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ABSTRACT 

Many informal cash-based economies run parallel financial systems that are very different to the Western banking 

concept. Such countries are perceived to have a high risk of money laundering. 

Looking at Afghanistan, Somalia, and India – where anti-money laundering efforts have yielded mixed 

results – this paper draws lessons from the operations of financial intermediaries. These countries are 

considered high risk not only for money laundering and terrorism financing, but also for corruption 

and political and legal concerns. The issues at hand – risk assessments for remittances,  strategies of 

engaging on the ground, resource management, and alternatives to the existing financial networks – 

are also valid for other cash-based, low-income societies. In fact, informal remittance Channels may 

provide opportunities to strengthen regulatory and governance capacities.  

Keywords: AML, Banking Operations, Critical Element, Money Laundering, Traditional Function Of 

Banks. 

1.  INTRODUCTION 

The Islamic Republic of Afghanistan is not a regional or offshore financial center. Terrorist and insurgent financing, 

money laundering, cash smuggling, abuse of informal value transfer systems, and other illicit activities designed to 

finance organized criminal activity continue to pose serious threats to the security and development of Afghanistan. 

Afghanistan remains a major narcotics trafficking and producing country, and is the world’s largest opium producer 

and exporter. The narcotics trade, corruption, and contract fraud are major sources of illicit revenue and laundered 

funds. Corruption permeates all levels of Afghan government and society. 

The growth in Afghanistan’s banking sector has slowed considerably in recent years; and traditional payment 

systems, particularly hawala networks, remain significant in their reach and scale. Less than 10 percent of the 
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Afghan population uses banks, depending instead on the traditional hawala system, which provides a range of 

financial and non-financial business services in local, regional, and international markets. Approximately 90 percent 

of financial transactions run through the hawala system, including foreign exchange transactions, funds transfers, 

trade and microfinance, as well as some deposit-taking activities. Official corruption and weaknesses in the banking 

sector incentivize the use of informal mechanisms and exacerbate the difficulty of developing a transparent formal 

financial sector in Afghanistan. The unlicensed and unregulated hawaladars in major drug areas such as Helmand 

likely account for a substantial portion of the illicit proceeds being moved in the financial system. Afghan business 

consortiums that control both hawaladars and banks allow criminal elements within these consortiums to manipulate 

domestic and international financial networks to send, receive, and launder illicitly-derived monies or funds 

intended for criminal, insurgent, or terrorism activities. 

The Government of Afghanistan’s ability to enforce relevant laws and regulate institutions is hampered by 

corruption. Limited resources and lack of technical expertise and infrastructure also hamper effective regulatory 

oversight. Afghanistan has made progress through the enactment of its new AML and CFT laws in July 2014. A 

significant provision in the new AML law is the creation of an adequate legal basis to criminalize money laundering. 

There is no clear division between the hawala system and the formal financial sector. Hawaladars often keep 

accounts at banks and use wire transfer services to settle their balances with other hawaladars abroad. Due to limited 

bank branch networks, banks occasionally use hawalas to transmit funds to hard-to-reach areas within Afghanistan. 

Afghanistan’s financial intelligence unit, FINTRACA (Financial Transaction and Report Analysis Centre of 

Canada), reports that no MSBs (Mutual Savings Bank) or hawaladars have ever submitted suspicious transaction 

reports (STRs). Insurance companies and securities dealers are also technically under the regulatory regime and are 

required to file STRs, but the government does not enforce this requirement. Afghanistan should pass and enforce 

legislation to regulate financial institutions and designated non-financial businesses and professions and ensure their 

compliance with AML/CFT regulations. Afghanistan also should issue the necessary regulatory instruments to 

increase the number of MSB/hawala inspections, and expand implementation of the MSB/hawala licensing program. 

Afghanistan also should create an outreach program to notify and educate hawaladars about the licensing and STR 

filing processes. Dealers in precious metals and stones, lawyers, accountants, and real estate agents are not 

supervised in Afghanistan. 

Border security continues to be a major challenge throughout Afghanistan, with the country’s 14 official border 

crossings under central government control. The Da Afghanistan Bank reports that approximately $3.7 million in 

cash left Afghanistan via Kabul International Airport in 2014. Approximately $83,200 left Afghanistan via Mazar-E 

Sharif International Airport in 2014. Tracking cash movements across borders or through airports has become 



 
 

124 | P a g e  

 

increasingly difficult with implementation of an executive order that makes it illegal to take more than $20,000 out 

of the country, but eliminates the need to report outbound currency. Cargo is often exempted from any screening or 

inspection due to corruption at the border crossings and customs depots. Outside of official border crossings, most 

border areas are under-policed or not policed at all, and are particularly susceptible to cross-border trafficking, trade-

based money laundering, and bulk cash smuggling. Kabul International Airport lacks stringent inspection controls 

for all passengers and includes a VIP lane that does not require subjects to undergo any inspections or controls. 

Afghanistan should strengthen inspection controls for airport passengers. 

Although Afghanistan enacted the Law on Extradition of the Accused, Convicted Individuals and Legal 

Cooperation, which would seemingly allow for extradition based solely upon multilateral arrangements such as the 

1988 UN Drug Convention, this interpretation conflicts with Article 28 of the Afghan Constitution which more 

clearly requires reciprocal agreements between Afghanistan and the requesting country. Thus, Afghanistan’s law on 

extradition is currently unclear. 

Afghanistan’s laws related to terrorism financing are not in line with international standards. Over the past year, 

Afghanistan has worked to strengthen its laws related to terrorism financing. One significant change is that the 

National Security Council must now immediately notify the Attorney General’s Office (AGO) of any designations 

and the AGO must immediately issue an order freezing the funds and property of designated entities. The new CFT 

law expands the previous definition of terrorist financing to now include the funding of a terrorist and/or terrorist 

act. Although the CFT law provides the basic framework needed to authorize Afghanistan’s ability to freeze and 

seize terrorist assets, the corresponding implementing regulations currently lack clarity and effectiveness. 

Previously, through the use of presidential executive orders, the government has frozen bank accounts owned by 

hawala networks listed under UNSCR 1988. There are no instances of seized bank accounts, and there is no 

mechanism for asset sharing. 

Afghanistan has taken steps toward improving its AML/CFT regime, including by establishing high-level 

AML/CFT coordination mechanisms; however, certain strategic AML/CFT deficiencies remain. Afghanistan should 

continue to work to adequately criminalize money laundering and terrorism financing; establish and implement an 

adequate framework for identifying, tracing, and freezing terrorist assets; work with the international community to 

train enforcement officers, prosecutors, and judges to provide them a better understanding of the basis for seizing 

and forfeiting assets; provide regulators and enforcement officers with the resources to carry out their oversight and 

investigative duties; implement an adequate AML/CFT supervisory and oversight program for all financial sectors; 

establish and implement adequate procedures for the confiscation of assets related to money laundering; enhance the 

effectiveness of FINTRACA; and establish and implement effective controls for cross-border cash transaction 
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2. HISTORY OF MONEY LAUNDERING IN AFGHANISTAN 

There is no doubt that money laundering and terrorist financing can threaten a country’s economic stability, which is 

why the IMF has became increasingly active in supporting and promoting the AML/CFT efforts of our member 

countries, based on the [financial Action Task Force. What started as a small endeavor some 20 years ago has 

become part of our core work-from analysis and policy advice, to assistance the health and integrity of financial 

sectors, to providing financial assistance when needed, to helping countries build institutions and increase 

operational effectiveness. 

Money laundering is the processing of assets generated by criminal activity to obscure the link between the funds 

and their illegal origins. Terrorism financing raises money to support terrorist activities. While these two phenomena 

differ in many ways, they often exploit the same vulnerabilities in financial systems that allow for an inappropriate 

level of anonymity and opacity in carrying out transactions. 

In 2000, the IMF responded to calls from the international community to expand its work on anti-money laundering 

(AML). After the tragic events of September 11, 2001, the IMF intensified its AML activities and extended them to 

include combating the financing of terrorism (CFT). In 2009, the IMF launched a donor-supported trust fund to 

finance AML/CFT capacity development in its member countries. In 2014, the IMF’s Executive Board reviewed 

the Fund’s AML/CFT strategy and gave strategic directions for the work ahead (see below). 

3. BANKING OPERATIONS 

By now, we have a pretty good idea of how important banks are to society and why. Just as banks are good at 

facilitating the everyday business of honest folks, so are they important to criminals and money launderers, and for 

the same reasons. 

As financial investigators, an understanding of how banks operate will give us a good perspective on the types of 

records they keep and how those records can be used in a money laundering or other investigation. 

For starters, we can be certain that absolutely everything relating to the money that passes through the bank will be 

written down, often several times. The objective of the banker is to create a complete documented history of every 

penny that passes through the doors of the institution. This objective has been held by every bank and business 

dealing with money since the Babylonians began making their accounting records on clay tablets 5,000 years ago. 

http://www.imf.org/external/np/pp/eng/2014/022014a.pdf
http://www.imf.org/external/np/sec/pr/2014/pr14167.htm
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This record of all those transactions is the product of a grinding routine to which every bank employee strictly 

adheres. 

The routine extends to the bank’s branches, correspondents, the check clearinghouse, and on to every bank in the 

system. 

There may be small variations based on a bank’s size or location, but for the most part, a banker plucked from her 

desk at the smallest bank in Hawaii would fit in quickly at the biggest bank in New York. This routine also means 

that once a financial investigator has an understanding of the routine, that knowledge can be applied quite nicely to 

just about every financial institution he or she encounters.  

4. TRANSFERRING FUNDS 

The transfer of funds is another traditional function of banks. In addition to wire transfers (something we’re going to 

cover in detail elsewhere), several instruments are used for funds transfer. These are known as exchange instruments 

or bank Checks and they include the following:  

 Cashier’s checks, also known as treasurer’s checks  

 Bank money orders 

 Bank drafts 

 Traveler’s checks 

 Certified checks 

All of these instruments have one thing in common: They are not backed directly by a depositor’s money; instead, 

they are backed by a bank’s 

5. EXCHANGE INSTRUMENTS 

Because the transfer of funds is such a critical element in any money laundering scheme, these exchange instruments 

must be clearly understood by investigators. Their use in a scheme will cloud the paper trail and complicate the 

investigation. 

Investigators must be alert to signs that exchange instruments are being used and seek to develop any information 

concerning that use, because these instruments will almost invariably lead to other banks, new accounts, or assets 

acquired with laundered funds. 
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Records relating to transfer of funds include: 

 Copies of exchange instruments (bank checks, cashier’s checks, bank drafts, money orders, 

traveler’s checks, certified checks)  

 Copies of application form 

 Purchase documents 

 Teller tapes (for purchase) 

 Copies of items used to purchase instruments (checks)  

 Cash-in tickets 

 Memos debiting account 

 Redemption documents 

 Teller tapes (for redemption)  

 Copies of items acquired at redemption (new bank checks)  

 Cash-out tickets 

 Memos crediting account 

6. CURRENCY EXCHANGE 

A centuries old tradition for banks, foreign currency exchange operations flourish in banks near international 

borders and in major tourist centers. Large banks have international operations divisions that deal in matters relating 

to foreign countries and currency, and most banks monitor the exchange rates for various currencies. Although the 

bank will take a small percentage of each currency exchange as its commission, these aren’t big earners for all but 

the largest banks. 

 Banks may restrict the number of currencies they will exchange, finding the hassle of dealing in 

a few Swedish kroner every year or two to be too burdensome. Similarly, some banks will take 

the foreign currency and exchange it for American money but will not store baskets  of foreign 

money on the chance that somebody wants some kroner this month.  

 Money launderers may use casas de cambio, or ―houses of exchange‖ —small, nonbank 

financial institutions—to exchange currency. These casas frequently operate near a border, and 

they may also transmit funds by wire out of the country.  

 Because the casas aren’t regulated like banks, concealing large cash transactions may be easier 

for the launderer. Other independent businesses, notably American Express –Thomas Cook, also 

operate in the foreign exchange business.  
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Banks will also exchange various denominations of American money for their customers, and money launderers, 

especially drug traffickers who take large quantities of small bills, may want to exchange these for larger 

denomination notes. 

7. HAWALA AND ILLICIT FINANCIAL FLOWS 

This section will explore the pivotal role played by the hawala system in curbing IFFs in Afghanistan. First, the 

Concept of hawala will be discussed along with the preference for and importance of hawala in the Afghan Financial 

system. Second, the nexus between hawala and IFFs will be examined. In particular, this section will explore the 

crucial function of hawala in facilitating money laundering and the Afghan drug trade. Third, it will evaluate the 

Afghan regulatory framework, supervision, and enforcement mechanisms for money services providers (MSPs). 

Finally, the section will explicate the fundamental reasons for the dangerously high level of noncompliance of MSPs 

with regulatory measures. 

8.  IMPORTANCE OF HAWALA TO THE AFGHAN FINANCIAL SYSTEM 

Despite the relative growth of the formal banking sector in recent years, MSPs or hawaladars continue to play a 

dominant role in Afghanistan’s financial system, with approximately 90 percent of financial transactions still 

conducted through the informal hawala system. Moreover, according to a study by the World Bank, 80 to 90 percent 

of Afghanistan’s economic activity was facilitated by hawala in 2005 (IMF, 2011). 

Afghans generally prefer using MSPs to conduct financial transactions. As with other conflict regions, hawaladars 

are often the only channel through which funds can be transmitted in Afghanistan. Hawaladars are the safest, easiest, 

and cheapest way to transfer funds in the country (FATF, 2013). Other reasons behind the preference for hawaladars 

include cultural preference, an underdeveloped financial system, lack of banking services in large parts of the 

country (cash-based economy), higher confidence in hawala and similar service providers than in the banking 

system45, the desire to evade currency controls and international sanctions, tax Evasion and the need to transfer or 

conceal criminal proceeds (FATF, 2013). 

According to MSPs, Afghans generally do not trust the formal banking system, making it more difficult to identify 

and prevent IFFs. Moreover, Afghan banks have also emphasized the ―heavy reliance on the hawala system,‖ 

characterizing hawala as the ―primary source of transferring illicit funds‖ in Afghanistan (FinTRACA). 
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These facts necessitate close regulation and supervision of these important financial actors to curb IFFs linked to 

ML/TF. However, enforcement and implementation of the rules governing MSPs are deficient, posing a major risk 

to the integrity of the Afghan financial system though proliferation of ML/FT activities and, in turn, IFFs 

9. HAWALA AND MONEY LAUNDERING 

Money laundering is the process of disguising the proceeds of crime and integrating it into the financial system. 

These illicit proceeds could come from many different sources, such as drug trade, tax evasion, bribery, and 

corruption. Money laundering allows these illicit financial flows to be introduced into the financial system under a 

legitimate guise. As such, money laundering is central to IFF (GFI, 2015). A recent study by FATF concluded that 

MSPs continue to pose money laundering and terrorist financing vulnerabilities (2013). 

As stated previously, money laundering consists of three phases: placement, layering, and integration. Hawala can 

be used at any phase, since it is a remittance system (GFI, 2015). In the placement phase, the illicit money is 

introduced into the financial system. In many ML cases, the biggest problem is handling cash. FIs must comply with 

CDD, recordkeeping, and reporting requirements. Enforcement of these requirements are lax, and often nonexistent, 

in the hawala system. 

In the layering stage, the criminal manipulates illicit funds to make them appear as though they were derived from a 

legitimate source, often times transferring the money from one account to another. Doing this through the traditional 

banking system will likely result in a suspicious transaction report (STR) and leave a paper trail. Paper trails 

generated by financial transactions are important in stopping IFFs. The paper trail is a key factor connecting the 

three stages of the more confusing paper trail, if any. Research on hawala money laundering demonstrates that even 

basic hawala transfers can be difficult to trace and tie to the original (and in these cases, also criminal) source of 

money, making it an ideal monetary transmission mechanism for criminals.ney laundering process46. By contrast, 

hawala will leave a sparse In the final phase, integration, the money seems to become legitimate, and hawala 

techniques offer many possibilities for establishing an appearance of legitimacy due to the absence of a paper trail 

and the ease with which the history of hawala transactions can be manipulated. (Jost and Sandhu, 2013). 

According to several hawaladars operating in Saraye Shah Zada (Shah Zada market), the hub of the country’s 

informal financial system, hawaladars play an instrumental role in IFFs. MSPs directly or indirectly assist terrorist 

networks, drug dealers, and other criminals in conducting financial transactions domestically and internationally. 

The MSPs interviewed insist that any serious attempt at curbing IFFs in Afghanistan would be deficient without 

considering the role of hawaladars. 
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10. HAWALA AND THE AFGHAN DRUG TRADE  

As the world’s largest opium-producing country, the proceeds from the drug trade form a major component of IFFs 

in Afghanistan. An in-depth study into the nexus between hawala and the drug trade in Afghanistan concluded that 

most drug-related export revenues are remitted to Afghanistan through the hawala system, in the form of either hard 

currency or commodities. The study found that the hawala system in Afghanistan is central to laundering of drug 

money. As long as Afghanistan depends on the hawala system—which is inevitable for the foreseeable future—the 

door for large-scale money laundering activities remains wide open(Thompson, 2007). 

According to FATF, terrorists profit from and are engaged in opiate trafficking; over half of the Afghan Taliban 

senior leadership listed under United Nations Security Council Resolution (UNSCR) in 1988 were involved in drug 

trafficking47. Illicit use of money service providers is critical to the operation of opiate trafficking networks in 

Afghanistan, and these MSPs appear to be the leading value transfer instruments at the cultivation and manufacture 

stages of the international distribution of opiates, according to the FATF (2014). 

11. CONCLUSION 

The material taken under research is a subjective decision, because a phenomenon needs to be understood deeper. 

Also the material found has given a many new paths to follow. One of them was the understanding that there is a 

huge amount of questionable but legal ways to avoid all kinds of rules and taxes. All it needed to do was to follow 

the new paths and the results where self-evident. 

Money laundering cases are a challenge, a chance to investigate a crime the old-fashioned way: through legwork and 

brain power. Patience, persistence, and the desire to reach the bottom line will pay off. 

The global threat of money laundering poses unique challenges to the law enforcement community.  To pursue the 

evidentiary trail of a money launderer, law enforcement agencies must identify and use tools and techniques that can 

help them when crossing international boundaries.  Multilateral agreements that require participants to adopt anti--

laundering measures and the regional and world organizations that have developed and encouraged a standardized 

approach to addressing laundering all have contributed to the strides made in addressing the challenges posed. 

Efforts undertaken by nations independent of the international community often result in significant variations from 

the accepted standard and have the effect of facilitating laundering activity rather than combating it.4 For example, 

the government or Antigua and Barbuda weakened its laws relating to money laundering, resulting in the U.S. 

Department of the Treasury issuing an advisory warning banks and other financial institutions to be wary of all 

financial transactions routed into, or out of, that jurisdictions.4  The changes in the law strengthened bank secrecy, 
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inhibited the scope of laundering investigation, and impeded international cooperation.  A common harmonized 

approach will prevent launderers from using the different laws and practices among the jurisdictions to their 

advantage both at the expense of and disadvantage of the countries interested in pursuing them.4 Only with laws that 

have been harmonized can law enforcement agencies, working together with financial institution administrators and 

regulators, combat this ever-increasing problem. 
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