 

movement of the proceeds of crime or knowingly alerling, rcm itting, reecivi ng or possessi ng 

such tainted money. 

I-laving th is in mind , the next subtopic dea ls about money laundering under Eth iopian context 

and the strength and pitfalls of the ncw proclamation as we ll 'as other related laws in 

comparison with international standards as made by th e major internat ional initiatives on the 

same. 

3.2 Criminalizing Money Laundering 

The first paramount move that a country shou ld take in order to improve its AML framework 

is criminalizing money lau ndering. Accordingly, the Ethiopian law cri minalizcd money 

laundering for the first time undcr Art 684 of the Crimin al Code. 

Three wider substant ive offences may be discerned fi·om th i·s provIsion. The first one is 

concealing of offences ullder Art 684( I) which covers concea ling, di sgui sing or trans ferring 

criminal property from one's own act through investment. transfe r or remission. The second 

is an arrangement offence that covers intentional involvement in an arrangement for 

concealing or disgui sing the illi cit origi n of the propcrty or helps any person involved in the 

commiss ion of the same crime or conceal s the true nature, source, location, disposition. 

movement or ownership or ri ght with respect to the property (A rt 684[5]). The third one is 

acquis ition, use and possess ion of property or money wh ile know ing the unl awful source. 

(Art 684 [2]) From the reading o f" Art 684 of the Cr iminal Code, it em braces a rangc of 

pred icate offences which among other includes corruption, drug traffi cking and illcga l arms 

dea ling. It further includes other serious cri mes as defined under sub article 7 of the same 

provision. Se ri ous crime. acco rdingly. means a crime punishable with ri gorous imprisonmcnt 
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of ten or more years or w here the amount of money or the va lue of the property in volved in 

the crime is at least fifty th ousand bi rr. 

A po int to be menti oned he re is the d iscrepancy between the Amhar ic and English vers ion of 

Art 684(7). The Engli sh vers ion uses the above e lements i.e. th e im prisonme nt and the 

amou nt of money as a cumu lative e lement to de fin e se rious crime whereas the latter used 

these words as an alternat ive req uirement which seems to be more appropriate. Further, since 

the Amharic vers ion is tlie authoritat ive one, the two req uirements should be treated 

separate ly. When scrutiniz ing the prov is ion of the Crim ina l Code in such approach, the 

fo llowing could be included as a predicate offence of money launderin g under thc gui se of 

serious crimes. Pillage, piracy and loot in g (Art 273), recc ipt of ill -gotten gai ns (A rt 307), 

illic it traffi ck ing in go ld, currenc ies or fore ign exchan ge (Art 346), illicit traffick in g III 

prec ious minera ls (Art 347), endangerin g sources of revenue (Art 35 1), co ntraband In 

aggravated cases (Art 352(2) and Art 354), forgery (Art 357), debas ing (Art. 358), traffick ing 

in women and children (Art 597) and robbery (A rts 670,673) are to be mentioned but some. 

However, th e defi nit ion given fo r the word ' serious crime ' is too narrow. It· exc ludes other 

offences like trafficki ng in women as prostitut ion (Art 63 5) and organ izati on for thi s purposc 

(Art 637), sexua l exp loitation for pecun iary gain s (A rt 634), counterfe it in g currency (Art 

609) wh ich may generate unpred icted profi t for those in vo lved in such crime. Howeve r, such 

profit may not ma ke o ffenders li ab le under money laundering fo r the fact that those offences 

are not inc luded under the defin ition of 'serious crim es ' unless the ir pro fit fa ll s beyond 

50,000 birr. I f not, they escape from money launde rin g offences. Defini ng serious cr ime 

based on the amount of money or the va lue of the property in vo lved in the crime may create 

such esca ping li ne from be ing puni shcd on moncy laundcrin g an d narrow down the ground 

play for prosecuting launderers. 
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The Palermo Convention (2000) defines 'seri ous crime' as a condllct const itu ting an offence 

punishab le by a max imum depri vation of liberty at least fil l' fou r years or a more se ri ous 

pena lty. FATF also requires countri es to include all seri ous crimes puni shab le by a maximum 

of more than one year imprisonmcnt or for those countri es with a minimum threshold in their 

lega l system predi cate offenccs should compri se offenccs which arc puni shable with a 

minimum penalty ormore than six months imprisonment. 

The Eth iopian case, however, is ten or more years of im prisonment or if the amount of money 

or property in vo lved is more than 50.000 birr without rega rd to year of imprisonm ent. This 

therefore, may pave the way to exc lude a number of prcdicate offence·s from money 

laundering unlike the FATF's approach. 

State of mind is also another contentious issue that must be addressed. Art 684 (2) provides 

ass isting in the process of moncy laundering as an inten tional o ffence. Ass istance may be 

given reckless ly but the law fa il s to include the probability of being reckless whil e the 

perpetrator shou ld havc known of such proceeds of crime, i.e. negli gent money launderi ng. 

Some eome up with the idea of 'w il fu lly blind ' state of mind where the accused shou ld have 

known of the crime by investi gation but choose not to purse in vesti gation because of hi s 

ignorance. This accordingly fall s in between negligence and intention. 

The broad perspective of defining 'state of mind ' may be important to a lert certain groups 

like lawyers, accountants and other profess ionals who may give assistance in the money 

laundering process in order to narrow the gap of defending themselves using th is lacuna. So 

the Ethiopian approach may be a strong one ifdes igned in such a wider sense. 

The other problem is in relation to the property in vo lved in the money launder ing crime. This 

crime is included under title III chapter II of the Crimi nal Code that dea ls abou t movable 

property and subsequently chaptcr I II comes with immovable property. I-Ience there could be 
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property and subsequently chaptcr I II comes with immovable property. I-Ience there could be 
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an argument that money laundering is about movable propelty and docs not include 

immovable property. Thi s prob lem of the Criminal Code cou ld be overridden by the AM L 

proclamation that defines ' propcrty' in a wider scnse to include mova ble or immovable, 

tangible or intang ible including currency, monetary instrument and legal documents. 

Despite the above lacunae of Art 684 or the Crim inal Codc, the inclusion or lega l pcrsons to 

be punished in case of moncy laundering (corporate li ab ility) and the independcnt cxistence 

of the crime is an important move in the fi ght aga inst money laundering. 

3.3 Covered Persons 

Without the in vo lvcmcnt of fina ncial institutions, certain busincss organizations and persons, 

it cou ld not be poss ible for launderers to launder their ill -gotten money. Accepting this 

rea lity, the AML law has come up with a provision that exhaustively enumeraies persons who 

are designated as accountable persons as di scussed be low. 

3.3.1 Financial Institutions 

Financial institutions may be wittingly or un witt ingly participants in laundering activitics. It 

is axiomatic that criminals with ill -gotten proceeds must have access to financ ial in st itutions 

in order to clean their d ilty money. In most countries and particu larly in deve loping countries 

including Ethiop ia, banking is the most im portant part that dominates the financial system. 

Banks have been the major targets of la undering operations because they provide finance 

related products and services, facilitat ing domestic and international payment including 

cashicr's cheq ues. traveller's cheques and wire transfers which can be used to disguise the 
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origi n of funds derivcd from illcgal act iviti es .'" In thi s rega rd. a country's AML rcglmc 

should start with its Banks. 

Ethiop ia, no exception to thi s, has incorporated financial institutions includ ing banks as 

answerab le persons in the fi ght agai nst moncy laundering. Thc AM L proc lamation does not 

define financial institutions and it rather leads the defini tion ·to be in accordance with the 

banking business proc lamation. 

Financial institutions therefore mean insurance companies, banks, microfinance institutions, 

posta l savings, money transfer institutions or such othe r in sti tutions as may be dctermined by 

the National Bank of Ethiopia (NnE).'I J 

These institutions are according ly covered persons in the figh t aga inst money laundering 

indebted with different an ti money laundering responsibility. !lecause of the ir pivota l rol e in 

the financia l system, any bank not hav ing effective AML program is the one most li kely to bc 

exposed to money launderil1g ri sks and liab le to be exploited by cri)n inals. In order to protect 

the integrity of financia l institutions thcrcfore. a country must have a full -fl edged ant i money 

laundering reg ime. Since thi s issue is to be di scussed in the ncxt chapter, it suffi ces to say 

that Eth iopia has started its fi ght aga inst moncy lau nderi ng from its banks. 

3.3.2 Non-Financial lnstitutinns 

The AML proc lamation has come up with enumerated non fina nc ial institutions and entit ies 

that are potentially vulnerab le to money laundcring. Because of the diffe rent business 

environment, these instituti ons are not or could not be subjected to the same requirement as 

1 E2M oney Laundering Prevention. A Money Service Business Guide. Financial Crime Enforcement Network. 

U.S. Department of Treasury. Washi ngLOn . DC. P. 5 

1\3 San king Business Proclamation No. 59212008. Art. 2( 0) 
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finan cia l in stitutions.' 14 The detai ls to govern these non financ ial instituti ons are yet to be 

issued by the Financ ial Intell igence Centre (riC). The fo llowing are covered persons as per 

the AML proe lamat ion. " s 

Money transfer agents or a foreign exchange bureau 

A financial leasing company 

The Ethiop ia n Rcvenue and Customs Authori ty (ERCA) 

A notary offi ce or an agent empowcred to authent icate documents 

A licensing authority 

Ethiop ian In vestment Agency 

NGO's, rel igious institutions or other char itab le organ izati ons. 

An advocate .. a licensed accountant or an aud itor 

A dea ler in prec ious meta ls and gems 

A broker, dea ler or investment adv isors 

A n exhaustive di scli ss ion of each accountab le person requires further research w hich is 

beyond the sco pe of this resea rch but due to th eir pec uli arly nature I will have a bri ef 

discuss ion about profess ionals and charitable organizations to initiate fu rther research on 

these issues. 

Professionals: the introduction of new and strong measures to close off the conve ntional 

means of access into the financia l system f'or dirty moncy at national, regional and 

internat ional level has resulted in seeking out and using new get ways.' ' 6 Though it is a huge 

114Thc legislature believing that financial and non linancial institutions l1e~d different atlenti on . delegates the 

N BE to issue a directive that would govern financial insti tutions and the Fie regarding other non linancial 

insti tutions 

115 A Proclamation on the Prevention and Suppression or Money Launderin g. and Financing ofTerrori srn, Art 2 

116Paul Waller and Katrin Roth Y. Szcpcsbela. (2004). £ ilence is Gold- or is' it? Fintrac and the Suspiciolls 

Transaction Report Requ irements for Law~. Asper Rev. Int'l Bus. and Trade L.. Vol. 4. P. 89 
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loss for the soc icty to lose thei r educated talent stock to such evi l aga inst the society, here arc 

lawyers, accountants and auditors who may be a vehi cle for money laundering activ ities. 

Money launder ing operation oft en requires a highly technica l knowhow and access to lega l 

business and hence launderers ca ll for such professional s. Lawyers for instance may 

participate in anyone of the three stages of the money launder ing process th rough lega l 

advice, purchase or sa le of property, hiding behind co rpo rate or other veh icle and draft ing 

documents. I 17 

The 1998/99 FATF annual report notes: 

The experts have observed a growing tendency fo r professional service 
providers, such as accountanls, solicilors, cOli/pany formal ion agenls and 
olher similar professionals 10 be associated with more complex laundering 
opera! ions/lB. . 

The Ethiopian AML law has also included lawyers, accountants, and audi tors as 

professionall y responsible in the fi ght aga inst money laundering. These groups arc expected 

to ident ify their c lientele, keep records and report suspicious activ iti es. 

Strictly speak ing, the proc lamation could not be im plemented as long as thcrc is no directive 

that must be issued by the FIC. Yet, the law prov ides the framework that should be included 

in the direct ive. Accordingly, know you r customer rule, suspicious transaction report and 

record keep ing arc the common denom inati ons to be included in the directi ve. 
, , 

Plac ing sim ilar ob ligat ions upon lega l profess ionals will be problematic for the fact that 

lawyers are independent profess ional advisors unlike financial institutions. Further reporting 

on suspicious clie nt's act ivity may cndanger lawyc r' s duty ofconfidentia lity. 

I 17Peter Camp, (2004), Solicitors and Money Laundering, A compliance hand book, the Law Society. I Sl ed P. 7 

118FA TF Annual Report. 1998-99 Ava ilable at: hltp://w\\-w.falr-gali.org/ndI7AR 1999 I..:n .pdf Accessed on 

August 9, 2020 
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In conc lusion, the FIC should prcpare a di rect ive that complcmcnts ali thc spccia l fcaturcs of 

the profession so that such pro fess ions wo ul d be used to fi ght moncy la underi ng and continue 

servi ng justice. 

NCO's, Religious I nstitutions or Charitable Organizations: ,Many co untri es, parti cul arly 

deve lop ing one, recognizes the im portant and significa nt role that the vo luntary soc iety plays 

in build ing a strong, ca ring and a well fun ct ionin g soc iety as we li as in contributin g we lfare, 

employment and econo mic growth. 

Despite the ir s ignificant ro le, they may also be harmful if they are to be abu sed by the donors 

or th ird parties such as fraudsters or money launderers. 

The proc lamation incl udes these institut ions as they arc susceptib le to many laun dering 

activit ies. However, th e app lication of preventi ve mcasures partic ularly with respect to 

religious institutions may be with difficul t ies. Donors to such re ligious institutions may 

red uce thei r donation if they arc to be in vcsti gatcd due to the report of th e in stitutions and 

hence institutions may not be cooperati ve to do so. 

Measures li ke KYC, STR and CTR may also contrad ict with the dogma of some re ligions. In 

addition to the burden these responsib il ities may impose, it may be diffic ul t to make these 

obligations appli cable to re li g ious in st itutions. Further, there is no directive that contains 

specific e lement s and yet it is imposs ible to change th e proclamation into practice. 

3.4. Money Laundering-Corruption Nexus 

In many developing countri es, money laundering schemes are inextricabl y linked to 

corruption , These tw in proble ms have a devastat in g impact on national economy, 

internationa l sec urity a nd hum an deve lopment. 
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Corruption and money launderin g arc symbiot ic. These two crimes usuall y occur together but 

most im portantl y, th e presence of one tends to create and rec iprocall y reinfo rce the incidcnce 

of the other. 1 19 Corrupti on causes signi ficant macroeconomic fai lurcs. As stated by the World 

Bank: 

The Bank has identified corruption as Ihe single grecllesl obslacle 10 economic 

and social development. 11 undermines developmenl by dislorling Ihe rule of law 

and weakening the ;'1slillllional fo undaUol1 on IVhJch economic growlh 

d d 1'0 epen s. -

It can be concluded th at corruption and money laundering arc a related and se lf-reinforcing 

phenomenon. 

Similarly, the Uni ted Nati ons has stated: 

There are importanl links between corruplion and IllOney laundering A 

high degree of coordinalion is thus required 10 combal bOlh problems and 10 

implel11enll'11easures thaI impact on both areas. 121 

Eth iopia ranks 120 out of I SO countries according to thc Transparcncy Internat ional (TI ) 

index of 2009; it does not adequately address the nexus between money laundcring and 

corruption unl ike money laundering with terrorist financin g. 

In the legal regime governing money laundering in Ethiopia, the two issues; money 

launder ing and corruption have been considered in iso lation except indicating corruption as a 

pred icate offence under Art 684( I) of the Crim inal Code of Ethiopia. 

The main reason for the fai lurc to apprec iate the closc rclationshi p bctween corruption and 

money launderin g is pr imar il y symbolism. In devc loping countries, laws are often maintained 

on sufferance to act as window-dressing in impressi ng powerful outsiders rather than 

IJ 90 avid Chaikin and J. C Sharman. (2009). Corruption and Money Launderin A S 'mbiolic Relatiol1shil2:: 

Palgrave Macmillan Publi sher, lSI ed .. P. 4 

120Worid Bank, \Vww.worldbank.org Accessed on Scpo 19, 2009 

121David Chaikin and J. C. Sharman. Supra note 119. P. 3 
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address ing important loca l' priorities. Many deve loping countries are pass ing laws and 

regulations and estab lishing institu tions to combat money laundering main ly to impress the 

international community, particu larl y aid donors, thc Bretton Woods Institution sl7.2 and 

deve loped countr ies."3 To substant iatc this, U.S senator .f ohn Kc rty, in proposing amcndment 

to the Anti -D rug Abuse Act 1988, sa id 

.. We IIllistforce other countries to adopt the same legal standard, as \\Ie 

impose on our own institutions, whether they want or 1701. 
11-1 

Subsequent to thi s year. FATIO was estab lished in 1989 by G-7 countries under the leading 

role of USA which is an in ternational body that. sets standards to combat money lau nderi ng 

and latter terrori st financing after 9/ 11 U.S. terrorist attack. Of course,' terrorism was 

proposed to be incl uded in the UN Conve ntion against Transnat ional Organized Crime by the 

delegates of Turkey and Egypt, but most delegates fe lt terrorism was not a globa l problem 

unti l 11 th Sep-200 1. ' 25 

In the same ve in, many Afri can de legates insisted that corruption shou ld be included among 

offences of the TOC Convention (2000) however; other delegates fe lt this type of corruption 

122 Bretlon Woods Institutions are the results of the United Nations M onetary and rinancial Conference that 

took place in July. 1944, The then industrialized countries corne together at Bretton Woods to talk about 

ways of rescll ing their econornies from the 1930's Great Depression. Thlls. 'this Conference resulted in the 

creation or the Bretton Woods In st ituti ons~ International M onetary Fund ( to help stabilize international 

exchange rmes) and International Bank for Reconstruction and Development ( to provide economic 

assistance Volar- ra vaged nations and which later came to be known as the World Bank). Andre Solimano. 

( 1999), Globalization and National DeveloQl11ent at the end of the 201h century':: Tensions and cilallengs. 

World Bank Policy research Workin g Paper no. 2137 World Bank. p.2 available at the URL: 

11 t t p:/ / ssm . com/abstract = 6 2 0 64 <) 

i2J David Chaikin and J. C. Sharman, Supra note 11 9. p. 22 

124Rowan Bosworth-Davies, (2008).The influence of Christian moral ideology in the develo ment or anti ~ 

money laundering cOI11Qliance in the west and its imQact. post 9- 11. lipan the South Asian Market. An 

independent evaluation of a modern phenomenon. Journal of' Monc), Laundering Control. Vo1. ll . No.2. 

P. ISI 

125 Abdullahi Y. Shehu. supra note 96. P. 240 
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(i.e. looting of treasury) was not a serious prob lem in their countries and consequently 

rejected the proposal s to include corrupt ion in thc TOC (2000). 17.6 No sooner had the 

convent ion on TOC been ratified, thc UN had initiated a new separate convention aga inst 

corruption- United Nation Conventi on aga inst Corruption, (UNCAC) in 2003. 

The influence of these internati onal bodi es is also reflccted in Ethiop ia's proc lamation on the 

prevention o f money laundering and financing of tcrrori sm as we ll as on anti-terrorism 

proclamation. The fo rmer in its prea mble prov ides that one of the major reasons for the 

promulgation of the proclamation is the fi ght against money lau ndering and finan cing of' 

terrori sm in various internati onal fora. But being a burning issue for the international 

commun ity (actua lly for the deve lopcd ones) should not be a major objecti ve for the fight 

against thi s crim e. I am not.arguing that AML is no need for Ethiopia but it should have the 

objective to address current local issues rather than croon ing with de ve loped countries 

objective, (i.e. in addit ion to their objective in order to avo id the ir ncgative influence). Of 

course, there is an argument that it may be ~ 'a n article orfai th" among ri ch countries thaI poor 

countri es necd AML systems, the latter have a much unsure ambiva lent attitude to the 

subject.12
? 

FU11her, Ethiopia fa il s to apprec iate thc nexus betwcen moncy laundc ring and corruption, 

while it tries to reconcile its laws with the 40+9 FATF recommendations to escape fro m 

' black li sting' of the FATF as it can be envisaged from the preamble of the AML 

proc lamation 657/2 009. The FATF recommendations were drawn up to operate in the context 

of its members' large and sophisticated financial environment and their experience. They 

basically dea l with their own problems: drug trafficking in th c earl y days and terrorism and 

terrorist financing in the aftermath of Scpo II attae l,s. 

1261bid 

1270 avid Chaik in and.l. C. Sharman. Supra note 11 9. P. 22 
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In genera l, corrupti on can fac ilitate the laundering of the proceeds of crime, so too money 

laundering aid corrupti on. Por exam ple. if a mini ster or other Po li t ically Ex posed Perso n 

(PEPs) has rece ived a large cash kick back in return f()r se lect ing a particlliar fo re ign 

contractor, th e officer in quest ion must hide thc illic it origins o f th ese fund s. In essence th e 

cha ll enge is no differe nt from those fa ced by drug-traffi ckers or any other profit-dri ven 

crim e. 

Therefore, the law sho uld create strong nex us between the two to the extent that corrupt ion is 

kept out of the system and th e vice versa and thu s money launderers and corrupt indiv idua ls 

wi ll tend to be ca ught and the assoc iated underlying crimes can be expected to fall. 

3.5. Money Laundering-Terrorist Financi ng Nexus 

Governm ents are more conce rned about the phys ical safety of their c itizens, wherever thcy 

are, especia ll y abollt th reats that may come from terrori sm due to its vast damaging 

consequences. 

Terrorism is the systemic be lief in the politica l, rel igious, or ideo logica l efficacy of producing 

fear by attaeking- or threate nin g to attack- un suspecting or defenceless population and 

usua ll y by surprise. '28 It req uires a huge cap ital to perform it. T he esti mated money used for 

Sep. II attack and London bomb in g ' 29 invites a more fundam ental question: how do terrorist 

acq uire money? Here comes financ ing of terrorism. Te rrori sts a re able to carry out their 

ins idious activity on a globa l scale through the ir undetec ted fin ancia l struct ures. The 

128 Encyclopaedia of Espionage. Intelligence. and Security. (2004). Terrorisn\ Ph.iJosoph ical and ideological 

Origins Vol. 3. R-Z. Gal e Group Inc. P. 148 

129Michael Levi. (2010). Combating the Financing of Terrorism: A Hislor and Assessment of the Control of 

Threat Fi nance, Oxford Uni versity Press. The allack on the twin tower of U.S. on Sep. 11 costs terrorists U.S. 

$ 500,000. The London bombing of Jul y 7 is estimated to have cost around £ 8000. A vailable at: 

htlp://bji.ox fonJi.ou rnals.org Accessed on August 5. 2010 
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emphasis on ha lting the funding of terrori st act iviti es, prevent ing terrorist financin g and 

ensuring that racketee rs do not get benefit from their activities are the underlined principles at 

international as well as domestic leve l to combatmoncy laundering. 

The turning po in t in the fi ght aga inst terrorist financing and money laundcring move into thc 

spotli ght is the Se p.1 I terrorist attack against U.S. I:lclo re this day, th c issuc of tcrrorist 

financing was nowhere near the top of the po licy agenda at national and in ternational leve ls. 

The UN 1999 Convent ion for the Suppress ion of the Financing of Terrorism was ratified by 

four countri es by that mi lestone date exc luding USA. I3O Even the U.S. Government orfic ials 

were cri ticizing anti money laundering measure about the cost benefit equation and utility of 

AML requirements on the financia l sector. III 

All th ese changed dramat ica lly with the 9111 furry of terrorism in which international and 

nat ional mcasures were introduced in pursuit of this objective. The FATF 9 recol11mendations 

against terrori sm a fter one month of Sep.ll , 200 1, the speedy ratificat ion of the UN 

Convention (1999) on finan cing of terrorism, UN Security Counci l Resolutions 1368 and 

1373, the IMF and World Bank incorporation of terrori st finance eva luation practices, new 

laws aimed at the identi fi cation, freez ing, seizure and confiscation of asscts suspected to bc 

for terrorist or terrorist financers were the phenomenon envisaged afte r that cutting edge. l l
' 

l3~ ikos Passa s, (2006), Selling global eFT Standards: a critique and suggestions. Journal of MOllcy Laundering 

Control, Vol. 9. No.3. P. 281 

lJl 1bid 

132 Alison S. Bachus. Supra note at 40. P. 859 
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FATF, the main intergove rnmenta l body fi ghting moncy lau nderin g in the in ternational 

arena, has removed the spec ifi c reference to drug in the 2003 vers ion of its recommendations 

and includes 9 spec ial recommendations that exclusivcly dcal with anti-te rrori~m.133 

FATF's spec ia l recommendat ion II requ ires countries to criminal ize terror ist financin g, 

terrorism and terrorist organ izations and to des ignate these offences as predicatc offence for 

money launderi ng. 

The Ethiopian Government acknowledges terrori sm and terrorist financ ing is menace to 

peace and securi ty to the country, to the people and the world at large; it issued anti-terrorist 

proclamation No. 652/2009. It also criminali zes terrorist financing under the prevention and 

suppress ion of money laundering and terrorist financi ng law together with the anti terrorist 

proclamation. '34 Accordingly financing terro ri sm is a criminal act punishab le with ri gorous 

imprisonment from 10 years to I S yea rs. Looking these provis ions from the FATF's 

perspective, the writer beli eves that terror ist finan cing in Eth iop ia is adequately criminalized, 

however, FATF in its ongo ing rev iew of compliance claims defic iency in criminalizi ng 

terrorist finan cing. 1l5 This is not convincing because h om the cumu lative reading of Art 16 

of Anti Money Laundering Proclamation and ArLS of Anti-terrorist Proclamation, whoever 

knowingly or having reason to know that his act has the effect of supporting the commiss ion 

of terrori sm or terrori st organizations by prov iding forged or false documents; giving advice, 

co llecting or mak ing available any property, monetary, fi nancia l or other related services is 

punishable with ri gorous im pri sonment from 10 years to 1 S years. It even goes beyond 

lJJ F A TF Special Recommendations on Terrorist Financing. A vai !able at: hup://\\'ww.f!:ltJ:' 

gali .orgiSRecs en.htm, Accessed on July 13.2010 

IJ4AML Procla mation. Supra note 11 5, Art. 16 

135Improving Globa l AMLlCFT Compliance: on-going process, 25 June 20 10, Ava ilable at: 

w\Vw.coe.int!Udghl/ . ..! !\bouu'F ATF ;\ MLCl: ['Com pi ian..:!,; .lu1]c20 I Q.pdf. Accessed on Jul y 20. 20 10 
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mater ial fi nanc ing by including skil l. expe rti se or any moral support. So, thcrc IS nothing 

more to be criminalized about financin g of terrori sm than what is prov idcd fo r. 

Regarding the incorporation of terrori st fi nancing as a pred icate offence for money 

launderin g, the Eth iop ian approach may be seen from two pei'spect ives but the writer docs 

not even agree to the position taken by th e FATF in thi s respect. 

Terrori st financing according to the definition given by the Ethiopian Criminal Code, Art 

684(7), fall s under the category of se ri ous offences. Sub art I of the same provision states 

that: 

Whoever launders money or properly. derived ji"O/7/ corruption. drug 
trafficking ... or any serious crime, by disg1(;sing its sources .. 

Since terrori st financi ng is punishable wi th ri gorous imprisonment from 10 to 15 years, yes, it 

is a serious crime but, simply because an offence is a seri ous· crime by definition does not 

make that offence predicate for money laundering. The problem is the absence of defini tion 

fo r the word 'pred icate offence ' . Reading art 684 of the Criminal Code in between the lines, 

it can be possible to say that for an offence to be predicate offence for money laundering, the 

fo llowing are mandatory requ irements. 

I. There must be money or property acquired due to the commiss ion of a crime and 

2. The crime should be crimcs li ke corru ption, drug trafficki ng, ill egal arms deal ing or 

any similar sc ri ous crimes that is; 

- Crimes punishable with ri gorous imprisonment fo r 10 or more years or 

Where the mo ney or the va luc of thc propcrty in vo lved in the crime is at least fifty 

thousand birr. 

Terrorist fi nancing in thi s prospect may be seen from two angles. The money or the property 

to finance terrori sm may come from a leg itimate sou rce or it may be from illegitimate source. 
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In case the money used to finance terrori sm is from a leg itimate source, it could not be in any 

way a pred icate onence to money laundcring for lack or thc I-irst rcq uircment provided abovc. 

Whereas, if the money or propcrty used to fina nce terrorism is !i'om illegal sourcc, here again 

the financing oftc rrori sm by itse lf will not be a predicate to money launderin g but the il legal 

act that brought th e money if it rulfi ls the second requirement provided above. In other 

words, terrorist financing by itse lf will not fu lfi l the requirements provided under Art 684 of 

the Crim inal Code and hence cannot be a predicate offence for money laundering. 

Thi s argumcnt may also be strengthe ned by looking into ·the UN Convcnt ion agai nst 

Transnational Organized Crime Art 2(h) that defines predi cate offence as: 

Predicate offence shall mean an offence as a result of which proceeds have 

beel/ gel/em/ed (E mphasis added) that may become the subject of an offe nce 

as defined in arlicle 6 oflhis convention. 

Under thi s measure ment, financing of tc rrorism is an orrence but gene rates no proceeds 

rather, takes away a lot of moncy !i'om the financers and hence cannot be qualified as a 

predicate offe nce for money la undering. Therefo re, recommendation II of the FATF nllle 

recommendations docs not sati sfy elements that must be fulfil led in order to bc a predicate 

offence for money laundering. As a matte r o f fact, even the. USA 2007 National Money 

Laundering Strategy foc uses for the first time exclusively on money launderilig believ ing the 

di fference between the two and the strategies to be appl ied agai nst them.136 

However, these two offences, money laundering and fi nancing o f terrori sm may use the same 

financial channels and employ similar techn iq ues in order to escape from detection by law 

enforcement organsl37 and hence a simi lar approach may bc adopted to combat thc two. It is 

136T he 2007 National Money Laundering SLrategy. USA, P. V 

13 71bid 
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preci se ly at th isjuncturc that thc stron gcst ana logy betwccn the two can bc see n, ot hcrwi sc it 

should be recognized that they are in dirfcrent ca tegories 

3.6. Confiscation, Freezing and Seizu l'c 

Confiscati on is the deprivat ion of propcrty ri ghts by the dccision of a cou rt as a consequencc 

of a crimina l offcnce that aims to e nhance the effectivcncss o f criminal justicc in its fi ght 

aga inst a ny type o f profit driven crime. 

Since confi scation occurs after cri m inal convicti on , the accused may put away the propel1ies 

in order to escape confi scati on. But hcre is freczing and sc izurc that may bc used to prcvent 

any dealing, conve rsion, trans fe r or disposal of such propcrty before confiscation . 

Freez ing, according to the Ethiopian AML law is the temporary prohibition of conversion , 

transfer, di sposit ion or movement or property by order of the court. Seizure in a si mi lar 

fashion is the tempora ry control of the property upon orde r by the co urt. i38 These two arc 

important too ls fClr the proper implementat ion or confi scati on. Thc on ly s in gle provision 

about se izure other tha n th e defi nition in thc AML proclamation is Art 10 that deals about 

seizu re of fo re ign property in re lat ion to foreign crimes. T hi s prov is ion extcnds the issue to 

be governed by the anti -corrupt ion proc lamation mulalis mUlandis but aga in , the anti 

corrupt ion proc lamation does not contain any provi s ion about se izure. 'f o avo id thi s big 

draft in g gap, go in g to th e Ethi op ian Crim ina l Procedure Code may be of so me help in 

avoiding prob lems in relat ion to se izure o f properties duc to money laundering o ffe llces. 139 

However, the issue of se izu re in the fi ght agai nst money lau ndcring needs to be addresscd. In 

relation to freez ing, the provisions in th e anti corrupti on proc lamation under the caption 

Il8AML Proclamation Art 2 (7) 

lJ9Ethiopian Criminal Procedure Code. Art 32 
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lJ9Ethiopian Criminal Procedure Code. Art 32 



restra ining order can be used fo r th e purpose of freezing properties as a rcsult of money 

launder ing o ffenccs. 

3.6.1 Con fiscation 

There are threc types of co n ti scation. '40 

I . Confi scation of the in st rum ents of crim e (inslrumen/ sceleris) 

2. Confi sca tion of the subject o f c rime (objec/ sceleris) 

3. Con fi scati on of the proceeds fro m crim e (ii'IIC/1I111 sceleris or prot/Zic /Ulli sceleris) 

The first type of confiscation is assoc iated with th e in strumcnt in whi ch thc criminal has uscd 

for crimina l purposes. It is confiscatcd because the property itse lf is cons idcrcd to be 

contaminated. Th is type of confiscati on has usua lly a protective natu re that protects the 

soc iety from hysteri cal usc of dangerous property but sometimes it may be of punitive 

according to the circumstances. Whe reas confi scation of th e subject of crime is the 

confiscation of th e goods subj ected to criminal behaviour . This may as we ll have a rrevcntive 

or punitive ro le. Confi scation of proceeds of crim e whil st is a recent vintagc that in cludcs the 

confiscati on of fina nc ial ga ins obtai ned through cri minal activ ities. 

Another important poil1l worthy of discuss ion is thc two modcls of confiscation. Thesc arc 

object confi scation and value confi scat ion. Object confi scation operates on the property (in 

rem) without pay in g heed to who is the actua l possessor of the property. Value confi scation, 

however, is not th e depravat ion of the proceeds of crime itsc lfbut an order fo r the payment of 

a certain amount of money proportio nal to the value o f the proceeds of crim e. "11 

t40Guy Stessen. (2003). Mone\~,!!Jnderin g, A l\Ie~v International Law J::nforcJ: l11cnt Model,l. Cambridge 

University Press. I ·lcd. P. 30 

l~l l bid. P. 35 
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Both have the ir own pros and cons which will be discussed from Ethiopian perspective. 

Confiscat ion as defi ncd under the anti money lau nderi ng proc lamation of Ethiopia is the 

permanent deprivat ion of ownership ri ght ovcr a property by the order of the court. This 

proclamation however does not conta in prov isos that dea l about confi scati on exhaustive ly. 

Rather it opts to use the provisions of confi scati on procedurcs prov ided in the Rev ised Ami -

corruption Proclamat ion on the same by ana logy. I'12 

When looking into the provIsions of th e Revised Anti -corruption Special Procedure and 

Rules of Ev idence (here inafter the Anti co rruption Proc lamation) Art 29 provides the 

principle. This arti cle states: 

The court shall issue a confiscation order proportionate to the property 
acquired by the corruption offence ",here the accused is found guilty. 

Accordingly, a person who is found guilty ofa money lau nde ring offence wi ll be confi scated 

an amount which is corresponding to thc property acq ui rcd from such crime by the order of 

the court. From th is it can be concluded that the country as a princ iple adopted a va lue 

confiscat ion approach li ke England, Wales and the Netherl and. 

However the c lose and technical scrutin y of the following prov isions does not reveal that the 

country opts to give priority to va lue confi scation over object confiscation. 

This argument is based on Art 34 of the Anti -corruption Proclamat ion that dea ls spec ifica lly 

about the man ncr of recovcring the property or the benefits thereof at the time of" 

confiscation . However, the English and the Amhar ic version have a big di screpancy that may 

bring a difference in the models adopted by thc country. It states: 

142AML Proclamation. Arl 9 
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The defendanl shall return the property acquired by the cOll1mission of the 
crime and the benefits derived POIII the property acquired by the cOlllmission 
of the crime or its proportiollal value (Emphasis added/·/J 

The phrase ' its proportional val ue' is not included in the F' ngl ish version. Accord ing to the 

Engli sh vers ion, the defendant should return the property acqu ired by the commission of the 

crime and the benefits der ived thcrefrom. There is no alternative than returning the propcrty 

itself and the benefits. This obviously wi ll makc the country follow object confiscation 

mode l. 

Whereas in the Am haric vers ion, the dcfendant shou ld rcturn the property acqu ired after the 

crime or the benefit derived or the proportional va luc of the same. According ly, the subjcct of 

the crim e and its proceeds should be returned first and in the absence of these, their 

proportional value shall be the a lternative mechani sm to enforce confiscation. Then it can be 

derived that thi s version gives primary approach to obj ect con fi scation a nd va lue confiscation 

as an alternative. 

Hence, accordin g to the Amharic vers ion, it can be inferred from the above argument that the 

country follows both approaches of confiscat ion but gives priority to objcct co nfi scation over 

va lue confiscat ion when there is a property to be confiscated due to money lau ndering 

offences. 

However, object co nfiscation has its own drawbacks and va lue confiscation as well is not free 

from criticism though believed to be the preferred one. Even in countri es like Belg ium and 

Switzerland that adopt value confiscation as an altcrnative for object confiscation, in practice, 

value confi scation may be appl ied as frequent ly as object confiscati on.]"'] 

14JThe word 'proportional value' must be added to the English version in order to give a similar meaning for the 

two versi ons. Otherwise. it will bring a big conceptual difference. 

144G U)' Stesscn. supra note J 40. P:35 

63 

The defendanl shall return the property acquired by the cOll1mission of the 
crime and the benefits derived POIII the property acquired by the cOlllmission 
of the crime or its proportiollal value (Emphasis added/·/J 

The phrase ' its proportional val ue' is not included in the F' ngl ish version. Accord ing to the 

Engli sh vers ion, the defendant should return the property acqu ired by the commission of the 

crime and the benefits der ived thcrefrom. There is no alternative than returning the propcrty 

itself and the benefits. This obviously wi ll makc the country follow object confiscation 

mode l. 

Whereas in the Am haric vers ion, the dcfendant shou ld rcturn the property acqu ired after the 

crime or the benefit derived or the proportional va luc of the same. According ly, the subjcct of 

the crim e and its proceeds should be returned first and in the absence of these, their 

proportional value shall be the a lternative mechani sm to enforce confiscation. Then it can be 

derived that thi s version gives primary approach to obj ect con fi scation a nd va lue confiscation 

as an alternative. 

Hence, accordin g to the Amharic vers ion, it can be inferred from the above argument that the 

country follows both approaches of confiscat ion but gives priority to objcct co nfi scation over 

va lue confiscat ion when there is a property to be confiscated due to money lau ndering 

offences. 

However, object co nfiscation has its own drawbacks and va lue confiscation as well is not free 

from criticism though believed to be the preferred one. Even in countri es like Belg ium and 

Switzerland that adopt value confiscation as an altcrnative for object confiscation, in practice, 

value confi scation may be appl ied as frequent ly as object confiscati on.]"'] 

14JThe word 'proportional value' must be added to the English version in order to give a similar meaning for the 

two versi ons. Otherwise. it will bring a big conceptual difference. 

144G U)' Stesscn. supra note J 40. P:35 

63 



Object confi scation is cr itic ized fa r the fo llow ing insurmountab le prob lcms. For onc, its 

aleatory cha racter may prevent justi ce to be admin iste red .. Meaning, if a property is 

consumable or cannot be traced back at the time of the dec ision, it may esca pe confi scation. 

An American j ud ge once put it as 

A racketeer who dissipates the profits on \\line, lVomen and song has 

profited ji-Oll/ organized crime 10 the same ex/em as if he had pul the /IIoney in 
his bank GcCounl. f.l5 

So objecti ve con fi scati on by itse lf may not ac hieve the obj ect ive of confi scation and opens a 

gap in such a case when the money or property coul d not be traced back. 

The other most im porta nt criti c ism again st object confi scati on is the ri ghts of bona fi de third 

palties.146 Since obj ect cOl.lfi scati on is exerc ised in rem, thi ~d parti es who acqui red the 

property in good fa ith may suffer as a result of blind appli cation of the objecti ve mode l. 

The Ethiop ian law about confi scat ion o f property due to money laundering does not say 

anyth ing abo ut good fai th purc hasers of such property where as Art 3 o f" the 40+9 

recommendations as we ll as A rt 29 of the UN Model Law on money laundering contain 

prov isos in order to protect the ri ghts o f third part ies. So the Ethiop ian law should include 

provisions about bona fide thi rd parti es . Though not per fect, such problem may not be 

headache as long as there is val ue confi scati on as an al te rn ative beca use value confiscation 

unli ke obj ect mode l operates in personnGm. That means, since va lue confi scation ca n be 

ad ministered over any property of the offender, rights o f bona fide third part ies may not be 

affected. Howeve r, thi s agai n may be c ircum ve nted if the offe nder has a lready tra nsferred to 

his families a nd c lose relat ives a ll the money and th e property that he acq ui red through 

predicate offences of moncy laundering or in other mechanisms. 

14 5lbid P. 33 

146Janet UJph, (2006), Commercial Fraud. Civi l Liability, Human Rights. and Money Laundering, Oxford 

University Press. lSI ed. P. 189 
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From the Ethi opian perspectivc, two fo ld argu ments may be proposed in order to avoid such 

lacuna of va lu e confiscation. T he first argument is that whocver g ives aid for crim ina ls in 

hiding the ir crimina l boun ty is li abl e fo r money laun de ring and aid ing as per Art 684 (2) of 

the Crimina l Code. But the requ ired proof may create diffio ulties to ach ieve the desi red 

obj ective because in most cases crim ina ls may not own property in the ir names as well as 

/' 
re lati ves and famili es . 

The other a rgum ent but futil e in thi s respect may be the pro mul gation o f Disc losure and 

Asset Registra tion Proc lamati on. '47 Thi s proc lamation is iss ued to enhance transparency and 

accountab ili ty in the condu ct of public affairs, to cn hance good govern ance by preventing 

corruption and impropriety as we ll as to put a demarcation line between public affa irs and 

private interests go without interven ing into one another 's territory. As per thi s proc lamati on, 

appointees, e lected persons and publ ic servants as enum erated are obliged to di sc lose and 

register the sources of incomes a nd assets under the ownersh ip or possess ion of the ir fam i Iy 

and themse lves.'''8 Though the obj ective be hind the law is one to be apprec iated, the 

provi s ions are not des igned in a way to achi eve the obj cctives set. 

The primary problem is the defini tion givcn to thc word ' family ' . As per art 2 (7), fami ly 

means: 

the spouse or a dependenl child under the age of 18 (emphasis added) of an 

appointee, elected person .. 

Here, what comes to one's mind is the cxc lu sion of a chi ld above the age of 18. T hose 

respons ible persons to di sclose and register the ir assets are not obliged to make registrat ion of 

an asset in the name of the ir child who is above 18 years of age. 

141A Proclamation to Provide for Disclosure and Registration or Assets No. 668/20 I 0 

•
48 lbid Arl. 2 (4) 
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Axiomaticall y, it may be poss ible to say that such child is inc lu ded in th e definiti on givcn to 

' c lose re lati ves' so that it creates no diffic ulty. Indeed, the child above 18 years of age is 

included in the defi niti on, howevcr. the iron y is those appointccs and ot her groups arc 

required nowhere in the proclamation to make registration and d isc losure of properties under 

the ownership of their ' c lose relat ives '. Thosc requircd to disc lose and register the ir assets 

may escape s imply by kee ping the property in the name of thci r child above 18 years o f age 

or in the name o f th eir c lose re lati ves inc luding ill ega l fund s whi ch have bee n amassed during 

their tenure, he nce Art 2(8) that defines the word 'c lose re lati ve ' has no use at a ll. 

The other drawback in thi s proc lamation is th e timc of registration. An appo intee and those 

persons obligcd to di sclose and reg istcr their assets arc cxpcctcd to sta rt their responsibilities 

after s ix months from the com ing into fo rce o f the proc lamation an d (0 be completed withi n 

six months from the starting date that gives a total of one year. l49 It is c lear that th ose 

respons ib le persons may stash away any property in their contro l and the ir fam il ies to e ither 

their chi ldren above 18 years, to thei r relatives or to anyone 'e lse within one year. So th is 

extended tim e for registrat ion gi ves a preparatory tim e to do so . 

Yet, even if they are ready to register their properti es. the organ within th e Federal Ant i 

Corrupti on Commi ss ion to carry out such reg istration is under formation th ough it is 

expected to start registration from October 4. 2003 onwards. ISO Genera ll y thi s proclamation 

may have no ro le in the confi scati on of properties acq uired by criminal acti viti es of those 

po litica lly exposed persons and others who have th e duty to make registration . 

[" Ibid Art 7( I) 

150 lnterview with Ato Gezahegn Gashaw (H igher Prosecutor in the Federal An ti Corruption Commission) on 

Nov. 06,20 10, the Ethics Liaison Unit is under the process of estn bl ishment to start registration as of 

November 20 10. 
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3.6.2 Confiscation-Human Rights Contention 

The other wo rthy po in t whil e di sc uss ing about con fi scation is the on us of proof in re lation to 

unexplained property as provided unde r Art 15 of the A M I. proc lamati on and confiscation of 

properties derived from money lau nde ring offences as pcr Art 33 o f the Anti -corruption 

Proclamation. 

Any person who is in control of pecun iary property d isproporti onate to his prese nt or past 

lawfu l income shal l be pun ished without prejudice to co nfi scati on unless gives a sati sfactory 

evidence as to how he beco';' es the owner thereof 

In thi s case, th e burden o f proof is totally reversed to the defe ndant and he is expected to 

prove hi s innoce ncc to th e sati sfaction of the court and if fai led subject to punishment for 

impri sonment from three to fi ve years and fine fi'o m 5,000 birr to 10,000 birr. The FORE 

Constituti on, on the oth cr hand provides that the accused persons have thc ri ght to bc 

presumed in noce nt and not to testi fy aga inst themselves of the charges brought aga inst them 

during the procecdi ng. ' 51 Thi s obvious ly leads to the conclusion that th e reversa l of burde n of 

proof circumve nts two fundam ent princ iples of fa ir hea rin g tri a l. These are presum ption of 

innocence and the ri ght to keep s ile nt (not to testifY aga in st onese lf). 

These rights as e nshrined in the fun da mental law of the country ca nnot be vio lated by 

subseq uent legislati ons except by th e co nstitution itse lF. 'fhe constitution, however, co nta in s 

no except ion with respect to thcse rights . Therefore, Art 15 of the AML proclamat ion that 

dea ls about uncxplai ned property contradicts wi th thc supreme law of the land and hence it 

shall have no efFect according to Art 9( 1) of the constituti on. 

151 FDRE Constitution Art 20 (3) 
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Concern ing burden of proof in rc lat ion to confi scation of property or benefits acquired by the 

commission of money laundering orrcnccs, thc standard of proof is li ke the one required for 

civil proceedi ngs (proba ble cause) instead of beyo nd rcasonable doubt. '52 This to somc cxtent 

reversed the burden of proof from the prosecutor to the defendant. 

This approach, somc argue, violates the defendant 's right of presumption of innocence and 

not to testify against one se lf. The ir argumen t goes; ri ght of presumption o f in nocence is a 

right that should be used through the entire criminal proceed ing includi ng con fi scati on.' 53 

Hence, reversing burden of proof violates the rights of the dcfcndant. 

The opposing argument on the othe r hand argues there is no violat ion of thcse ri ghts because 

the defendant enjoyed a fair trial during the proceed ing and then c6nvicted. The confi scation 

proceeding is merely part of the sentencing process fo llowing conviction. 1S4 

Under Eth iopian context, Art 20(3) 0 [' the Constitutions and Art 33 of the Anti Corruption 

Law come in to picture. The Constitution prov ides th at thc accused has the ri ght not to testi fy 

against ollese lfalld to be presumed innocent until proven guilty. The question is at what time 

these ri ghts are to cxti ngui sh in th e trial process" In short , just after convicti on. A parallel 

question may be when is confi scat ion to be rai sed in the tria l process? Art 29 statcs that the 

court shall give order of confi scation when the accused is found guilty. The succeeding 

provision al so gives a probah il ity for the postponement o f confi scaiion order six months after 

conviction. These show confiscation wi ll be ordered after conv iction. 

IS2Revised Anti Corrupti on Special Procedu res and Rules or Evidence Proclamati on No 434/2005, Art 33 

lSlThe European Court of Human Rights staled in Minelli v. Switzerland ( 1983). presumption of innocence 

governs in general crim inal proceedings irrespecti ve of the outcome of the prosecution and not solely the 

exam ination or merit of the case only. Gu)' Slessen. P. 68. 

IS4Janel U lph, supra notc 146. P. 172 
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Therefore, Since presumption of innocencc is a ri ght to bc exerc iscd unti l the timc of 

conv iction and confi scation is to bc ra ised aftcr thi s, there will be no vio lation of such right 

and the pos ition taken by A rt 33 of the anti corrupti on proclamat ion is the one to be 

supported fo r the fact that it wou ld be impossib le to prove ·the criminal o rigi n of assets 

beyond reasonable doubt. Whereas thc issue of unexp lained propelty shoul d be underscored 

due to its contradiction with the supreme law of the land 

3.7 Ethiopia's Accession to the WTO Vs Money Laundering 

Eth iop ia is in the m idd le o f the road to join the giant club, thc World Trade Organ ization 

(WTO). T he governm ent of Ethi opia while di sc uss ing about the rati ona le for accession to the 

WTO, proposed four interrel ated objcctives. To acce lerate eco nomi c growth , attract fore ign 

investme nt, secure predictab le and transparent market access and to innuencc the nature and 

. , . 
direction o f g loba li zatio n are the major reasons that led thc govc rl11nent to start the process of 

access ion. ISS Due to the nature of trade in servi ccs and the importance of fin anc ial se rvices 

for the eco nomy at large, negot iat ion on trade in se rvices is onc of the key issues in the 

accession process o f the World T rade Organi zation (WTO).156 Libe rali z ing financial 

institutions is thc most important issue that wi ll take the lion 's share of the negot iation. 

Despite the efforts, liberaliz ing th e fin anc ial sector in e ither of ways is an inev itab le fact for 

accedin g countries thou gh a matter of negotiation. T he gist of thi s discuss ion is not abou t the 

benefits and draw backs that libera li za ti on could bri ng to the co untry but its implicat ion in 

relati on to money lau ndering fro m Eth iopia's perspective. 

ISSMeiaku Geboye Desta. (2009). Accession for What? An Examination of Ethiopia's DecisiolllO Join the 

WTO, Journ al of Worl d Trade, 43. No. 2. P. 352 

156Gebrehiwol Ageba and Derk Bienen. (2008). Ethior-in's Accession to the W TO and the Financial Service 

Sector. Ethiopian Business Lav~1 Series. Faculty of Law, A .A .. Vo 1.2. P. 
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The GAn" and GATS strive to liberal ize trade in goods and services. cor this purpose 

financial insti tutions arc cnt itled to most favoured treatmcnt (MFN) and national treatment 

(NT). I57 Though the WTO docs not have a specific provision about money laundering, but 

countries like USA ought to impose tariffs on thc goods and serv ices on any mem ber country 

that refuses to erim ina I ize moncy laundering. 158 

A country wh il e getting benefits from the wor ld trading regime at the same time may derive 

money laundering profits at the expense of its trading partners that choosc to criminal ize 

money laundering. 159 In response, Art XIV (a) of GATS and Art XX (2) of GA T f may be 

used against such act of member countri es. So countri es may deny favourable market access 

by increas ing tariffs on the financial system of the nation that re fuses to become a member 

for international money launderi ng agreements or criminali zc money launderillg. l 60 

Art XIV (a) of the GATS pcrmits a contracting party to enforce measures "necessary to 

protect public 111 0rals or to maintain public order" . Art XX (2) of the GATT incorporates a 

similar provision as genera l 'except ion. 

The public order except ion may be invoked on ly whe re a genuine and suffi ciently serious 

threat is posed to one of the fu ndamental interests of society.1 61 The question is, does money 

lau ndering entai l such pub li c di sorder? Nations that pcrmit money laundering facil itates 

IS7GA IT Art 1 and 3 

lS8Matthew B. Comstock. GATT and GATS: ( 1994), A Public Moral Atlack on Mone Laundering. 

Northwestern J. af1nt'1 L. and Buss. Vol. 15: 139. P. 27 

159There is an academic argument that money laundering is beneficial for those countries that condone this 

illegal act and even that it should be permitled. However. this argument is not sustainable because the 

implication for others may bring a devastating effect rather than its shorllerm benefi ts. Th is means enabling 

ofcriJllinals and hence allowirlg other innocent persons to engage in sllch 'ac ti vity rather than re frain ing from 

such act. Moreover, money launderers will in vest in short tcrm businesses in order to hide their criminal 

bounty rather than on long term leg itimate businesses that cou ld bring benelits to the country. 

160Matthcw B. Comstock . supra note 158. P. 28 

16JOATS Art X IV root note 5. 
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criminal activities all over the world because money launderin g has much connection to drug 

trafficking, illega l arm s sales, prostitution, human traffick ing and other dangerous activiti es 

that may extreme ly disorder the public. Thus trade sanctions aga inst nations which pcrmit 

money laun derin g arc just ifiable in order to protect public disorder. 

Although such sanct ion on the face scems contradi cto ry with the purpose of GATT and 

GATS, which is to bo lster free trade, thi s act ion ensu re the integr ity of the worl d' s financ ial 

system and therefore, WTO has th e means to make countries fight money launder ing. 

Therefore, when Ethiopia becomes a member to the WTO, other nlember countries may use 

such mechanism to force Ethiopia to join the fi ght aga inst money laundering and Ethi opia 

may also use such system on other non complyi ng coun tr ies, ifneeded. 

Further the liberali zation of financial services as a result of access ion may come up with 

different problems in relat ion to money laundering. The Gove rnment of Ethiop ia has a major 

concern that author ities wil l be unab le to regul ate and supervise foreign banks effeet ively.162 

This concern with respect to money laundering is exacerbated because the authori ty that has a 

duty of control ling banks in relation to anti money laundering compliance is established by 

regulation before a yea r but ·stillunder formation. 

The risk to money launde ring activities may be different depending on the foreign banks 

entry into our system. The commercia l presence of banks either through eq uity parti cipation, 

green-field investment, open ing branches or through subsidiaries may have different 

consequences. 

162Kozo Ki yota, Barbara Peitsch and Robert M. Stern. (2007). The Case for Financial Liberali zation in EthioR.ill., 

Research Seminar in International Economics. Discussion No. 565. P.1 5 
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In case of green- fi e ld investment, equity participat ion or subsidiaries the regu latory organ is 

expected to be strong cnOligh so it can control thc compliance of banks with anti money 

laundering requirements. 

In case of opening branches, since creditors have full ri ght to claim on the institutions asset as 

a whole, the regulato ry organ may bene fit from a ccrtain degrce of burdcn sharin g with the 

regulatory organ of the parent institutions' home country.' 63 Fu rther th e parent institutio ns 

commitment to its reputation may provide additional comfort if it has an y prior reputation. 

On the other hand, pa rent institutions may exc lude themsc lvcs from li ability by including the 

so ca lled ring- fencing provisions that reli ves thc parent instit ut ion from ob li gations of foreign 

branches. '6" In such a case the parent banks may be set free to repay obligations of fore ign 

branches fac ing repayment problems. In such a situation the regulatory organ- the Financial 

Intelli gence Centre (F IC) should havc strong capac ity to contro l those forei gn banks as to 

their compliance with the requirements orthe anti moncy la unde rin g laws of Ethiopia . 

But if there is no strong capaci ty to control such forcign banks. financial liberalization could 

lead to potentially hi gh disrupti ve finan cial cri sis'65 including moncy laundcring ri sks. Thc 

entry of foreign banks may improve bank supervi sion through rcgulatory spi ll over. However 

expcriences of countries that liberali ze thei r fin anc ial scctor show that strengthening 

regulatory and supervi sory framework before li beralization cope up the effects better than 

those that li bera li zed first. ' 66 

Genera ll y, li beralizing thc financ ial sector mcans intcgration into the world 's finan cia l system 

in which the technological advanccment and new paymcnt systems may be used to some evi l 

163Gebrehi wot Ageba and Derk Bicncil. supra note 156. P. 27 

''' tbid P. 29 

16SKozo Ki yota. Barbara Peitsch and Rober! M. Stern . supra note at 162. P. 17 

166Gebrehi wol Ageba and Derk Bienen. supra note 156. P. 16 
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acts li ke money laundering. Fu rther. acced ing countries will integrate into the in ternational 

trading system which in turn can be abused for commercial fi'aud through tax evas ion, cap ital 

fli ght and tradc based money launderin g (TBML).' 67 Trade based money laundcring can be 

accomplished through misrepresentat ion of price e ither using ove'rpricing 01: under pricing. 

Similarly, the quality or quantity of goods can be misrepresentcd. On thc eve of liberalization 

and maintaining international financia l relationship, the country needs to rea lize the effect of 

libera li zation on money laundering and build up we ll equippcd regu latory organ to control 

those banks as to their compliance with the anti money laundering requirements and it should 

negoti ate on the type of foreign bank entry that wi ll pose less susceptibility far laundering 

activities. 

3.8 Challenges to the Eradication of Money Laundering in Ethiopia 

3.8.1 Cash based payment system 

Although it is impossib le to find the exact magnitude or percentage sharc of cash based 

payments in Ethiop ia, it far exceeds all other forms of payments. Since capturing and 

monitoring cash transact ion is diffi cult. money laundering is booming without be ing detected. 

Th is becomes a difficult chal lenge for law enforcement groups and regulators. 

3.8.2 Unstable neighbouring and porous boarders 

Ethiop ia's location within the I-lorn of Africa makes it vulnerab le to money laundering 

acti vities as it is surrounded by unstab le countries like Somalia, Southern Sudan and Eretria. 

The po li tica ll y unstab le countri es therefore export criminalities into the country and cross 

border cash smugg ling as we ll as other con traband goods will be easy to be transported 

167Global Money Laundering and Terrorist Financing. Threat Assessment. FATF Report, 20 10. www.rmf­

gafi.org Accessed on Sep 28. 20 10 
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through border. These situations arc highl y conducivc to moncy launderin g and complicate 

the fi ght against thc vicco 

3.8.3 Parallel Banking Activities 

The para li el banking activities internat ionall y known as ' Hawalla.\" , encourage money 

laundering acti viti es as they are able to wire fund s to and FrOll1 other jurisdi ctions without 

going through the formal banking system. 168 The Ethiopian Federal Policc Investi gation 

source ind icates that a lternative remittance systems parti cularly ' hawalla' are widely used. 169 

The Federal Po li cc had arrested 47 persons in November 9.20 10 for money laundcrin g and 

partaking in illega l banking during the second raid on businesses suspected of conducting 

'hawalla' , exchangc of fore ign currcncy For Birr outsidc of fi na ncial institut ions in two years. 

170 Close to 40 peop le were arrested for the same offence in March 2008. 

3.8.4 Inadequate capacity of law enforcement organs 

The inadeq uate capacity among law enforcement and regul atory organs to dcal with thc 

money laundering process is another challengi ng task for the country to cope up with money 

laundering activ ities. The inadequate police training and lack of resources significantl y 

diminish their in vesti gation abi li ty. The Financial Investigation Centre (FIC) oFthe country is 

still under estab l ishment and hence has no capac ity of enterta in ing money laundering issues. 

168Sam Vakinin. (2009), Financial Crime and Corru lion A Narcissus Publication, 3rd ed. P. 48 

169 A vai lable at: htt p://w\\.w. Knmn:ourcountrv.comfclhiopiaI1il .hunl . Accessedon.lul y 22. 20 10. 

110 Fortune newspaper. Vol. 11. No. 55 1. November 2 J. 20 10. Inclcpem.h.!111 News and M edia PLC 
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diminish their in vesti gation abi li ty. The Financial Investigation Centre (FIC) oFthe country is 

still under estab l ishment and hence has no capac ity of enterta in ing money laundering issues. 

168Sam Vakinin. (2009), Financial Crime and Corru lion A Narcissus Publication, 3rd ed. P. 48 

169 A vai lable at: htt p://w\\.w. Knmn:ourcountrv.comfclhiopiaI1il .hunl . Accessedon.lul y 22. 20 10. 

110 Fortune newspaper. Vol. 11. No. 55 1. November 2 J. 20 10. Inclcpem.h.!111 News and M edia PLC 
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CHAPTER FOUR 

4. Eth iopian Anti Money Laundering Laws and the Banking Sector 

4.1. Banking in the Emerging Economies of Ethiopia 

The governm ent has recent ly unve il cd the five years Growth and Transform ation Plan (GTP) 

a imed at spurring rapid growth and stirri ng up an economic take off. It wi ll not achieve its 

growth targets and transformation goa ls without bol ster in g its sou rce of domestic revenues 

and creat ing vibrant fin anc ia l sectors. The ro le played by these sectors in prompt ing rap id 

growth and development is no subject to debate. 

Financ ial sectors are intermedi ari es that cha nne l the sav ings of ind ividua ls, bus in esses and 

governm ents in to loa ns or savings. Des pite the long history o f fina nc ia l sectors beginning 

from the esta bli shm ent of a bank by histori call y rcminiscen t name of Bank of Abyssinia in 

1900, the sector is fa irly unde rdeve loped. III In Ethiopia n, ban king has domi nated the sector 

with approx imate ly 80% o f the tota l tinanc ia l sector asscts, with insu rance and microfinance 

sector for 10% each. l72 T hey a ll fac ilitate exchange o f goods and services by opcrating the 

country's payment sett lement systems. [t is, therefore, very diffic ul t if not. im poss ibl e, to 

achieve the governme nt ' s goa l of rap id and sustainab le economic growth a nd deve lopment 

objecti ves that the governm ent has pl an ned in its GTP without hav ing vibrant, effi c ie nt and 

strong fin anc ial sector wh ich is access ible to the ma jori ty orthe population, if not all. 

17lM.Syed Ibrhirn. (2006), EthioQian Financial Sector Periormance Revie\~' , Ethiopian Economic Associa tion 

(EEA), proceedings of the 3rd International Conference on Ethiopian Economy. vol. I. P. 272 

172 Gebrehiwot Ageba and Derk Sienen, sLlpra more at 156. P. 7 
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Since recent times, Ethiopi.an banks have grown rapidl y and many new banks are under 

establi shment renecting the improving opcration env ironment as we ll as the role of banks in 

boosting the economy of the country. 173 

Banks playa cr iti cal role in the emerging markets likc Ethiop ia. First ly. banks arc 

intermediaries betwecn depos itors and borrowers thereby promoting sav in gs that latter result 

in ppital formation which is thc bascs for cconomic progress in the country and a way out 

from abysmal poverty.174 Secondl y, thcy encourage industri al progress and busincss 

expansion through funds channe ll ed to in vestors. 175 Thirdly, banks exercise considerable 

innuence on the leve l of economic activity through their abil ity to create or manufacture 

money in the economy and fourthly. the various util ity functi ons performed by banks like 

accepting and di scounting bi II o f cxchange and co llection of div idends and intcrcsts on beha l I' 

of customers are of great econom ic signi ficance fo r the cconomy. 

In fact, the econom ic progress of a country is imposs ib le without a sound system of 

com mercial banks. However, the banking sector inexorably raises concern about risk 

management. Un li ke other sectors. banks face a wider range of complex ri sks in their day to 

day business including bu t not limitcd to money lau ndcring ri sks. 

Though money lau nderers ,use every opportuni ty. banks arc often the primary means by 

which money launderer's clean otherwise dirty money. Due to the multifarious adverse 

consequences of money laundering act ivitics and the close nexus of banks with it, the 

I7JThese are 15 banks that are operational of which three arc owned by the government and twelve arc private 

wi th total number of 673 branches as of March 20 10. 

[NAt the end of the second quarter of 20091 10 for instance. the amount of deposi ts mobil ized by the banking 

sector reached 87.4 billion birr whereas. Ilew loan to the tone of 7.3 billion birr was distributed. NBE. 

Monetary Development. P .40 

I1S0 ut of7.3 billion birr loan di sbursed by the banking sector. 9 1% of the new loan went to finance the private 

sector in general and speci fi call y internationallrade. domestic tradc and housing and construction accounts lor 

28.8%,27.7% and 16% respectively followed by 14.4% for industry in 2009110 second quaner. 
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government has put banks in the frontage to fi ght such dire acti vity. Money laundering has a 

direct consequence aga inst the banks that embraces rcputational , operational , concentrat ion 

and legal risks. 

4.2. Money laundering in the Banking Sector: points of vulnerability 

Money laundering has been described as a ' dirty necdle' injecting and infecting Icg itimate 

markets with the di sease of greed basicall y through the system aggregated into one or more 

accou nts of seemingly legitimate business venturc and then 'wired' to anywhere in thc 

world .176 

Money laundering is often thought to bc associated with banks and money changcrs. The 

traditional banking process. of deposit tak ing, money transfer and lending do offer vital 

laundering mechanisms. The basis or virtua lly every internat ional business transacti on is a 

transfer of assets in the form of currency or instruments as a consideration for that 

transacti on. Banking has contributed greatly to the speed and efficiency of transfer o f funds 

connected with such transact ion all over the world. Entry o f cash into th e banking system, 

cross border flow of cash and transfer with in and out of the financ ial system are exposcd 

areas in the launderi ng process. 

The transfer of va lue often rel ies on banking structure to a greater degree. Even when the 

laundered va lue is trans ferred indirectly via goods and serv ices, it is the banking system 

wh ich is oftcn used to reconcil e the relevant accounts. The bank ing system is also often used 

to transfer va lue even when launderers utilize other methods such as those avai lable in the 

security and insurancc scctors. l n 

176Gerard Wyrsch. ( 1992). Treasurv Regulation of International Wil~ Transfer and MoneY_-'=.3J:!nd.i!rin : A case 

for a enn8nent moratorium, Denv. J Int'l L. and Pol"y_ Vol. 20:3. P.5J6 

177GlobaJ Money Laundering and Terrorist Financing Threat Assessment. FA TF Report. .Iuly 20 10. P.24 
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The use of liquid product i.e. moncy in the banking transaction makes it vulncrab lc to bc used 

by money launderers. 17S The liquidity of somc products may attract money launde rers 

because liqu id products al low them quickly and eas il y move the ir mo ney from one product to 

anoth er, mix lawful and ill icit procceds and integrate it to the legit imate economy. 

Electroni c transfer exacerbates their vulnerabi lity by making transfe r more quick ly that may 

take a time not more than the ti me to read the above paragraph. It is a hi gh vo lu me acti vity 

with millions of leg itimate transactions tak ing place globally each day across thousands of 

banks in vo lving even greater number of counte r parties. 179 Access to the banking system is 

over the counter, or by using internct or te lephone. On top of this, electron ic transfcr mostly 

involves non face to face contact with customers enabling cash depos its to be switched 

rap idly between accounts in diffe rent names and dinerent j uri sdictions. Th is provides a 

favourab le ground for laundering activ ities. 

The sheer size and scope of the global fi nanc ial sector, the complcxity of banki ng 

arrangements and products whi ch al low concealment are also oth er factors that make banking 

sector abused by launderers. Moreover, their vulncrability is faci litated by the rcmoval of 

capital controls and li be ralization of globa l fi nance. ISO A dark side of globa lization- money 

laundering becomes a major thrcat to the banking sector. Globa liza tion complements money 

laundering by acce lerating the mobili ty of goods, capita l and serv ices that aggrandizes the 

scope in the fi nancial sector inc lu di ng ba nks. 

Further, though banks are charged with responsibilities of deve (oping poli cies and procedures 

to combat money laundering and to be fa mili ar with such trend, launderers outshine the 

178Guidance notes. supra note at \8 , P.l 0 

J79F A TF 20 10 Report. supra note at 177. P .2fl 

,soOenisse V. Rudich, supra note at 6. P.t! 
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expectation of banks and po licy makers. These make ban ks li ab le fo r money laundering 

activities abruptl y. 

T he most difncul t aspects o f ban ks arc thc ir abi lity to an t icipate new criminal be hav iour and 

to proacti ve ly implement protocol s before the crim ina l behaviour occurs. It is li ke to guess 

what previous ly unknown d isease w ill be the greatest threat to life next week or next year. 

Due to th is fact, it is often money lau ndcrers who determine the d irecti on of the preventi ve 

mechani sms to restr ict money laundering activ iti es. In between the lines, banks the re fo rc wi ll 

be vu lnerable to be exp loited by launderers. 

4,3. Payment Systems in Ethiopian Banking 

Banks as intermediaries requ ire a system for process ing th e debits a nd credits arising from 

these bank in g transactions. Payment systcm is a by-product of interm ed iat ion and facilitates 

the transfer o f fund s in the fin ancial sector. lSI Payment is the tra nsfer of fi.lIlds from thc payer 

to the payee. 

There are different kind s of payment systems fi'om tradit iona l to modern one. 'rhe avai labil ity 

of sophi sticated e lectronic technology bri ngs new techn iq ues of payment in the banking 

sector and customers may enjoy quick and conve nient access to cash from sav in gs and 

checki ng accounts that e liminates the physica l tran sfe r o f paper ehequcs . Now adays, it 

becomes poss ibl e to move a large sum of money us ing a s ingle plast ic made card. 

T he deve lopment of such techno log ies is an ongo ing process. but it is apparent that these 

developments have brought and will contin ue to stimul ate substantial changes not only in 

faci litating tran sactions but a lso in the regulatory frame work .governing these transactions. 

There are two risks assoc iated w ith any payment system. 

181 Shelagh Heffe rnan, (2005). Modern Banki ng. John Wi ley and Sons. Ltd. P.32 
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Liquidity risk: li qu idi ty is the abi li ty to fund increases in asscts and meet obligations as they 

come due. 182 If thc settlement is not made at the expected time, the assets/liabi I ities cannot be 

transferred from one agent to another via the system. In addition, one ind ividual or money 

launderer may transfer a huge amount of moncy at a time and may cause li qu idity problem 

using the technology of payment systems. Indeed, liquidity problcm transcends the ind ividual 

bank and has system \:v ide repercliss ions and hence managing this ri sk is the most important 

activity to be conducted by banks and regulato ry organ s. 

Operational risk is also another problem that may come due to payment system fa ilure. 

T imely settl ement of li abili ties may not be possib le due to a threat of' operational 

breakdowns. The next part wi ll briefl y mention abo ut the system that banks in Ethiopia are 

using for payment. 

a. Cash Payment System 

Cash is by far th e most im portant payment instrument in the banking sector of Ethiop ia. Cash 

becomes a dominant system of payme nt in Ethi opia because of the part icular quality of 

money. 

Money is Ihe mosl . ./imgible of all commodities. it can be transmitted 

instanlaneously and 01 a 10lV COS/.. . il can change ils identity easily and .. 183 

These characteri stics of money, its transfe rability, instantaneous purchas ing power and zero 

transaction cost make cash transaction domi nant in the country. Further, the less existence of 

modern payment systems, the hi gh degree of ill iteracy and people ' s res istance to new 

technology are among others to be ment ioned. 

182Princi ple for Sound liquidity Risk Management and Supervision. (2008). Bases COlll111iltec on Banking 

Supervision. P. I 

183 Javiet Garcia, (200 I ). Intcrnalional Measures to Figbt Money Laundering. Journal of Money Laundering 

Control. VoL3 , No.1, P.39 
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b. Paymcnt through Chcque 

F 'ayment through cheq ue is a transl·c r via a signed draft ofchcquc from the issucr' s account to 
( )ther individuals. The only non-cash paymcnt instrumcnt broadly used in thc banking sector 

next to cash payment is cheque. 18" 

However, c lcaring r'lcil itics. Addis Ababa Clearing Offiec (AACO). is founo only for 
chequcs issued in Add is Ababa. 185 To sett lc ehcques issucd in other parts a i' the country is 
cumbersome and time consum ing. AACO carrics out its dutics manually and its clcaring 
system is far from automated cheque clearing system, I86 

The use of chequc is mostly limited to government institutions. NGO's and somc private 
businesses. The system is used for large va lue and time critical paymen t and is systematically 
important but AACO does not compl y with standards of Committce for Payment and 
Security Scttlemcnt (CPSS) 18/ 

e. E-paymcnt systcm 

E-payment is a subsct of payment systems but carried out elcctroni ca ll y. It is a paymcnt 
system that is instituted. processed and received through electronic mechanisms. 188 These 
days, the contribution of modern tcchnology could not bc dcnicd. Banks come up with fast 
and efficient busincss transaction with in the community as a result of tcchno logica l 
innovations. 

184WondwQssen Taddesse and Tscgai G.Kidan. (2005). E·~vmet1l Challt:n ges and 0 )ortunities in Ethio ia. UN Economic Commission for Africa. P. 33 
185 Jan Wol~jer, (2009). iVlqderni zmion or the National Pa~.ln~~LhilJgt!:. part]. 'vision and strategic framework. NBE. P. 73 
18b Womhvosst:n and Tsegai. supra nOle at 18,1. P. 33 
1S7Jan Woltjer. supra noW at 185. P.74 
lssWondwossen and Tscgai. supra nolt! at 18·1. P. 8 
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In Ethiopia, there are 15 banks opcrati ng in the country until the second quartcr of 2009/ 1 0 

and there are a num ber of banks under establishmenl. Despite the rapid proli ferati on of the 

banking institutions in the country, e-payment systcm is nascent. The modern e-payment 

methods li ke ATMs, Debit Card s, Credit Cards, Tele banking, Intern et banking, mobi le-

banking and others arc new to Ethiopian banks . 

The current banking system is short of providing effi cient and dependable services and banks 

in Ethiop ia should recognize the need for introducing electro ni c banking to optimize their 

contribution for the deve lopment process. Nowadays. it is not un common for a customer to 

physically visit the branch in which an account has been opened fo r any service duc to the 

non integration of the branches of the same bank. Of course, it is undeniable fact that the 

Commercial Bank of Ethiopia (CBE) and some pri vate banks like Dashen Bank arc among 

the pioneers in introducin g such electroni c payment systems in to the country though at its 

embryonic stage . The government has launched Payment System Moden1izat ion Project 

under the auspices of NBE partly financed by the Financia l Sector Capacity Building Project 

of the World Ban k with the aim of cstab li shing modern payment infrastruetu res.189 Despite 

their insignifi cant usc, the follow ing c-payment systcms arc used in Ethiopia. 

SWIFT 

The Soc iety for Worldwide In terban k Financial Telecom munication (SWIFT) is an 

organization mainta ined by banks and financial institut ions throughout the world. 19o It is a 

message system for bank ing, fore ign exchange, opening letter of credit, payment orders and 

189T he moderni zation ofNPS project has chosen 20 10 E .C to be a year for a cash less society and at least 213
rd or 

all househol ds to have access to tinancial sectors. It has to be noted that at the fi rst hal f of2009/ 10 G .c. bank 

branches to popu lat ion ratio was esti mated to be 120.664 and only 4.3% of the population has opened an 

account. T his makes the country the Illost under banked country even by sub Saharan standards. 

'90Ellinger's Modern Banking, supra note at 10.1'.54 I. 
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securi ty deliveries. 191 Banks in Ethiopia settle their international payment primarily through 

SW IFT anclmost of the Ethiopian banks are connected to sWIF·r. 

After analyzing the pros and cons of using the ex isting swwr network or building a Vi rtual 

Private Network (V I'N), the Nat ional Payment System Projcct has recommcnded to bu il d 

Virtual Private Network (VPN) and to use SWIFT channel as a contingency facil ity in case 

the VPN is not available.l92 

Payment Cards 

Payment cards- pieces of plastic fittin g in wallet or purse that may be used to pay for goods 

or services are widely used in var ious types of transactionsl93 Payment cards cou ld be of 

cred it ca rds, debi t cards, cash cards, ATM card and di gital cash card or electronic purse. 

Albeit the differences, they basically se rvc one general objectivc: to enable the card holdcr to 

obtain goods or services or cash by the usc of a ca rd there by sav ing the ineonvcniency of 

carrying a large amount of cash. 

The use of debit card in Ethiop ia banking is considerably at its lowest stage. It is Dashen 

Bank that has VISA Card and Master Card as a payment mechanism. Such card holders can 

withdraw up to Birr 3,000 in cash and can buy goods and services up to Birr 5,000 a day. The 

Commercial Bank of Ethiop ia (CHE) has had VISA membership si nce Nov.4, 2005 but fail ed 

to reap the fr ui ts of its membership due to lack of appropriate infrastructures 

ATM as well has been started in Ethiopian by CBE with eight ATMs in Addis Ababa 

fo ll owed by Dashen Bank which has installed morc th an 55 ATMs in the area branches, 

191Ibid 

I92Jan Wolljcr. supra note al 185 . P.] 1 

19lEllinger's Modern Banking. supra nOle al 10. P. 581 

83 

securi ty deliveries. 191 Banks in Ethiopia settle their international payment primarily through 

SW IFT anclmost of the Ethiopian banks are connected to sWIF·r. 

After analyzing the pros and cons of using the ex isting swwr network or building a Vi rtual 

Private Network (V I'N), the Nat ional Payment System Projcct has recommcnded to bu il d 

Virtual Private Network (VPN) and to use SWIFT channel as a contingency facil ity in case 

the VPN is not available.l92 

Payment Cards 

Payment cards- pieces of plastic fittin g in wallet or purse that may be used to pay for goods 

or services are widely used in var ious types of transactionsl93 Payment cards cou ld be of 

cred it ca rds, debi t cards, cash cards, ATM card and di gital cash card or electronic purse. 

Albeit the differences, they basically se rvc one general objectivc: to enable the card holdcr to 

obtain goods or services or cash by the usc of a ca rd there by sav ing the ineonvcniency of 

carrying a large amount of cash. 

The use of debit card in Ethiop ia banking is considerably at its lowest stage. It is Dashen 

Bank that has VISA Card and Master Card as a payment mechanism. Such card holders can 

withdraw up to Birr 3,000 in cash and can buy goods and services up to Birr 5,000 a day. The 

Commercial Bank of Ethiop ia (CHE) has had VISA membership si nce Nov.4, 2005 but fail ed 

to reap the fr ui ts of its membership due to lack of appropriate infrastructures 

ATM as well has been started in Ethiopian by CBE with eight ATMs in Addis Ababa 

fo ll owed by Dashen Bank which has installed morc th an 55 ATMs in the area branches, 

191Ibid 

I92Jan Wolljcr. supra note al 185 . P.] 1 

19lEllinger's Modern Banking. supra nOle al 10. P. 581 

83 



university compounds. shopping malls. restau rants and hotel s. The ATMs of Dashcn Provides 

debit cards, ATM se rvices, Sa lary ca rd and Student card. 

Avai lable services on Dashen ATMs arc cash withdrawal. balance inquiry, min i-statcmcnt, 

fu nd transfer between accou nts attached to a singlc card. Pcrsonal Ident ifi cation Number 

(P IN) changes and PIN unblock but depositing ofmoncy is not poss ible. 19" 

Zemen Bank is also dep loying 25 ATMs across various locations wi th a single branch model 

whose activities are supplemented by mul tip le serv ice points such as ATMs, POS term inals, 

online banking and Kiosks. United Bank is the first in introduci ng te lephone banking. 

Internet banking and SMS banking arc basica lly used for getting information rcgarding 

customer 's account except SMS ba nking is used for accoun t to account transfer. 195 

The agreement between Zemen Bank and Dashen Bank to merge their ATM networks on Sep 

22 , 20 I 0 and the agrcement betwcen three pri vate banks to launch' Feflan ' A TM network in 

comillon to instal l ove r 140 ATMs and 340 POSs across I-:thi op ia on Fcb 19, 2009 arc 

promising movcs to banking technology. 196 The action of these banks may pave thc way for 

technology penetration into the country. But the numbcr of A TMs in the country is very low 

when cOlllpared to Egypt thilt had 1200 A TMs as of 2002. 197 

4.4. Emerging Technologies Vs Money laundcring: tracking the illicit audit trail 

iiis tOl'J' has showI? liS Ihal as we invent new technologies criminals are wailing 

on the pe/'ljJhel jl to lise thelll. 198 

194Gardachew Worku. (A ugust 20 10). Electronic Banking in Elhi oQia- Qnlcl ices. oQDorlunities and Challeng§. 

Journal or Internet Banking and Commerce. Vol. 15. No 2, P. 5 

19S Available at Illtp://www. unitcdban k.con.cLlSi\,1S bankilHulspX. Accessed on October 20, 20 I a 
196httpl/ :www.N ibbank.cl.com/ncslncwsfull.php?id= 13. Accessed on October 16.2010 

197 Wondwossen and Tsegai , Supra note at 184. P. 36 
198Rajev Saxena, ( 1998), Cybcr Launclcri.n.g the Next SteQ for lVIone;y Laupclercrs? St. Thomas Law Review, 

Vol. to, P.688 
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Industria lization, technology and globali zati on are thc phenomcna and progress is thc cry of 

the day that could be witnessed in every sphere of daily life. Indubitably, th is is al so true for 

crime including money launderin g.199 Traditional lau ndering, although still preva lent, is 

slowly be ing substituted by a ' feat of technology' known as cyber lau nder ing. 

New techno log ics are making moncy laundering eas ier to plaec in and take out their crimi na l 

bounty from the finan cial system to manipulate flillds in order to hide thcir origins and bring 

it back to the legitimate economy without suspicion2OO Cyber laundering is the process of 

using emerging hi gh technology payment systems in money laundering process. ?Ol Moncy 

laundering on the internet or cyber laundering poses hugc chall enges in the anti moncy 

laundering move for two-fold reasons202 

The features of internet- speed of transacti on, easy access, the re lati ve or tota l anonymity of 

the parties and the capac ity to traverse jurisdictions in milli scconds are the first reasons. The 

second is that moncy launderers operate in ri sk free zonc. The inab il ity of des ignated 

institutions like banks to identi fy and verify their on li ne customers, lack of record keeping 

and hence absencc of money tra il and the cx istence of high Icve l encrypt ion that can block 

the anti laundering acti vity makes the area susceptiblc to moncy laundering. 

Most of the recent developments that technology makes possible have potentia l use for 

money" laundering purposes" The most signifi cant emerging usc tor'money launderi ng ri sks is 

identified in fund transler through electronic mecha ni sms. The heart of modern banking 

consists of digital money transfer or electroni c fund transfers (EFTs) betwcen domestic banks 

1991zelde Van .laarsveld. (2004), Following the Money Across Cyher Hi ghways: A Herculean Task or 

International Chal lenge'? Some Thoughts on Money Laundering on the Internet. S. A fl' , Mercantile L. J. P.685 

200Rajev Saxena. supra nOle at 198. P .688 

"' Ibid, r.707 

202 1zedevan V. Jaaesveld. supra note at 199. P.691 
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by local clearing house or through international systems likc SW IFT203 to which Ethiopian 

banks are al so using the fruits. The next subtop ics dea l about thrce majo r devices for one they 

pose risk to money laundering and for thc other they arc being started in Ethiopian banks to 

be used for payment. 

4.4.1. Internet Banking 

Contactless techno logy through internet is emerging in the banking paymen t systems 

fac ilitati ng the services rendered by banks. Internet banking commun ication network remains 

mainly internet based but it is noticeable that internet is basicall y insecure and not controllcd 

by banks. 204 In Ethiopia, intcrnct banking is just at its infant stage started by some private 

banks. Desp ite its insignificant use in the country, it is important to cl ick for concerned 

sectors as to the vulnerabi I ity of such systcm for money laundcring. 

Internet could be a conduit that facilitates money laundering due to the fact that it is a means 

to conduct transactions without the lim itat ion of nationa l boundaries and in most cases the 

provider of thi s service wi ll not have a facc to facc rclat ionship with customers2 0S There is 

no law per se that would govern internet bank ing in the country. Therefore, the probablc 

anonymity, transboundary and instantaneous nature of transactions may allow internet 

banking to bypass the existing domain of anti money laundering safeguards in the country. 

20JSarah Jane Hughes. (1992). PolicinL Money LaunderiDg~rhrough Funds Transfers: A cli!iq~_of r!;gulation 

under the Bank Secrecy A ct. Indiana Law Journal. Vol. 67:283. I>. 288 

204Study of Users Identification Methods in Card Payments. Mobile Payments and E-paymcnts. wp3-

compari son with 2003 study. V 1.2. 2007. P.7 

20SEmcrgi ng Anti Money Laundering Risks to Financial In stitutions. Lexi s Nexis, available at 

hUP//"vw\v.risk.lexisnexis.com Accessed on Sep.2S.20 10 
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4.4.2. Mobile Banking 

Mobile banking has the potcnt ial of blooming in Ethiopia as started by Un ited Bank duc to 

bettcr mob il e infrastructu res and thc need of banks to come up with in novat ive serviccs to 

secure new customcrs and reta in the old oncs. Mobilc banking is a term used for pe rforming 

financial transactions such as balance information. account transaction, payments and stock 

market transactions via a mob ile device such as a mobile phone or Personal Digita l Ass istant 

(PDA). 206 Mobi le ban king is bui lt up on the onli ne banking concept and is practically the 

same as intern et banking but di Fferent from in te rnet banking in its access and services207 

Mobile banking may al so be used for laundering money because remote transactions may be 

conducted through mobile devices and across borders with no physica l presence in a 

nation208 Even if the system is not used signifi cantl y in Eth iop ia, it has a potent ial to be 

exploited by money laundering act ivities and hence nccds the close attcnti on of the law 

making body and those financial institutions to escape from thc sacrifice. 

4.4.3. Stored Value Cards (SVCs) 

Stored Va lue Cards (SVCs) or somet imes referred as prcpaid cards are means of payment in 

various forms such as gi fl ca rd s or network branded cards whcre fu nds to be used are pa id in 

advance209 SVCs are typ ica ll y catcgor izcd in to opcn or closed system cards210 Open 

system cards can be used to connect to globa l dcbit and ATM nctworks co brandcd by VISA 

206Jongho kim, (2008). Ubiquitous M oney and Walki n&.-Banks: Environment. Technolo ' and COIllp-clition in 

Mobile Banking, Richmond Journal of Global Law and Business. VoI.8.2. 1'.42 

2O' lbid P .44 

2O' lbid 1'. 80 

209Jun i Gurung, M.Wijayas and A. Rao, (2010), AMLCTF COl11giiance and SMEs in Australia: a case stud of 

the prepaid card industry'. Journal of Money Laundering Control. Vol. 13. No.3 P.184 

21°Emcrging Anti Money Laundering Ri sks to Financial Institutions. supra notc at 205. P. 5 
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or Master Card 10go.?11 Open system card s do not require a bank accou nt or face to fa ce 

verification of ca rd ho ld ers whe re as c losed system cards are limited in that it ca n onl y be 

used to buy goods or scrvices from a mcrchant issuing th c card or a se lectcd group o f 

merchants or service prov ide rs.212 

SVCs are cons idered money launderers fri e ndly for di fferc nt reasons. The cross border 

feature of so me prepaid cards that a llow a pcrson to use a home issued card at forei gn co untry 

and the vice ve rsa, the diffi c ulty to address SVCs by domest ic action a lone, the ir 

transportabil ity and potent ially anonym ous way to store and access cash value are amon g 

other reasons that make the a rea vu lnerab le to money laundering and alternatives to 

smuggling cash.213 

In Ethiopia, SVCs like V ISA and Master Ca rds are begu n to be used to a limited extent. At 

thi s parti cular juncture, the vu ln erab il ity of SVCs and other payment systcms may not be a 

problem ; however, w ith the w ide r app lication of suc h technologies and the integration of the 

financial system in to the g loba l economy, the use o f SVCs for money launderin g purposes 

deserves attention. Otherwise, SVCs havc a number of charactcri st ics that offer opportu ni ties 

for launderers unless use of such card is c loscly monitorcd. 

In conclusion, there is noth in g known about the sca le of e-cr ime in Ethi opia. T he use of c-

payment in the ban king sector of the country isj ust nou ri shing and the use o f such system for 

money launderin g activities eould not bc considered as a serious problem but whil e the 

banking industry is trying to co mc up with diffe rent kinds of modern payment systems. the 

governm ent, regulatory organs and banks themse lves are expected to be ready to combat 

money laundering activiti es due to such phenomena. 

211The 2007 National Money Laundering Strategy. USA. supra nole at 130.~. 39 

212Emcrging Anti Money Laundel'illg Ri sks to Financial In sti tu tions. supra note at 205. P. 6 

21lThc 2007 NML Strategy. USA . supra note al 136. P. 39 
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211The 2007 National Money Laundering Strategy. USA. supra nole at 130.~. 39 

212Emcrging Anti Money Laundel'illg Ri sks to Financial In sti tu tions. supra note at 205. P. 6 

21lThc 2007 NML Strategy. USA . supra note al 136. P. 39 
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4.5. The Ethiopian Law to l'revent Money Laundering in the Banking Sector: 

New Proclamlltion and New Directive, but is it enough? 

4.5.1 Know You r Custom er (KYC) 

Know yo ur customer, chri stened as KYC, is the basic tenet of all an ti money la underi ng 

leg islati ons and regulations. l3an ks around the wo rld arc met iculously adheri ng to vari ous 

procedu res laid down fo r open ing and conduct of accounts through KY C in order to avoid th e 

pitfall s of operational, legal, reputati onal and consequent ia l losses thereof. 

KYC provides a mechani sm to identify the true idcntity and benefi cial ownershi p of 

accounts, source o f funds, the nature of customer's business and reasonableness of operations 

in the account of one's business so that ban ks know the customer with whom they are deal ing 

and mi ni mize the ri sk of be ing exploited by money launderers21 4 KYC poli cy is an integral 

part and prerequ isite fo r the banking business to ensure thc prope r implcmcntat ion of due 

diligence to identity their cl ienteles and ascertain re levant in formation as detailed as possib le 

to do business with them215 

KYC is most close ly assoc iated with the fi ght aga inst money lau nde ring but its usc may not 

be limited to money laundering only. The interest of l3asel Cmlllllittee in sound KYC stems 

from its concern for management of banking risks heightened by the losses of banks due to 

lack of di li gence in app lying appropriate procedures that could be dimini shed with effective 

KYC programs. 216 

214 Gl obal Bank Limited. (Dec. 2006). K now _Your Customer Policy P.l 

215 Ibid 

216 Basel Committee on Banking Supervision. (200 1). Customer Due Di ligence for Bank. P. 3 
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Extending beyond account openi ng, KYC requircs banks to formu late customer acceptancc 

poli cy (CAP) and Customer iden ti fi cati on procedure (C I!') includi ng proactivc account 

monitoring and ri sk managemcnt.217 

The anti money laundering proc lamation of Ethiopia recogn izcs the role to be played by KY C 

standards in fi ghting money laundcri ng. It provides the ge neral requiremcnts and enablcs th e 

NBE to issue the deta il s regarding financial institutions. Accord ingly, the NBE has issued a 

directive on Customer Due Dili ge nce of Banks Direct ive No SBB/46/20 I 0 (here in after 

CDD directive). Thc directi ve has a ge ncra l objectivc of effcctivc ri sk management that may 

result from abuse of money launderers. 

a. KYC Requ irement f()r Natural and Legal Pers()ns 

The customer acceptance poli cy in the KYC program as pcr the di"rccti ve requires banks not 

to keep anonymous accou nts or accounts in fi ctitious names2 18 Banks arc thereforc, required 

to verilY customer' s identity using as much as poss iblc reliable and independent sources, 

documents, data or informat ion. For thi s purpose. the idcnti fication cr iteria for natural 

persons are provided under Art 4(5) of the directivc. Accordingly, the minimum req uirements 

fo r natura l persons arc: 

a. given or lega l name and all other names used; 

b. permanent address; 

c. telephone num ber, fax number and e-mail add ress, if ava ilable; 

d. date and place of birth, if poss ible; 

e. national ity; 

217 Ibid. P.S. 

21 8 COO directive. Arl 4{ 1) 

90 

Extending beyond account openi ng, KYC requircs banks to formu late customer acceptancc 

poli cy (CAP) and Customer iden ti fi cati on procedure (C I!') includi ng proactivc account 

monitoring and ri sk managemcnt.217 

The anti money laundering proc lamation of Ethiopia recogn izcs the role to be played by KY C 

standards in fi ghting money laundcri ng. It provides the ge neral requiremcnts and enablcs th e 

NBE to issue the deta il s regarding financial institutions. Accord ingly, the NBE has issued a 

directive on Customer Due Dili ge nce of Banks Direct ive No SBB/46/20 I 0 (here in after 

CDD directive). Thc directi ve has a ge ncra l objectivc of effcctivc ri sk management that may 

result from abuse of money launderers. 

a. KYC Requ irement f()r Natural and Legal Pers()ns 

The customer acceptance poli cy in the KYC program as pcr the di"rccti ve requires banks not 

to keep anonymous accou nts or accounts in fi ctitious names2 18 Banks arc thereforc, required 

to verilY customer' s identity using as much as poss iblc reliable and independent sources, 

documents, data or informat ion. For thi s purpose. the idcnti fication cr iteria for natural 

persons are provided under Art 4(5) of the directivc. Accordingly, the minimum req uirements 

fo r natura l persons arc: 

a. given or lega l name and all other names used; 

b. permanent address; 

c. telephone num ber, fax number and e-mail add ress, if ava ilable; 

d. date and place of birth, if poss ible; 

e. national ity; 

217 Ibid. P.S. 

21 8 COO directive. Arl 4{ 1) 

90 



r. occupation, public position he ld and/or name of employer; 

g, type of account; and 

h, signed statement certify ing accuracy of the information prov ided. 

There are questions to be rai sed on thi s particular provision. The first is what does reliable 

and independent source mean? The answer is left to the discretion of the barrk which may be 

ID card, passport, driving license or any other document. However, the ease with which 

fraudu lent documents can be obta ined may make things casy for identity fraud. Tn such cases, 

it may not be difficult to pass the KY C test of banks with fl ying colours and thi s may 

circumvent the objective of KYC procedure. Pal1ieularly, in countries li ke Ethiop ia where 

there is poor documentation and data retention systems, one who determines to launder his ill 

gotten money may not hes itate to defraud hi s identity using avai lable means. Therefore, to 

veri fy the identity of those persons and to avoid identity fraud , banks shou ld go fu rther. They 

should require for ori ginal' documents, ask for the provis ion 'of recent utility bill or tax 

assessment, and check for telephone director or home/o lliee visit according to the si tuation. 

Th is may be an addit ional onus upon banks but important to avoid money lau nderin g risks. 

The other lacuna in the KYC requ irement is that the law does not require photograph to be 

attached as an clement in the KYC requ irements though it plays a pivota l ro le in identi fying 

customers. Parents ' name may also be an important rcquirement for such purpose though the 

directive does not req uire for the same. 

As per Art 4(5) (g) of the directive, the type of account opcned by the customer is provided as 

a requirement for identifying customers. However. despite the importance in other issues, it 

has no relevancy to identi fy customers. 
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With regard to lega l persons. the posit ion taken by th e law is the one that may suffi ce to 

identify the legal person and natural persons behind it. Further, spec ial attent ion shou ld be 

given to non-resident customers and in no case shou ld a bank short-c ircuit ident ity 

procedures j ust because new customers are unable to present the necessary documents. 

Concerning non-resident Ethiopians and foreigners, thcre is fo re ign exchange direct ives that 

allow opening non-resident foreigne currency account in domestic banks. They are requi red 

to present va lid passport and/or identification card for ind ividuals and certificate of 

ownershi p andlor article and memorandum of association for business2 19 These req uirements 

are in no way suffic ient to identify natu ral and legal persons and such further requirements as 

provided under AI14(5) and Art 4(6) of the CDD direct ive shall be applied respective ly. 

b. KYC Requi,'ement for Politically Exposed Persons (PEl's) 

Regarding PEPs, financ ial transaction and business relat ionship with th ese individuals 

present a hi gher moncy launderi ng risks and hence requ ire greater security than ' norma l' 

financial transaction and accounts220 FATF, in addit ion to norm al due diligence measures, 

provides the fo ll owi ng in relation to PEPs unde r recommendat ion 6: 

Have appropriate ri sk management to dete rmine whether a customer is PEPs. 

Obtain sen ior management approva l fo r establishing bus iness with such customer. 

Take reasonable measures to establi sh sources of wealth and funds 

The interpreti ve note to recommendat ion 6 encourages j uri sdictions to extend these 

requirements to domesti c PEPs who hold prominent public functi ons with in th eir own 

jurisdicti on. Under Ethiopian context, CDD directive necess itates for the approval of business 

219 Direct ive No rX0J3 112006. Amendment to Directi ve No FX 012512004 Establi shment and Operation of 

Foreign Currency Account ror Non- Resident Ethiopians and Non-Resident Ethiopian origin.. Art 2 

220Kim_Kwang R. (2008). Politically Ex[,!oscAPersolls PE~ _risks and migration, Journal of Money Laundering 

Control. Vol. 11. No.4. 1' .375 
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relation with PEPs by a seni or managemen t member of the bank inc luding. those prevIous 

customers who subsequently become PEPs. 

In this scenari o, the question is who are PEPs? The CDD directive defines PEPs as: 

Ind ividual s in a foreig ll coulllly (Emphasis added) who are or have 
been entrusted with scnior government fun cti on, such as heads of the 

state or of the governmenl.. ? ?1 

Accord ingly, domesti c PEPs are exc lu ded from spce ial CDD requirements and the 

relationship of banks with domestic PEPs is treated as ordinary re lationsh ip with any 

customer. Our law concerning PEPs does not comply with reeommendation 6 of the FATF 

whilst it is important for such country in wh ich its PEPs are known for their invo lvement in 

grand corruption as di scussed so fa r. Therefore, thi s makes ou r banks more li able for money 

laundering risks by domestic PEPs and the law should be rev ised in a way to allow banks to 

take additiona l measures aga inst them and thus th cy keep them selves fro m money laundering 

ri sk by PEPs the reby contribute for the eradication of corruption by such persons. 

4.5.2 Suspicious and Cash Transaction Reports (STR and CTR) 

Suspicious Transacti on Report (STR) is a fundamcntal elemcnt of international anti -money 

laundering systems that require fi nanc ial institutions inc luding banks to report their suspicion 

to the concerned authority .222 The purpose of STR is ambitious and mirrors the general goa ls 

of AMLlCFT systems- to counter the underground economy, tax evasion and money 

laundering223 Reporting would facilitate the detect ion of prcdicate offences, inc rease the 

costs of money laundcring and conseq uently prcvent and/or reduce crime. 

22 1 COD directi ve Art 2 (1 I ) 

2220 av id Chaikin. (2009), How Effective arc .~icio ll~ Transaction Reportin~stem'? Journal of Money 

Laundering Control. Vol.1 2. N o. 3. P.238 

223 Ibid, P. 239 
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Banks in Ethiop ia are requ ired to report to the Financia l Intelligcnce Ccntcr (F IC) whcn thcy 

suspect or have reasona blc ground to suspect that funds arc proceeds of crime and all 

suspicious transactions regai'dless ofthc amount of transactions inclu ding attcmpts. 224 

One of the common questions IS how one defi nes 'susp icious transact ion' . Suspicious 

transacti on is de fined under Art2(14) of the AML proclamation as : 

"suspiciolls transact ion" means a transact ion which is inconsistent with a 

customer's known legitimale business or personal activities or ·with the 

normal businessIor thai Iype of accounl or business relationship, or a 

complex, strange and unusual transaction or complex or unusual pattern 

Oflra/1.\'{/ction; 

The words used to defi ne arc hefty and ambi guous. Words li ke transactions inconsistent with 

known customer's business, complex, strangc and l",usua l' , transactions or patterns of 

transacti on are amb iguous to be understood . The red flags of susp icious transacti on using 

these words can be seen with examples but it should be kept in mind that customers 

relationshi p and account patterns is different and so the re can never be a defin itive li st in g of 

red flags of suspicion. It may be sa id that one' s transact ion is inconsistent with his apparent 

business if he is prcviously known to trade on ly on national bases but ha ving a large number 

of intern ational transfe r in and out. 

From another perspective, if such transacti on is usua l, there is no suspic ion and hence no 

need of reporting. In such ~ domain , a person may involve in money launderin g act ivities 

using hi s known business as a pretext without susp ic ion unl ess hi s transaction exceeds the 

minimum thresho ld fo r cash reporting only in case of withdrawal and deposits. 

224 CO D directive. Art 10 
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Another reporting duty of banks to the riC is Cash Transaction Rcporting (CTR). Banks are 

obliged to report all cash depos its or withdrawa ls excceding birr 200,000 and/or USD 10,000 

or its equiva lent in other fo reign cu rrency. 

In thi s scenario, CTR only in vo lves withdrawa l or dcposi ts of the minimum threshold without 

regard to th e objcctive or source of tra nsacti on. In thi s scnse, transfer oran amount excecding 

the threshold would not be reported when transfer in vo lves none of withdrawa ls or depos its. 

That means in case transfer is orde red without withdrawal from accoun t of the one who gives 

an order. So trans IeI' of funds for more that 200.000 birr may not be reported unless therc is 

suspicion on other groun ds . Transfer of cash at international levels, however, is the most 

common means for lau ndering activities. 

Further, the law does not conta in cxcmptions from CTRs. There could be millions of 

legit imate transac tions above the threshold and eonsequcntly would increase the burde n of 

identifying ill egal transactions. However, there are certain ent ities includ ing the government 

that needs to be exem pted despite their in vo lvement above the threshold. 

Genera lly, it is poss ible to conclude that the law concerning CTR and STR eould not be 

effecti ve in achiev ing the targets set. There are two like ly explanations for this. Banks while 

at their in fan t stage may be ve ry re luctant to report on existing hi gh-va lue c li ents and for the 

second, th e lac unae that are envisaged in the law may not lead to the objective of report ing. 

4.5.3 Record Keeping Requirement 

Records shoul d be ke pt by banks that substantiate the proper identi fi cation of customers and 

documenting the ir transactions in order to prov ide both an audit tri al and adequate ev ide nce 

for the appro priate authorities. A potential customer may not bc as li kely to try to use banks 

fo r ill ega l purpose if he knows that records arc bcing maintained. As per recommendat ion 10 
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of the FATF, financial institutions should keep reco rd s on customer identification, account 

fi le and business correspondence f'or at least live years after th e business relati onship is ended 

and in case of onc ofT transacti on, it runs from th e date of completion. 

Under Ethi opian case, banks are requi red to maintain records as stipulated in th e Ethiop ian 

National Archives and Library Proc lamation No 179/99. This proclamation does not al low 

any kind of di sposal of records by the provenant and di sposal is onl y possib le by the 

Ethiopian Nati onal Archi ve and Library Agency225 Applicab le legislations on money 

laundering always spelt out the peri od of time for which doeumcnts and records must be kept. 

Desp ite the absence of fi xed period, the in volvement of Ethiop ian Archi ves and Library 

Agency in the records of banking seems out of scope and the problem would be solved had 

there been a provision in the anti money laundering proclamat ion about record keep ing with 

spec ified years. 

Further, when do we say that records arc sufficient to pcrmit reconstruction of indi vidual 

transacti on IS an Issue that must be addressed in the law bu( not. Despite such gaps, the 

fo llowing minimum records must be maintained. 

Customer identi lication documents 

Records in support of transaction 

Account Icdger 

Records in support of entit ies like Credi t/debit vouchcr, de posit slips, cheque and 

Any other doc ument deemcd necessaril y by the banks 

So the law concern ing record keeping in the banks should be· revised to make it sufficient 

enough to prevent and detect money launder ing acti vities in thi s respect. 

225 Ethiopian N ationa l Archives and L ibrary Proclamation No 179/99. Art 14 
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laundering always spelt out the peri od of time for which doeumcnts and records must be kept. 
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225 Ethiopian N ationa l Archives and L ibrary Proclamation No 179/99. Art 14 

96 



4.5.4 Regulation and Supervision 

The dynamic evolution of the financial systcm is sti rri ng up the rcgul ati on dcbate. Rcccnt 

theoretical insights in the role of financial in te rmediaries and banks shed new light on the role 

of financial regulation. Gaps and weaknesses in the regulation and supervi sion of banks 

presented cha llengcs to the government"s ability to monitor, prevcnt or address risks 

including money launderin g. 

The word regu lation and superv Ision are often used interchangeab ly albeit distinct. 

Superv ision has to do with mon itor ing and enforcement wh ile regulation with rul e making. 

Regulat ion is described as 'actual hard ru les that are wrillen down' and supervision as ' the 

application of these ru les to a pal1 icular finn or group of finns and go ing the re and making 

sure that they are follow ing the rules'?26 The pursuit of financial stab ility is however, the 

common goa l of both regulation and supcrvi sion. 

Banks that cou ld be vehicle for moncy laundering activiti es incur ri sks to their operation. So, 

their responsibility in avoiding 111 0ney laundering commences with KYC fol lowed by CTR, 

STR and other obligat ions. However, it is not uneoml11on fo r banks not to comply with all the 

rules on money lau ndering and hence regulatory organs take the lion 's share iii thi s respect. 

a. Financial Investigation Center (FIC) 

A country's effectiveness in th e fight agai nst money laundering is depcndent upon th e 

strength and weakness of its financ ial investigati on authorit ies. The architecture of anti -

money laundering means and measure wil l depend to a large extent on the type, structure and 

inform ation avai lab le to the investigation units. 

226The Future of EU Financial Regulation and Supervis ion. European Union Committee Report. Jury 2009, 

Published by the Author ity of the I-louse of Lords. Vol. 1, p.ll 
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Ethiop ia has estab li shed Financ ial In vest igation Centre (FI C) as of 4th Dec. 2009 2 27 Different 

power and fun cti on has been ass igned to the Ce ntre based OIi . the enab ling clause and the 

establi shment regulation. Bcforc furth erin g its funct ion, the nature and type of the Ccntre are 

worth y po in ts that deserve exp lanation . The nature of information process ing agenc ies of 

coun tries may bc law cnfo rccmcnt mode l. admin istrative model , jud ic ial model or hybrid o f 

the three228 Thesc d iffe rent mode ls have thei r own advantages and di sadvantages. Countrics 

chose their approach based on the ir culture, econom ic, legal and law enforcement 

considerations. Whichever approach is foll owed, a system has to be abl e to achieve the 

fo ll owing objecti ves2 29 

It mu st retain the confidence of the bank ing and other respol1sib le persons. 

It must centra lize informat ion 

It mu st enab le data to be cross-checked with other so urces o f information on 

organ ized cr im e and 

It must be a c hannel to r international cooperat ion. 

The Ethi opian mode l is the admini strative one. It has it s own lega l personality and uses thc 

budget a llocated by the gove rnm ent.230The FI C of the cou ntry is accountable to the Prime 

Minster. 

The mode l adopted by th e country is unquesti onabl y th e one that prov ides th e best inference 

between banking and prosecuti ng a uth orities. However, there is some doubt in re lat ion to 

independence. The ad mini strat ive mode l is crit ic ized fo r its vulnerabi lity to the supervis ion of 

227The Financial Intelligence Center Establishment Council of M inster Regulation No 171/2009 

228Paul Allan Schott, Supra note al 32. P. I/l t! 

229J. F. ThOll )" ( \ 996). Process jn~an~@ 1 l!lfonngHion in Mon~ill!ndel:il}g Maners: The Financial 

Intelligence Units. European Journal of Crime. Criminal Law and Cri minal Justice, P. 278 

230 FIC Establishment Regulation No 17112009. Art 3( 1) and Art 13 
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po litica l autho riti es?31 In vestigations in somc European countries have uncovcrcd the li nks 

that could exi st bctween money launderin g. politi cs and dirty money 2 3? 

Under Ethi opian context too. the ric may be vulncrablc to a polit ical press ure from the 

executive o rga n. Thc indepcndence 01· FIC should bc gua rantccd in diffcrent \-vays but it does 

not mean that the acco untabi lity co ncc pt should be [o rgottc n. So, the Ethiop ian mod e l of FIC 

would suffc r no such c ri tic ism, had their accountab ility been for the parliament. Desp ite thesc 

pitfall s, the FI C has the foll owing major powcr and function s prov ided in thc anti money 

launder ing proclamation and its establishment regulation . 

Collection and Centralization of Information: T hi s is the most cruc ia l functio n of thc 

Centre. Co llecting and cen trali z in g dispersed informati on and disseminatin g such information 

will make data matching and trac ing moncy laundering activities easy. Fu rthe r, the Centre 

w ill p laya pivota l ro le in filterin g and ana lys is of the information obta ined from responsible 

persons as a repository organ. 

Investigation and regulation function: thc Fie is cmpowcrcd to in vcst igatc cases that 

invo lve mon ey lau ndcring and tcrror ist fi nanci ng based on th c information acquired Ii'om the 

concerned body. Some co untries like Sweden, Luxemburg and Portuga l have des igned their 

inte lli gence centre to be invol ved in investigat ion and criminal proceedings233 The i::thiopian 

r iC, on the other hand, has the powe r of invest igati on and it wi ll tran s fe r the case to 

competent autho rit ies when there are sufficient groll nds to lile a.suit. 

Fu rther, it has to cnsure th at a ll respo ns ibl e persons are acting in compliance w ith th ei r duties 

like record keepin g and reporti ng requirements. 

23 1 J. F. Thony. supra nOle at 229, P. 271 
212 Ibid 

211 Ibid P.275 
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National and International Information Exchange: thc " IC has th e power to sharc 

financial inte ll igence with other financ ial intclligcnce units or co ncerned organs in order to be 

effect ive in the fight against money laundering both at national and international level. 

Money laundering is not limited to one's border. Thc f'l C; therefore, has the power to sign 

memorandum of understanding with foreign counter parts or with government agencies for 

information exchange . 

Awareness crcation: it is poss ibl e to prevent or reduce crime with the he lp of soc iety. 

Money laundering in the country is a recent phenomenon which is new to professiona ls let 

a lone the layman. So the FIC is expected to create awa reness about money laundering 

activities with its up to date kn owledge of laundering operations. Tra ining and awarencss on 

the role of the respon s ible persons in combating money laundering, the potcnti a l benefits of 

doing so and he lping bank staffs to dctect suspicious transaction are the duty for the FIC to be 

more effective in its ca reer. 

A las, the FIC after one year of cstablishment has two emp l oyees~ one the Director and the 

other a secretary assigned temporarily by the NBE. Thercfore, the Financ ial Intelligence 

Centre (FIC), the backbone in the fight again st money laundering should be organi zed 

effectively as fast as poss ibl e and thus it can play its anti c ipatcd role. 

b. National Bank of Ethiopia (NilE) 

Among those financial in stitutions. banking is the lionized busincss that needs due attcnt ion 

of the government. It has its own di stinct featu res as comparcd with a ll ot her tradcrs. A 

banking company mainly dea ls with the mon ey of a large nU!nber of depositors who have 

hard ly any say in the business affairs of the bank with whom they depos ited their money. It is 

pa lpab le that NBC is the ma in responsible body to regulate banks and other finan cial 

in stitutions. It has to foster monetary stability and so und financ ial systems as are conductive 
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to the balanced growth of the country's cconomy. Thc rcgul at ion and supervision of ba nks 

about money laundering is not cxc lusive ly given to the FIC. 

The NBE has issued a directive on COD to cnable banks co pc up with money laundering and 

other unlawful activities. In thi s dircctive, it provides that any training to bank staffs about 

money laundering shou ld be reported to the NBE at the beginning of each fi sca l year. 

On top of thi s, the FIC, in relat ion to financial sectors, is obliged to act in consultation with 

the NBE.234 Thi s kind of approach is the one to be apprec iated' due to the fact that the FIC is 

inexper ienced in both bank supervision and finan cial inspection. However, such approach 

may bring con fli ct un less there is a clea r delineation of points to be consul ted by the NBE. 

The legali ty of such consultation duty may also be contested. There are powers exclusive ly 

given to the FIC by the AML proc lamati on but the regulation imposes an obligation upon the 

Center to act in consu ltat ion with the NBE regarding financia l inst itutions. Thi s takes away 

the power ofthc FIC and obvious ly the regulation contradicts with its cnab ling proc lamation. 

Therefore, the FIC may not be obli ged to comply with such consultation duty and it can act 

independently. This necess itatcs the rcconsideration of thc I ~ws to reconci le the confli ct 

acco rd ingly. 

4.5.5. Intern ational Cooperation 

As the financial systems of the worl d are increasingly interconnected and the Ethiop ian 

financial sectors too, international cooperati on has bcen and must continue to be rundamcnta l 

in curtai ling th e growing in nLlcllce of se riolls transnational organized cr ime and the 

laundering of the proceeds of such crime. 

234 FI C Establ ishment regulation No 17112009. Art 15 
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Money laundering by its very nature is an international act iv ity that requ ires, above al l, 

seamless cooperati on among states. I-lav ing al l rounded cooperation fram cwork helps to 

prevent, direct and prosecute moncy lau nder ing in one's domestic fina ncia l system because 

launderers are always search ing fo r countries with lax AML reg ime or limited international 

cooperation reg ime. 

In order to get the benefits from international cooperati on, Ethiopia shou ld establish a strong 

FIC and be a signatory member to in ternationa l convent ions regarding money laundering 235 

The AML Proclamation provides for in ternational cooperation amo ng courts and com petent 

authori ties in Ethiopia with {heir co unterparts in other co untries 236 Despite th is fact, there is 

no specific prov ision that will help to im plement such cooperat ion. For instance, it allows 

extradition but no other prov ision on how to implement such matter and hence the FORE 

Criminal Code comes in to play. Provisions in the Criminal Code don ' t entertain spec ial 

features of money laundering and it docs not go in li ne with FATF standards. 

Recommendation 37 of the FATF req uires for mutual lega l ass istance even without dual 

criminality or with fl exible requircment fo r dual crimina lity but as stated under Art 2 1 (2) of 

the Criminal Code, Ethiop ian nationals wi ll be tried if their act is cri me under Ethiopian law 

but extradition is impossib le at any condition. Regarding properties derived from crimes 

comm itted in foreign countries, such will be tried in Ethiopia with dual criminali ty 

requirement as per Art II of the AML proc lamation. 

It therefore, can be concluded that th ough the proclamation beli eves on internat ional 

cooperation, the prov isions contained in it are not suffi cient to govern issues that may arise as 

235Currently. Ethiopia is not a member to the FATF or other regional anti money laundering initiati ves . In 

relation to other interrelated matters. Ethiopia is a party 10 the UN Con vention aga inst Corruption, UN 

Convention against TOC (2000). the 1988 UN Drug Convention ;Jnd the UN Con vention to the Suppression 

of Financing ofTerl"Orislll as of June 20. 20 10 

236 AML Proclamation, Art 12 
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a consequence of request fo r international cooperation. The provIsion about international 

cooperation is gencra l that needs dcta il explanation and hcnce the lacu nac "' thc law for 

internati onal cooperation may create a ga p fo r launderers to use the country and its banking 

system for laundering activities at internationa l level. 
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Conclusiol1 

Money Laundering has been described as a 'd irty needle ' injccted and infect ing Icgitimatc 

markets with the disease or voracity basically through the linanc ial system aggregated into 

one or more accounts of seemingly legitimate business ventu re and then 'wired' into 

somewhere else in the wor ld. 

Money Laundering, the process of disguis ing illegitimate money into the legitimate economy, 

is the headache for countries and the world at large. It clearly becomes endemic to country's 

soc ial, economic and po litical fi"ameworks; it ultimately affects and often subverts not onl y 

banking and other financial institutions but al so both multinational corporations and small 

businesses, legislat ivcs and law enforcement oflicials, lawyers and judges, po li ticia ns and 

high ranking officials as we ll as newspapers and televis ions. 

Money laundering takes place virtua lly in every country and territory or the world and the use 

of banking sector I,ll' this purpose has been and still is the pionecr choice 1'0'1' laundercrs. In 

response to the growing conccrn about money laundering, the international community has 

acted on many fronts to th wart the efforts of launde rers. FATF, the UN Vienna Convent ion of 

1988 and the Palermo Convention (2000) arc among others to be mentioned in the fig ht. 

Whereas FSRBs, the Wolfsberg Principle and Organi zation of American States (OAS) are 

among the regional initiatives that take the lion' s share in combat ing money laundering. 

With the mounting pro liferation of banking sectors in Ethiop ia and advancement of 

technology, complexity and erud ition of financ ial servicc is csea lat ing from time to time and 

so money laundering as we ll as other criminal act ivities endangers the sector and the country 

at large. Together with th is, Ethiopia is on the way to join the World Trade Organ ization 

(WTO) in which the invo lvement of forei gn investors in the financial sector may be an 
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technology, complexity and erud ition of financ ial servicc is csea lat ing from time to time and 

so money laundering as we ll as other criminal act ivities endangers the sector and the country 

at large. Together with th is, Ethiopia is on the way to join the World Trade Organ ization 
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inev itable fact. The role of banks free from moncy launde rin g activities in the Growth and 

Transformation Plan (GTP) of the country is also in va lua ble. 

Due to the clandestinc nature or money laundering and the absencc of conso lidatcd data, it is 

imposs ible to extrapolate the amount of money laundered in Ethiop ia; however, there are 

indications that money laundering is tak ing place in the country. Corruption, smuggling and 

contraband as we ll as tax evas ion are the major thrcats to the country that bad ly need money 

laundering activit ies and banks have been wittingly or unwittingly participants in the process. 

The Eth iopian law promu lgated to figh t the ca lam itous- money laundering, has been 

discussed so far and it can be concluded that it is not fully-fledged and does not go in line 

with some internationa ll y accepted principles as propagatcd by international ini tiatives. Thc 

provisions concerning confiscation, corruption and terrori st fi nancing nexus wi th moncy 

laundering, and the insuffi ciency of the anti money launderin g law in relation to banking 

sector needs, no doubt, reconsideration. 

The law concern ing KYC requirements, CTR, STR and other prevent ive measures suffer 

lacunae and such ga ps create a ferti le ground for money launderers to explo it the banki ng 

system. The issue of payment systems in the banking scctor and the emergency of contactl ess 

technolog ies necess itate emphasis on money laundering maters but no law in the country 

about payment system. Regulation, supervi sion and internat ional cooperation are also other 

worthy points that have been di scussed so far. 

All in all, the anti money laundering law of the country in genera l and thosc provisions to 

fi ght money laundcring in the banking sector in particular are not suffic ient to ti ght it and its 

dire consequences and the fo ll owing recommendat ions arc made accord ingly. 
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Recommendations 

.:. The provIsion 111 the Crimin al Code that criminalizcs moncy laundering exc ludes a 

num ber of offences that should be incl ud ed as predicate lor money laundering. The law 

needs to be amcnded in ordcr to make the provision fu ll- nedged. So, the coun try should 

crimi na li ze money launde rin g adequate ly . 

• :. Considering th e spec ial features of money laundering, the law about con fi scation should 

be included in the anti money lau nderin g proc lamati on rathe r tha n cross-re ferrin g to the 

anti corruption law. In doing so, the law sho uld give priori ty for va lue confiscation over 

object confi scation unlike the ant i corruption law . 

• :. The law concerning unexplained property in the anti money lau nder ing proclamation 

shifts the onus of proof to the defendant. Th is obviously contradicts with the supreme law 

of the land and its constitutionality would be contestcd. Rceonci ling thc provision to go in 

li ne with the constitut ion is a demanding requirement that·musl be made . 

• :. Access ion to the World Trade Organ ization (WTO) may pave mechanisms to force 

membcr count ries to cri minalize money laundering. furt her libcraliz ing th e banking 

sector by itse lf is not a cause to fac ilitate money launderingbut the form of entry of those 

fore ign banks may create some gap fo r launder ing act ivities. The country therefo re should 

negot iate on the entry of those fo reign banks for opening of branches with no ' rin g 

fe ncing ' provis ion . 

• :. Reducing cash payment system and improving the country's payment system is another 

standa rd move. However advancement in e-payment system in the bank ing sector creates 

characteristics that may bc attractivc to moncy launderers. So law shou ld be made about 

payment systems and it should be designcd in a way to ensure traceab ility by 
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in vesti gative authorities for investigat in g individual transactions and international 

cooperation shou ld be he ightened fo r th is pu rpose . 

• :. Banks should go further about KYC standards when searching fo r re liab le and 

independe nt sources beyond ID card li ke payment bill s, passport etc to avo id ident ity 

fraud . The NBE should also issue guideli nes on Know You r Customer, Suspicious 

Transaction Re port and Cash Transact ion Report requ ire ments to avo id the current 

lacunae in the law and to br ing si milar req uirements in their operat ion . 

• ::- The Disc losure and Asset Registration Proc lamation does not require for the reg istrat ion 

of properties in the namc of a child above the agc of 18 and c lose relatives of those 

poli tica l offic ials and others persons who are req uired to make reg istrat ion and disc losure. 

This means fu nds which have been amassed by offic ials during their tenure will be 

transfe rred to busi nesses run by their close relati ves and childre n above 18 years of age. 

These funds thcn 'washed' by infusion in to the ban king system. Therei()re, the law shoul d 

be amended in ord er to inc lude such persons and it wou ld achieve its objective that 

includes fig hting mo ney laundering . 

• :. The law prov ides spec ial and additiona l requi rements for banks to establi sh business 

relati on with Po li tica lly Exposed Persons (PEPs) which must be approved by a sen ior 

manage ment member of the bank. However, the defi nition given for the word 'Po liti ca lly 

Exposed Persons' exc ludes domest ic PEPs whil e it should be a major concern of the law. 

Th lls, the inclusion of domestic PEPs ·with such req uiremen t~ is ·an urgent Iss ue . 

• :. Banks are required to report cash transacti ons in relati on to depos its or withd rawa ls with a 

minimum th rcsho ld . The req uirements, however, fail to include reporting of transfer 

which is the most important too l in the lau ndering process. Fu rther the provision about 
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SUSP ' C' OUS transact ion rcporting has also used ambiguous and un certain words to be 

im plemented. Therefore, amendments should be made to avoid such problems . 

• :. Rega rding record kee ping, the re shou ld bc a mll11111um spec ific year for maintai ning a 

record usually 5 years and the Ethiopian Nat ional and Archi ves Library Agcncy should be 

ousted from banking affairs for money laundering purposes. The minimum requiremcnts 

to be included in the record should also be precise ly prov id ed . 

• :. A single information in one country may sometimes be insuffi cient to make a case 

especia ll y in cross border money laundering cases. It is ·only the arrangement of the 

pieces of information in an in ternational puzzle that reveal s the whole picture and this 

needs internationa l cooperat ion. But the Ethiopian anti money launderi ng law does not 

sufficiently add ress internationa l cooperation in th is respect. So the law shou ld include 

specific prov isions about mutua l Icga l assistance, extradition, and the role of the FIC as 

well as the Courts in such cooperation . 

• :. The law for the preven tion of money lau nderin g and terrori st financing has given power 

to the Financia l Intelligence Centre (FIC) to issue direct ives lor the implementation of the 

proclamation concerning covered persons in the fi ght agai~st money laundering except 

for the fina ncial institutions. However. such directive is sti ll not issued by the FIe. 

Therefore, the r ic should promu lgate the necessary directive concern ing non financial 

responsible persons in the fi ght against money laundering in orde r to give effect for the 

proclamation and to fi ght money laundering acti vities through non fi nancia l institutions . 

• :. Financ ial Intelligence Centre (FIC) of the country would be morc effective ifindependcnt 

from the executive and it should be accountable directly to the parl iament (HPRs). 

Despite the fact that it has been more than a year after its establishment, it has not started 

its function still. So it should start its function urgently with competent human resource 
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and other infrastructure. The cooperation and consultation between the NBC and the FIC 

shou ld be de lim ited s pec ifica ll y so there wi ll be effect ive cooperation between the two 

rather than confl ict of in terest. 
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