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compliance with regulations of
multiple jurisdictions to achieve
results. Investigating bodies should
also consider appropriate
measures to preserve the human
rights of the targets of their
investigations. AML and other
types of financial investigations are
inherently intrusive and engage in
obtaining private data and
information of suspects.
Investigating authorities must
conduct their job in a highly
professional, non-discriminatory,
legitimate and accountable manner

5) Finally, AML and other
forms of financial investigations, in
developing countries in general
and in Afghanistan in particular,
are constrained by operational and
political challenges. Common
obstacles include technical
knowledge and capacity of
investigators, lack of political will to
investigate cases linked to
politically influential people,
integrity of investigators, poor
coordination and collaboration
between domestic law
enforcement agencies; and overall
week state institutions . To
address these challenges,
establishment of a specialized
AML or financial investigation unit
within the law enforcement branch
of a state is an important success
factor in AML investigation
strategies. Once a specialized unit
is established, investigators have
to receive trainings on technical
and operational aspects of AML
investigations to make sure they
are ready to embark on this
challenging task.
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such evidences investigators can
proof a criminal intention behind
the money movement.
Investigators primarily evaluate
bank statements as well as any
records that indicate the paper trail
of events involving money to trace
money laundering attempts .
However, innovative and
artificial-intelligence based data
mining methods have recently
emerged, which can enhance law
enforcement’s ability to detect and
prevent money laundering
activities more efficiently. These
new data mining methods can be
used to identify trends and
patterns in large data sets of
financial transactions with
hundreds or even thousands of
complex/hidden relationships .

What is needed for a successful
anti-money laundering
investigation?

1) A comprehensive legal
framework is the most important
thing which underpins all
requirements of the Financial
Action Task Force (FATF) for
implementation of a
comprehensive anti-money
laundering (AML) and
counter-terrorist financing (CFT)
strategies. Law enforcement
authorities can use AML
investigation techniques only if
they are permitted under domestic

laws.

2) Each country should have
an anti-money laundering and
counter terrorist financial (CFT)
policy . The national policy should
be developed based on the money
laundering and terrorist financing
risk identified in reports of
Financial Intelligence Unit (FIU)
and assessments of other national
inelegance and law enforcement
agencies. The policy should define
practical mechanisms for
coordination between different
domestic law performance
agencies, financial institutions, FIU
and other relevant national and
international bodies.

3) AML investigations often
reach beyond domestic borders.
FATF recommendation 40 calls on
countries to establish adequate
mechanisms allowing enforcement
agencies to obtain and share
information with law enforcement
authorities of other countries. I,
likewise, states that law
enforcement agencies should be
empowered to exchange
information formally and informally
with enforcement agencies in other
countries and form joint
investigation teams with them, if
needed . Therefore, it is highly
important for competent
enforcement authorities, for
example in Afghanistan, to

GHAZA‘IIFAR BANK

maintain constant relation and
cooperation with competent
authorities in other countries and
international organizations to
achieve results in
cross-jurisdictional investigations.
Indeed, there are a number of
international channels that can
enhance cross-jurisdictional
cooperation and support
international AML and CFT
investigations. 1) Exchange of
information using the Interpol
infrastructure. 2) National Financial
Intelligence Unit (FIU) can reach
out to its counterparts in foreign
countries to get the required
information or intelligence. FIUs
can also use the platform
established by the Egmont Group
to collect further intelligence on a
specific case. 3) Central authorities
in a county can also transmit
formal Mutual Legal Assistance
(MLA) requests to a foreign
country to request for legal
information. The MLA request can
be based on multilateral or bilateral
memoranda of understanding
(MoUs) between the countries.

4) AML investigations deal with
very sensitive information and
require a lot of collaboration with
domestic, foreign and international
organizations and authorities.
Considering this broad scope, AML
investigators should be cognitive of
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Anti-Money Laundering

(AML) Investigation

By Ahmad Farid Forozi, Scholar at International Anti-Corruption

Academy (IACA), Laxenburg, Austria

Money laundering is the process
of concealing and moving illegally
acquired money and integrating it
in the financial system for further
investment and use by criminals .
Money laundering is a pressing
problem that degrades economic
and governance systems, fuels
crimes and undermines national
security of a state . Annually,
US$500 billion to US$1 trillion is
laundered by criminals—corrupt
public officials, drug/human
traffickers, terrorist
groups/organizations and other
criminal networks. Considering the
magnitude of laundered money,
one can imagine its devastating
impacts on the global security,
economy and social lives of
ordinary citizens, especially in
developing countries. Countries
need robust legal frameworks,
financial investigations and
enforcement capacity to effectively
confront this evil.

The purpose of a financial or
anti-money laundering
investigation is to identify and trace
proceeds and instrumentalities of
crimes such as corruption,
drug/human trafficking and terrorist
financing. A successful anti-money
laundering investigation can lead
to legal actions against
perpetrators of a money laundering
scheme which can deprive
criminals of the money they
acquired unlawfully (proceeds)
with which they intend to

perpetrate more crimes
(instrumentalities). Prevention and
investigation of money laundering
crimes is a sophisticated and
highly technical endeavour. Law
enforcement agencies require
specialized skills and expertise in
financial investigation to deliver on
this daunting task. In conducing
financial investigations,
investigators try to trace, identify
and document the placing and
layering techniques criminal use to
hide and move cash and integrate
it into the formal financial system.
The most important thing in a
financial investigation is tracing the
link between the origins of the
money, beneficiaries, the time and
destination of the money which is
only doable if investigators are well

equipped and trained in financial
investigation techniques.

An AML investigation is triggers
by a number of things such as a
transaction monitoring alert
generated by automated
monitoring systems used by banks
and other financial institutions; a
suspicious activity report (SAR)
that is sent by a financial institution
to authorities; or a whistle-blower’s
and media report . Once an AML
investigation is launched,
investigators should document the
movement of money during the
course of commission of the
money laundering offence. They
should find the link between where
the money comes from, who
receives it, when it is received, and
where it is stored/deposited. With




Financial Development

support positive correlation
between financial development
and economic growth. In this
paper, we suffice with the finding
of a few number of literature. For
example, Moon Jung (2017) have
studied the impact of financial
development on economic growth
of South Korea for the 1961-2013.
The study finds that there is strong
correlation between financial
development and economic growth
in this country. The research also
investigates to find if there is any
multilateral relationship between
the two variables. However, it
suggests that the casualty goes
from financial development to
growth, but evidence was found on
the other way round.

Gregorio and Pablo (1995) study
this relationship for a large number
of countries. They also report
positive correlation between
financial development and
economic growth. While they use
panel data to analyse the issue for
Latin American countries, they
report negative correlation
between the mentioned variables.
They argue that the negative
impact of financial development on
economic growth is justified by the
fact that financial liberalization in
poor regulated countries seems to
be harmful. They also emphasize
that financial development in
developing countries likely to be
resulted from improvement in
efficiency, rather than the amount
of credit and investment.

P Conclusion

The study of financial
development and its impact on
economic growth have been a
centre of discussion in academic
writings. Both theoretical and
empirical findings support the idea
that financial development prompt
economic growth in all countries,

but the level of impact from
financial development to growth
differs from county to country,
depending on the level of
development and availability of
regulatory infrastructures.
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namely, accumulation of capital
and technological innovations
(Levine, 1997).

The recent growth theories
developed during 1990s, account
capital formation to be the main
driver for economic growth. For
instant, Romer (1986) and Lucas
(1988) emphasized on the role of
capital accumulation in the growth
process. They argued the
accumulation of capital goods will
alter the economy to expand by
constant rate until it reaches to
steady state. Taking this fact into
accounts, financial development
can alter accumulation of capital
through mobilization of saving in
different space and time, which will
in turn prompt economic growth.

The latter group of growth
models explain the dynamic
patterns of economic growth. For
example, Romer (1990),
Grassman & Helpman (1991)
account technological innovation
as the main driver for economic
growth. Studies show that financial
development alter innovation by
efficient allocation of resource,
diversifying the risk of investment,
financing innovative idea and
decreasing the risk of investment
by sustaining liquidity in the

-
L ! -

market. Nevertheless, the
efficiency of the two transmission
channels of financial development
is highly supported with the
empirical works.

P Measurement of Financial
Development in Empirical Works

In theoretical literature there is
strong justification for positive
relationship between financial
development and economic
growth. However, in empirical
works the question of how to
measure financial development is
a matter of controversial. There is
no a unique idea of what measure
to be used to best reflect the
development of financial system in
an economy.

Several indicators have been
proposed by literature to be used
as proxies for measuring financial
development. Moon Yung (2013)
lists a number of measurements
which have been utilized in
empirical literature. The ratio of
credit to private sector as a share

il

prominent proxies which have
been used in many empirical
works (Moon Yung, 2017). The
ratio of domestic credit to private
sector as a share of GDP is also
used as proxy for financial
development by (S. Khan &
Senhdji, 2000) while King & Levine
(1993) have gained from other
indicator like the ratio of money
stock (M2) to nominal GDP.
Estrada & et al. (2010) put the
measurements of financial
development into two broad
categories namely the depth of
financial system and the structure
of financial system. They argue
that the depth of financial system
is measure by several indicators
such as the ratio of credit to GDP,
liquid liability to GDP and the ratio
of stock market capitalization to
GDP while the structure of
financial market is measured by
the ration of bank credit to stock
market capitalization. They state
that the former category has more
empirical supports than the later.

of GDP, the ratio of money (M2) as p Empirical Findings Based on

a share of nominal GDP, the ratio
of total deposit as share of GDP
and the ratio of total credit as
share of GDP are the most

Previous Literature

Likewise the theoretical
literature, empirical findings also
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Introduction

Financial development is a topic
of much discussion in the
contemporary time and it has
attracted the attention of a large
number of scholars investigating to
draw a clear picture of how and to
what extent it influences economic
growth and social wellbeing. Many
literature have focused on
transmission channels of financial
development to clearly point out on
how financial development affect
economic growth and welfare.
Other literature, on the other hand,
have attempted to investigate the
level of impacts of financial
development on economic growth.
Despite, the study of financial
development is a centre of
discussion for scholars and a large
body of literature is devoted to this
issue, the question of how to
measure financial development is
still a controversial issue.

Financial development is simply
defined as the development of
financial sector of a country in
terms of quality and quantity.
Choong & Chan, Sok (2011) define
financial development as
improvement in quantity and
quality as well as the efficiency of
financial intermediary services in a
country. Financial development
also refers to the situation where a
variety of financial services is
rendered by a larger number of
financial institutions and
intermediaries. Financial

development provides information
on the possible investment
opportunities; it facilitates
diversification of investment for
better management of risk. It also
help mobilization of saving and
easing the exchange of goods and
services between the producer and
potential consumers.

Taking the aforementioned facts
into account, this paper aims to
introduce the main transmission
channels of financial development
to economic growth and its main
advantages for economic
development, especially in
developing country like
Afghanistan.

Generally, the paper follows
descriptive research methods by
reviewing the scientific works,
journal articles and other
information and statistics collected
from authentic and credible
sources such as De Afghanistan
Bank (the central bank of
Afghanistan), Central Statistic
Organization and World Bank.

The following part of this paper is
devoted to the introduction of
various transmission channels of
financial development. Later on,
the debate is shifted to point out
the traditional and contemporary
measurements of financial
development. Finally, we review
the empirical findings from the
impacts of financial developments
on economic growth. The paper is
closed with brief conclusion.

b

P The Transmission Channel of

Financial Development to
Economic Growth

Generally, the logic behind the
role of financial development on
economic growth emerges from
the facts that financial markets and
institutions augment the efficiency
of markets either due to the
availability of information or sharp
reduction in transaction cost. The
availability of information and
reduction in transaction costs
influence not only the level of
saving, but also it prompt
investment decision, technological
innovation and ameliorate the
effect of investment risk.

Levine (1997) explains the role of
financial market and financial
intermediaries by introducing
various financial functions of
financial systems in the economy.
He concludes that the financial
system will influence the economy
through five broad functions
namely; mobilization of saving,
efficient allocation of resources,
improvement in management of
corporate businesses, amelioration
of investment risk and easing the
transaction of goods and services.

Two transmission channels are
accounted to be very useful for
financial development to affect
economic growth (Awounang,
2017). The aforementioned five
function of financial system passes
through these two main channels
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