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Chapter:     1 

 1.1 Introduction  
 

Main objective of this thesis is to discuss the method of money laundering used in 

Pakistan. We will discuss all this with help of a Processes and systems of banks in 

Pakistan. Money laundering has traditionally been reflected a process by which 

criminals endeavor to fleece the backgrounds and possession of the proceeds of their 

criminal / illegal accomplishments.  The purpose is to permit them to preserve control 

over the proceeds and to provide ultimately, a cover for their income.  This has led to 

the launderer to have faith in that money laundering can be designated in one of the 

following ways: 

 

 Turning dirty money into clean money 

 Washing drug money. 

 Disguising criminal money. 

 

There are diverse ways that are in practice for money laundering in commercial banks 

similar to placement, layering, and integration. The money laundering on one hand 

creates the social problem like concentration of wealth in few hands and on the other 

hand, from commercial banks point of view it results in the unbalanced increase in 

deposit of the banks. The phenomenon of money laundering was not so much famous 

before the 9/11. The incidence of 9/11 opened the eyes of financial institutions and the 

regulatory bodies specially in the USA because before 9/11 there were many shell 

banks (fugue banks) which used to transact with huge funds without any source of 

origin of these funds, which resulted in the disaster like 9/11.  

 

After 9/11 to sidestep from money laundering there are definite rules and regulations 

which were established at international level like Money laundering Act 1986(USA), 

Criminal of terrorism Act (UK), Money laundering Regulations 1993(UK),  Money 

laundering and financial crimes strategy Act 1998 (USA) etc. As well as Pakistan is 

concerned it lies in medium high-risk country regarding money laundering. The state 

bank of Pakistan has taken the various steps to control the money laundering in 
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commercial banks. In this regard, the state bank of Pakistan has provided the two 

prudential regulations XI and XII correspondingly.   

As a final point we have concluded in the thesis that the money laundering is present in 

Pakistan in various ways and it is affecting the financial system in Pakistan which is 

also providing help to the criminals to hide their criminal activities and sources of their 

criminal earnings through money laundering. In the last of the thesis we have suggested 

that the Pakistan Banks or regulatory authority should take necessary action to stop this 

activity which will help the financial system to be more strengthen and will help the 

economy to grow with its full potential. 

  1.2 Problem definition  
Main purpose is to find and discuss the method of money laundering in the commercial 

banks of Pakistan. We will find different resources that will give us prove of the 

presences and the extent by which the commercial banks of the Pakistan are involved in 

the money laundering. This thesis will help us in concluding whether the commercial 

banks of Lahore are involved in money laundering or not, if it exist to what extent it 

exist in commercial banks of Lahore and what type of problems and risks are faced by 

the commercial banks regarding money laundering. 

1.3 Literature survey  
 

In order to have precise analysis of the money laundering process in the commercial 

banks of Pakistan I have used the articles and the journals written the financial analyst 

on different sources which help the criminals to change the mode of their 

criminal/illegal activities of money laundering. 

Taimur (2007), in his study, he was trying to express money laundering in Pakistan and 

after 9/11 attack he told that the policies of the country has change. He told Pakistan 

needs to enact a proper legislation for ensuring such compliance, and properly 

investigating, criminalizing and prosecuting money laundering offences. He also 

expressed from another point of view, Pakistan, by virtue of being a developing country 

should strive to adopt anti money laundering and terrorist financing policies in order to 

help, protect and build its economy.  
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Usman and Jason (2006), in their study, they focused on globalization and crime. Their 

study explains the criminogenic effects of globalization and outlining the crimes where 

people are forced to migrate into illegally due to economic reasons. The study further 

discussed the links between crimes and globalization based on the new discourses about 

the axis of transnational organized crime and the crime epidemic in the states. They 

also demonstrating how in the present day the advantage of fast moving technological 

advances such as travel or migration, the internet, and the freedom of circulation and 

establishment of global markets make the globe a small place of activity and begetting 

crime. 

Michael and Peter(2006), In their study, they  discussed the techniques for hiding 

proceeds of crime include transporting cash out of the country, purchasing businesses 

through which funds can be channeled, buying easily transportable valuables, transfer 

pricing, and using under ground banks. According to researcher, the money-laundering 

regime does facilitate investigation and prosecution of some criminal participants who 

would otherwise evade justice. Though their regime also targeted terrorist finances, 

modern terrorists need little money for their operations. They discussed that, AML 

controls are unlikely to cut off their funds but may yield useful intelligence and money-

laundering controls impose costly obligations on businesses and society.  

Woods Martin (2006), his areas of expertise include “Know Your Customer” 

procedures and risk based approaches to money laundering prevention. He told that 

KYC is making every reasonable effort to determine the identity and beneficial 

ownership of accounts, knowing the source of funds and determining that the 

information is correct. 

Andreas and Nadelmann (2006), discussed about the development in capacity of money 

laundering and its links with other crimes, including the unlawful trade in tranquilizers. 

There was very diminutive experimental investigation one or the other on the 

phenomenon of money laundering or on the controls that dealt with it. The researcher 

was emphasis only on regulations and their offense. He discussed about the annual 

global turnover of the money laundering, he estimated $500 million amount that mostly 

generated through trade on narcotics. He discussed about smurfing and its popularity in 

the world and how they worked. He also alarmed the international community, notably 

the industrialized countries, which have begun to lobby actively for a concerted 
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international offense of money laundering. 

Alberto and Florencio (2005), they gave attention to money laundering activities.  They 

investigated the determinants of money laundering and its regulation in over 80 

countries. They put together a cross-country data set on proxies for money laundering 

and the prevalence of feeding activities through several methodologies. They also 

constructed specific money laundering regulation indices based on available 

information on laws and their mechanisms of enforcement, and measure their impact on 

money laundering proxies. They found together money laundering regulation, 

particularly those that criminalize feeding activities and improve disclosure, are linked 

to lower levels of the money laundering across countries. 

 

Agrwal and Aman (2004), discussed about money laundering, its size, its dimensions, 

its effects and various steps taken internationally to control it. They discussed in their 

study that how the banks could protect their interests for being excessively used in 

money laundering, which is threatening their survival. It would also discussed how 

criminals, politicians, bureaucrats, Industrialists, real estate builders, bankers, lawyers, 

accountants, auditors and others are involved in money laundering.  

 

Buchanan (2004), deliberated that Money laundering was a global phenomenon and an 

international challenge. As globalization has evolved, money launderers have been able 

to conduct their trade with greater case, sophistication and profitability. Now new 

financial instruments along with trading opportunities have been created and liquidity 

of financial markets has improved. He also discussed that increased competition 

between borders has also beaten the associated transaction expenses of money 

laundering. Money laundering trends to allocate dirty money around the world based on 

avoiding national controls. He expressed that Globalization has also  improved the 

ability of money launderers to communicate using internet and travel allowing them to  

spread transactions across a greater number of jurisdictions, thereby increasing the 

number of legal  obstacles that may be put up to hinder investigations.  

 

John (2003) gives an overview of key international efforts to address money 

laundering. He discussed that, there are many international organizations and special 
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multilateral and bilateral groups seeking to develop and implement measures to 

prevent, detect, investigate and prosecute money laundering offences. The most part of 

the study is restricted to give an over review, the history and status of the Financial 

Action Task Force. The study also reviews United Nations efforts in combating money 

laundering and references some related international work. 

Michael (2002), in his study he examined definition of money laundering, the 

conceptual and actual role its regulation plays in dealing with drug markets. The 

researcher told that if laundering is prevented, incentives to become major criminals are 

diminished. It has identified and critiques three expects of harm arising from 

laundering, facilitating crime group’s expansion, corroding financial institution, and 

extent. After discussion of laundering techniques used with drug money, including the 

symbiotic relationship with some otherwise legitimate ordinary business, in this he was 

also examined the history of public and private sector anti money laundering policies 

and their implementation at global level.  

Nigel (2001), He discussed that, how Money laundering scandals sap economies and 

destabilize the governments. Policymakers blame crime cartels, tax havens, and new 

techniques like cyber laundering. However, dirty money (illegal money) long predates 

such influences. He discussed that without unified rules governing global finance, and 

there is no Protecting legitimate or illegitimate wealth from the unwanted attentions of 

government has a long history, outlaws will always exploit disparate legal systems to 

stash the proceeds of their crimes. He discussed that, money laundering is to involve 

hiding, moving, and investing the proceeds of criminal conduct. Banks Are the Primary 

Agents of Money laundering .The Internet Makes Money Laundering Easier, The U.S. 

Dollar Is the Money Launderer's Currency of Choice, Only Global Regulations Can 

Stop Money Laundering. He discussed that dirty money generally is most visible when 

it is first introduced into the financial system. As a result, counter money laundering 

laws often require bankers to identify money that may be tainted so called know your 

customer (KYC) rules. KYC goes further than simply knowing the names and 

addresses of customers.  

Anita (2001), she discussed about the globalization and Fight against Money 

Laundering, its Domestic Solutions Matter, To Regulating Respondents Banking, and 
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The Importance of Money Laundering Enforcement. She recognized the vital 

importance of taking action to combat the financing of terrorism, and set out the basic 

framework to detect, prevent and suppress the financing of terrorism and terrorist acts. 

She explained Cyber banking, or the use of digital or electronic means of payment, was 

simply a payment message bearing a digital signature. In which each message must go 

through an encryption process in order to be sent, then through a decryption process to 

restore the original message once it reaches its electronic destination. She proposed that 

the key would be maintained by two agencies of the federal government Commerce and 

Treasury. Each of these agencies would have knowledge of one half of the computer 

chip  specific unique key by which to decode the session key that encoded a particular 

transaction or communication passing through that chip. 

Brendan (1989), in his study he forced the need of Know your customer policy, that has 

become vital in preventing banks and other corporate and organizations from serving as 

a money laundering conduit. Being able to recognize or identified a suspicious 

transaction before it is too late is the main difficulty of all anti money laundering 

legislation and regulations. He discussed the biggest aid to money launderers is the 

financial services industry itself, which ignores or fails to recognize the warning signs 

of suspicious activity and does ensure that adequate and effective anti money 

laundering procedures and policies are in place.  

In the study he discussed about the need of staff training, understand the rules and 

ramifications of money laundering, the relevant laws and regulations, and the sanctions 

for failure to comply. Indeed, anyone involved in the financial services industry should 

bear in mind the following statement at all times: An efficient, effective company 

inevitably deters efficient, effective money launderers. 

1.4 Objective of the Research  

It is conducted to comprehend the problems related to unbalanced growth in the deposit 

of commercial banks, due to money laundering. There are many studies undertaken by 

various researchers. However, issue is needed to analyze the problem face by 

commercial bank due to money laundering. 

 To understand the process of money laundering. 
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 To find the various risks to the commercial banks regarding the money 

laundering. 

 To study the current trend of money laundering in banking sector, non-

banking financial institutions and Non-financial businesses/professions. 

 To study the law that prevents and restricts the money laundering in banks. 

1.5 Methodology of Research 

The methodology of the research is descriptive and based on primary data. 

Questionnaire designed is the most important part of the research thesis and the whole 

building of the research thesis is based on it.  

1.6 Sampling 

Non-probability convenience sampling techniques are used to collect the information.  

This technique is appropriate for my research.  The comparison was made between 

commercial banks of Lahore.  

1.7 Unit of analysis  

The unit of analysis of is different commercial banks working in Lahore, and the 

information regarding the research work is collected from, higher management. The 

following commercial banks are unit of analysis: 

 United Bank Ltd.  

 The Bank of Punjab. 

 City Bank 

 Alfalah Bank Ltd. 

 National bank of Pakistan. 

 Muslim Commercial Bank Ltd. 

 Askarai bank Ltd. 

 NIB bank. 

 Habib bank Ltd. 

 Standard Charter bank Ltd. 
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1.7.1 Data analysis Technique  

A set of different commercial banks in Lahore were selected as a sample of study. The 

questionnaire was designed based on the different variable to find the techniques and 

policies used by the commercial banks regarding the anti money laundering.  

1.8 Limitation for the Research  

The study had a number of limitations.  The size of the sample was small. As 

respondents filled up the questionnaire individually, the controlling technique of the 

external variables was not sufficient.  This is a very broad and controversial topic, and 

this study is restricting to money laundering operations and their analysis.  Commercial 

Banks working in Lahore are not disclosing the information regarding their operations.  
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CHAPTER 2 

THEORETICAL CONTEXT 
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2.1 Definition of Money Laundering 
Money Laundering is defined as “When the commercial banking channel is used to get 

funds illegally.” it is called money laundering. 

In this way the commercial banks do not follow the rule regarding customer 

identification and his source of income.   

Money laundering is also defined as “The money screamed across the wires, its 

provenance fading in a maze of electronic transfers, which shifted it, hid it, broke it up 

into manageable wads which would be withdrawn and redeposited elsewhere, 

obliterating the trail. " 

The illegal amount is deposited in a account through different channels and then 

transfer to an other account with in or out side the country through wire transfer and 

again come back in the same account from where it was transferred and so it become a 

legal money.  

Another definition is 

“Money laundering is the process by which large amounts of illegally obtained money 

(from drug trafficking, terrorist activity or other serious crimes) is given the appearance 

of having originated from a legitimate source.” 

 

In the process of money laundering the illigimate money is given the appearance of 

legitimate money through different ways like smurfing (a group of people spread over 

the world and transact with each other and ultimately deposit the amount in the desired 

account. etc. 

2.2 The Scale of the Problem 

“In 1995 the illegal drug trade was estimated at 8% of world trade it almost at 

equivalent to 2-5% of global GDP. IMF was estimated that through the cyberspace was 

exceeding the $100 billion annual mark.” 

“According to a 1996 IMF estimate, money laundered annually amounts to 2-5% of 

world GDP (between 800 billion and 2 trillion US dollars in today's terms).” 
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“A couple of years back the IMF estimated that the magnitude of money laundering 

was something like 2 to 5 per cent of the world's gross domestic product or at least 

$600,000 million. The Group of Seven nations' Financial Task Force had put the figure 

at $300,000 million to $500,000 million worldwide”. 

 

“There have been a few major scandals and penalties that, such as that concerning the 

Riggs Bank of Washington in 2004, it was failed to conduct due diligence inquiries on 

large flows into accounts. It was finding heavily $25 million for regulatory violations 

and $16 million for criminal violations and that bank was placed under five year 

probation. ABN AMRO was fined $80 million in 2005 for allowing individuals form 

Russia and other former soviet republic to move $32 billion to shell companies in 

united state. In 2005, Israel Discount bank of New York agreed to pay up to $25 

million to settle state and federal claims that it allowed illegal Brazilian money 

transmitters to move $2.2 billion through its offices over the preceding give years.” 

 

2.3 The origin of Money Laundering 

The term money laundering is originated from Mafia ownership of Laundromats in the 

United States. Gangsters there were earning huge sums in cash from extortion, 

prostitution, gambling and bootleg liquor. They needed to show a legitimate source for 

these monies.  
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2.3.1 Back Ground History  

It is only in 1920’s that the term money laundering emerged to have been coined in the 

United States, when street gangs sought a seemingly legitimate explanation for the 

origins of their racket money. They tried to find a way on how to hide their criminal 

money by venturing on car wash services, vending machines, and laundry services. It is 

in this context that the term money laundering may have been coined.  

Money laundering as a crime only attracted interest in the 1980s, essentially within a 

drug trafficking context. Along this the terrorism and high jacking was also a reason to 

increase the awareness of the commercial banks and developed nation regarding the 

issue of money laundering. It was from an increasing awareness of the huge profits 

generated from this criminal activity and a concern at the massive drug abuse problem 

in western society. 

 2.3.2 Money laundering in the wake of the September 11 Attacks 

After the attacks of September 11, 2001, commercial banks are engaged in tightening 

of financial regulations and the establishment or enhancement of compulsory regulatory 

and enforcement agencies. Through the strict law, collaboration with off shore shell 

banks has been disqualified. Business with clients of respondent’s commercial banks 

was curtailed. Banks were effectively transformed into law enforcement agencies and 

regulatory bodies, responsible to verify both the identities of their foreign clients and 

the source and origin of their funds 

In the rouse of post 9/11 counter terrorism efforts, and a universal desire to eliminate 

financing opportunities for sponsoring acts of terrorism, it has become crucial for states 

to be able to keep track of any suspect transfers of money. This requires the assistance 

of banks/financial institutions and most banks have already developed compliance 

departments with specific anti money laundering (AML) contact points within such 

departments. However, Pakistan needs to enact a proper legislation for ensuring such 

compliance, and properly investigating, criminalizing, and prosecuting money 

laundering offences. 
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2.4 Process of money laundering  

Money laundering is not a single act but in fact a process that is accomplished in three 

basic steps. These steps can be taken at the same time in the course of a single 

transaction, but they can also appear in well separable forms one by one as well. These 

transactions typically fall into three stages:  

 Placement 

 Layering 

 Integration 

2.4.1. Placement  

Pplacement refers to the initial point of entry for funds derived from criminal activities. 

 

 

Figure 2.1 Money Laundering process 

          

 

 

 

Fund from Criminal Act

                 Placement  
    Assets deposit into Bank,   
e.g. Commercial bank, shell 
bank. 

              Layering 
Funds moved to other 
institution to obscure 
origin, 
e.g., non-bank financial 
institutions, banking 

             Integration 
Funds used to finance 
criminal act and to 
acquire legitimate assets, 
e.g., real estate, property, 
stock, and equipment 
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As figure 2.1 shows, money laundering legitimizes illicit proceeds through these 

methods. 

2.4.2 Layering 

Layering refers to the creation of complex networks of transactions which attempt to 

obscure the link between the initial entry point, and the end of the laundering cycle. 

2.4.3 Integration 

Iintegration speak of the reappearance of funds to the appropriate economy for far 

ahead extraction. 

 

2.5 Current Trends of Money Laundering 

“First, no significant new methods of money laundering were identified, several of 

traditional techniques of money laundering are not clear for obvious methods. Also, 

new methods were not present to continue the practice of money laundering. The trend 

was that money launderers moved to non-financial sector from the banking sector. 

  

Before September 11, the money laundering issues are not highlighted. After 

September 11, terrorist attacks have brought the issues of funds transfers through 

banking channel. There has been an increase in regulation in the financial services 

globally, and the compliance of the commercial banks across the world has had to 

revisit how they deliver compliance. The international community under the direction 

of the USA, used the impetus created by the 9/11 attacks and the global war on terror to 

create several new measures designed to track terrorist financing. Efforts have likewise 

been made by domestic governments to engage in their own terrorist financing probes 

in addition to supporting international efforts aimed at ensuring transparency and 

multilateral intelligence sharing.     
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2.5.1 The Banking Sector 
 

To dispose the criminal earnings, banking sector has remained an importance source. 

But money launderers have some arguments like depositing large sums of cash into 

back accounts for transfer should be informed to law enforcement agencies. Extra 

measures are being taken for such arguments.   

2.5.1.1Smurfing/ structuring 
 

Smurfing" or structuring is the techniques usually used to deposit numerous 

transactions in small amounts. It is due to the assigned threshold. Then the money is 

transferred to foreign accounts. This technique was in practice almost all over the 

world. Even in the countries which don’t require basic cash transaction reports, 

practiced this in abundance. Transferred countries often found that cash was being 

removed from the recipient accounts. 

2.5.1.2 Shell Corporation 
In both banking and non-banking sectors, tool of shell corporations is widely accepted 

and used. It is taken usually from off the secretarial offices, accountants and lawyers. 

Through this, identification of the beneficial owner remains hidden and records of the 

company are tough to access due to offshore professionals’ claim of secrecy. The 

professional workers of the company manage such whole phenomenon of these 

transactions. These professionals manage secrecy along with the professional run of 

transactions. These companies help in the placement stage of cash to be received. Then 

the next stage is managed in the other country or integration stage of real estate 

purchase.  

2.51.3 Payable through accounts 
These demand deposit accounts are maintained and managed by foreign banks at 

different financial institutions. The foreign banks handles and channels these deposits 

and cheques of customers in individuals or business located customer outside the 

country in an account which is held by foreign banks in the local bank. Foreign 
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customers have participant authority as sub holders and can manage normal 

international banking activities. The payables in accounts have a challenge to identify 

the customer policies and their suspicious activities guidelines. It is evident that the 

banks offering such accounts are unable to verify and approve any information on 

various customers using these accounts, which have significant threats of money 

laundering. 

 

2.5.1.4 Loan Back Arrangement 
Loan back arrangement was also a technique used for avoiding the tracing of money 

laundering cases, usually in combination with cash smuggling. Through this method or 

technique, launderers transfer illegitimate proceeds to other country, and then redeposit 

the proceeds as a guarantee or security for bank loan, which is sent bank to the original 

country.   Through this method, launderer gives the appearance of illicit money as a 

genuine loan, but also gets tax advantages of this amount. 

2.51.5 Telegraphic Transfer 
Telegraphic transfers are still a main tool for all stages of money laundering because of 

the quick transaction, hence making it tough for law enforcement agencies to track 

quickly. Other common laundering techniques are bank drafts, cashier’s cheques and 

money orders.  Often a telegraphic transfer quickly followed the cash deposit to 

another jurisdiction, thus lowering the risk of seizure. 

2.5.2 Non-Bank Financial Institutions 
Banks/financial institution offers wide range of financial services and also hold a large 

financial market share. Their offered services are widely used to manage money 

laundering. However, non-businesses and non-financial sectors are becoming popular 

because of introducing ill gains in the regular financial channels. This is because 

laundering regulations are increasing and effective in the banking sector. 

 

2.5.2.1 Money Exchanger/Exchanger offices 
The money exchanger, exchanger offices an ever more significant money laundering 

threat, a major increase in the suspected and actual money laundering transactions 
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involves these institutions. A wide range of currencies are offered , along with small 

consolidating denomination bank notes to larger ones, replacing techniques like 

traveler’s cheques, money orders, Euro cheques, personal cheques, etc. The criminal 

element continues to be attracted to launderer, because these are not heavily managed 

and regulated as other traditional financial institutions. In fact, in some cases, they are 

not regulated at all. 

 

2.5.2.2 Remittance Services 
This has also proven as a widely used way of money laundering. This is because that 

they are subjected to less regulatory requirements than of institutions and banks, which 

provide a corresponding service. Another reason of their wide acceptance in ethnic 

groups is less commission rate than of banks for international money transfer. It has a 

pretty long history of usage among countries. They are operated in different ways, but 

the most accepted or common way is business receives cash. In this method, one 

banking system transfer accounts to another but associated foreign jurisdiction where 

the money is provided to the final and ultimate recipient.  

Another method widely accepted and in use is by remitters and currency exchangers; it 

was for launderers to make funds accessible to criminal institutions at the destination 

country in their local currency. These way launderers sell these dollars to foreign 

executives and hence making purchases of legitimate goods and exports. This operation 

of respondents is similar to certain features of underground services of remittances. 

2.5.2.3 Hundi 

A considerable use of hundi or hawala or the so called underground banking. This 

system of laundering is mostly associated with ethnic groups of Asia, and usually 

involves transfer of valuables goods and services among countries. It is outside the 

legal banking system the launderers has their connections with the other doing same 

business in other countries. It can be a setup for a financial institution like a remittance 

company or an ordinary shop of goods selling. It has management and arrangement 

with respondent’s business in the foreign country. Both the two businesses have people 

or customers that want funds in the foreign country. After setting and taking 
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commission fees, brokers will match the amounts that the customers want and they will 

balance their accounts by transfer of account for a particular period of time; for instance 

one month. The details of the transactions, received funds and customers are usually 

minimal. They are faxed by the brokers and customers get their fund at each end of 

transactions. According to experts this method is hard to evaluate as to what extend it is 

being used for money laundering because this service is widely used in legal 

transactions. Also the record keeping is very minimal in this method. So, in a nutshell, 

it is very hard to identify businesses which are indulged in this service. 

 

2.5.3 Non financial businesses/professions 

 Due to increase in anti-laundering laws and regulations, various countries are highly 

relying on money laundering facilitators.  

A high number of cases involving accountants, financial advisors, lawyers, secretarial 

companies, notaries and others who services used to help-out in disposal of criminal 

profits.  This way the launderer hopes to obtain the advantage of secrecy, through the 

solicitor client privilege. The making available of commercial banks accounts and the 

provision of professional advice and services as to how and where to launder criminal 

money is likely to increase as counter measures become more effective. 

Beside the use of shell companies, there was also widespread use of real businesses, 

either to hide the illegal laundering of money or as part of the predicate offence, and the 

use of real businesses was more common in relation to fraud and other financial crime 

than for drug offences. The techniques used in these businesses included false 

invoicing, commingling of legal and illegal money, and the use of loan back 

arrangements and layers of transactions through offshore shell companies.  Often the 

laundered money may then be invested in the company’s real estate or other businesses, 

though one country reported that there was a trend away from investing illegal proceeds 

in real estate, and into less visible investments such as financial businesses. 

Other techniques of money laundering remain quite prominent in the non-banking 

sector. Considerable illegal proceeds are still invested in the real estate. Other cited 

techniques are buying and cross border delivery of valuable metals like silver and gold; 

and the use of monetary methods like of warrants in metal market to transfer valuables 
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between nations.”  

2.6 Internal arrangement to check Money Laundering 

                 2.6.1 Automated system of producing repots for review 

The banks need to electronic data processing software and systems to help to provide 

for reports that summarize the transactions, customer wise for effective monitoring and 

ask for proper in house authorization to book such transaction. 

               2.6.2 Training 

Customer dealing staff at the branches, Zonal/Regional offices, and at head offices 

must be aware of the present trends in money laundering. The commercial banks should 

adopt such policies which protect them against this menace in dependent largely on the 

level of alertness of its front line customer dealing staff.  If they can identify financial 

crime at their level, the bank could be saved from the machinations of money 

laundering.  Therefore, staff training in implementing preventive measure should be 

given importance.  When they open account any customer they should be accept 

account/truncations under the commercial banks policy, and they follow the local 

law/regulation governing opening of accounts and their use. Commercial Banks change 

the money laundering law and it compliance and regulator requirement of money 

laundering prevention and deduction. 

                   2.6.3 Record keeping  

Complete record of inward and outward remittances, both business and non-business 

form the date of operating of the account must be maintained for the period specified 

by local law and or applicable banking regulations.  The record must be maintained in a 

manner that it is secured against theft of destructions by elements, and its retrieval is 

easy. 

                2.6.4 Dormant accounts 

The branch manager, or an office designated of the purpose, must validate transactions 

in dormant or inoperative accounts. Prior to permitting operations in such accounts, 

reasons for the accounts remaining dormant must be ascertained from the concerned 

customers, and procedure for permitting operation in dormant accounts stipulated by 
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head/ controlling office must be complied with. 

                    2.6.5 Remittances 

Remitting and receiving funds is the easiest route that money laundering adopt. 

Attention must therefore be paid to the origin and destination of all inward and outward 

remittance.  Their periodic review is necessary to establish particular patterns that may 

indicate large sums coming in or going out. Source of funds and the identity of remitter 

beneficiary should be established to determine weather some customers are indulging 

in money laundering.  Commercial Banks must introduce measures to identify money 

laundering activates. Commercial  Banks should identity of the first bank that accepted 

the payment instruction from a non bank, note this information on a data retrieval 

system, and retain it for referral purpose during the period in which  the payment is 

processed by three or four intervening commercial banks utile its payment to the 

beneficiary. 

                   2.6.6 Cash transactions 

More attention must be given to large and frequent transactions in customer accounts, 

whether deposits or withdrawals, in cash or through bearer instruments or travelers 

cheques. Accounts in which this type of activity progressively increases in volume 

should, preferably be closed 

2.7 Different impact of money laundering  

Following are the impacts of money laundering: 

2.7.1 Social Impact of money laundering  

Money laundering creates social and political impact. The social and political costs of 

money laundering are varied and extremely large. Criminals loaded with illegal wealth 

can, and do infiltrate finance institutions and businesses by investing in illicit money, 

and succeed in acquiring control of large sectors of the economy. This is often 

accomplished with the active or covert connivance of corrupt bureaucrats. Over a 

period, economic and political influence of criminal organizations corrupts business 

practices in all sectors of the economy, and weakness the entire social fabric and the 

society. We see reflection of this in a steep in both violent and ingenious white-collar 

crime, which eats away at the very roots of the society causing a steady decline in 
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moral value.  

The money laundering is inextricably linked to the underlying criminal activity that 

generates it, and it posing through banks poses a serious threat to smooth functioning of 

commercial banks. When funds derived form robbery, extortion, embezzlement or 

frauds are routed through commercial banks accounts, commercial banks unwittingly 

get involved in money laundering. Criminal investigation involving commercial banks 

is then the only way to locate such funds and recovers them either for confiscation by 

the state or their return to the victims of the crime. 

    

2.7.2 Macro economic impact of money laundering 

 

The ill effects of money laundering create distortions in structural macroeconomics 

factors giving rise to high levels of unemployment, and temporary decline the 

economic activities; there cause to be country to becoming a money-laundering haven. 

Unlawful business activates begin to contaminate legitimate activities and the 

overwhelmed bankers are forced to knowingly accept tainted money. Integrity of the 

commercial banking system and financial services market depends entirely on the 

perception that these institutions function within a framework of high legal, 

professional, and ethical standards. 

Reputation for integrity is the most valuable assets of any banks. If funds emanating 

from criminal activities could be processed through a particular institution either 

because its employees or directors were bribed, or because the institution turned a blind 

eye to the criminal nature of such funds, the institution could be drawn into active 

complicity with criminals, and be perceived to be a part of that criminal network. 

Evidence of such complicity could have a damaging effect on the attitude of other 

commercial banks intermediaries, regulatory authorities, as well as ordinary customers, 

all of which could be highly damaging for the institution.  

About the potential negative macroeconomic consequences of un checked money 

laundering, the international monetary fund has pointed to inexplicable changes in 

demand for money, prudential risks to commercial bank soundness, contamination 

effects on legal financial transactions, and increased volatility of international capital 

flows and exchange rates due to unanticipated cross border assets transfers.  The most 
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damaging aspect of all these developments is the perceived doubtful integrity of the 

commercial banking system of the country.  This can dampen the prospects of foreign 

direct investment flows affecting investment, economic growth. This impact may be 

summarized as under: 

 Disputes normal business and public policy decision making. 

 Distorts the allocation of financial and banking resources. 

 Discourages inflow of foreign investment. 

 Damages the image of the country and its people. 

 Abets corruption and aggravates social ills. 

 Has a corrosive effect on a country’s economy. 

 

Generates large profits for criminals to penetrate, contaminate, and corrupt the social 

fabric of the society. 

2.7.3 Volume in US Dollar terms 

Money laundering has expended both in size and in term of the vest territories that it 

now engulfs. It is reckoned to be the world’s third largest business the first being 

foreign trading, and the second being the production of fossil fuels. 

“By virtue of the fact it is carried out under the cover of unlawful transactions, money 

laundering remains shrouded in mystery. Hence, no reliable estimate of its size is 

available. International monetary fund has estimated the aggregate size of money 

laundering worldwide somewhere between two and five percent of the world GDP. 

Based on 1996 statistics, the figures suggest that money is being laundered between 

US$ 590 billion to US$ 1.5 trillion annually, of which  approximately US$ 400 billion 

in accounted for by drug trafficking. Despite all the measure taken by the US 

government, approximately $ 300 billion are laundered every year in the US alone. 

Extended money laundering operations give rise to progressively larger black of the 

informal economics. Nearly 25% of the combined economy of Asia is considered 

informal; for Pakistan, the estimate is as high as 50%.” 
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2.7.4 Current Risk Classification of Countries 

The US state department has published a list of countries classifying   them as high 

risk, medium high risk, and medium risk which as; 

 

 

Table 2.2 Countries Classification 

 High Risk    Medium High Risk    Medium Risk 

Nigeria  

Russia  

Turkey 

India  

Israel  

Pakistan 

United Arab Emirates 

Bahrain 

Bulgaria  

Czech Republic  

Hungary 

Kuwait 

Lebanon 

Poland 

South Africa 

 

Unfortunately, Pakistan is in medium risk category. It is a poor reflection on our 

banks/financial system and regulatory measure in force of the time being. However, 

action is afoot, and shortly, a precise legal code will be announced of this vitally 

important subject.  

 

2.8 Weaknesses of the commercial banks that help to money laundering  

There have lots of weaknesses in the banking system that courage for money 

laundering, these as under follow: 

2.8.1 Misconception about banker’s liability under trade transactions  

Besides remittances, the route through commercial banks which large amount of money 

laundering takes place is trade, both domestic and international. For decades, bankers 

have felt safe under the illusion that they deal only in documents underlying trade 

transactions and, as such, are not liable for the goods that are actually traded there 

under, so long as the goods declared in documents submitted to them are not 

contraband. The underlying assumption, quite rightly, is that verifying that the goods 

being shipped are the same as declared in the shipping documents, is the responsibility 
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of the customs authorities. 

This logic holds as far an individual transaction is concerned. However, bankers are 

expected to merely handle the trade transactions of their customers. More importantly, 

they are expected to know whether their customers have legitimate means to engage in 

the trade them clime to be engaging in, and whether based on the scale of their business 

operations, they can sell or by the volume of goods, they are selling or buying. 

2.8.2 Emerging economic and insufficient legal check and balance  

During the past decade, the world at large has recognized the true measure of the 

menace that money laundering has spread for and wide, forcing most government to 

initiate a process of containing the activity. However, emerging, and therefore poorly 

regulated markets remain vulnerable to being targeted by money launderers. This is 

largely due to strict action being taken by developed countries to check this activity 

forcing money launderers to shift their activities to emerging markets. 

Money laundering is a problem not only for the world’s major financial markets and off 

shore financial centers.  Any country integrated into the international banks system is at 

risk since trading activities between nations, and the banking transactions relating to 

them, have integrated all financial markets. As emerging markets open their economies, 

they become increasingly lucrative targets for money laundering.  

2.8.3 Weak regulatory arrangements for banks, moneychangers, and other 

Weak regulatory arrangement for the regulatory body provides the incentive to the 

commercial banks and the moneychanger to get benefit through the criminals’ activities 

and expand their businesses.  It is important that government bring together law 

enforcement agencies and regulatory body to monitor the commercial banks and private 

sector, restrict to play their role effectively in dealing with money laundering.  

Regulatory body enforce the commercial banks and the private sector the demand 

minimum requirements for the customer identification, transaction reporting and 

mandatory requirements for transaction recording keeping 

The national system must be much flexible, provide for responding to new money 

laundering compliance and detection technique in commercial banks. The system 

should flexible in quickly adjusting, modifying, refusing counter measure to plug the 

loopholes that may develop in the monitoring system over time as money launderers 

change their money laundering technology to defeat the counter measure. 
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 2.8.4 Loopholes in commercial banks policies, procedures, and system 

There are different loopholes existing in the commercial banks police, procedures, it is 

possible for money launder to move their illegal funds anywhere in the world. These 

loopholes exist in opening of accounts for instance, 

 When commercial banks open an account for the customer, they do not get 

proper introduction to their customer through credible and verifier able sources. 

 Commercial Banks accept enough documents or unverifiable identification 

paper to the customer. 

 Commercial Banks not able to establish a proper system to check the suspicious 

transaction immediately by their customer.   

 Commercial Bank not gives the importance to monitoring the transactions of 

their customer accounts. 

 Commercial Banks absence of predict review of the customer account activity 

to check its compatibility with the profits or the customer business. 

 Commercial Banks not follow the compliance that helps us the commercial 

banks for deduction and prevention of money laundering.  

 

State bank of Pakistan has issued prudential Regulation XII requiring banks to make 

reasonable efforts to determine the true identify of the customer, identify ownership of 

the customer, and ensure that banks business is conducted in conformity with the high 

ethical standard. 

2.9 Law relating to money laundering  

 Until late 1970s, not much attention was paid to this vital subject of money laundering. 

However, in early 80s, most countries particularly the US and UK, began focusing on 

these activities, and legislated laws to discourage them, international organizations and 

government began taking measures to check the menace of money laundering as a 

results of which the following laws were framed: 

 Money laundering Act 1986(USA) 

 Money laundering control Act 1986(USA) 

 Financial transaction reports Act 1988(Australia) 

 Criminal of  terrorism Act(UK) 

 Money laundering Regulations 1993(UK) 
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 Drug trafficking Act 1994(UK) 

 Money laundering suppression Act 1994(USA) 

 Criminal justice(Consolidation) Act 1995(Scotland) 

 Proceed of Crime Act 1995 (Scotland) 

 Money laundering and financial crimes strategy Act 1998 (USA) 

 Control of Narcotics substances Ordinance 1995(Pakistan) 

 

In the Finance Ordinance 2001 of June 18, 2001, a fresh provision was inserted in the 

income tax ordinance 1979 assuring investors that no questions would be asked about 

the source or origin of the funds, if an inward remittance was routed through banking 

channel, and remittance proceeds were converted into Pak Rupees. However, Pakistan 

has now assured IMF on adopting international practices to combat money laundering.  

 

2.10 Pakistan and Anti money laundering Laws 

 

2.10.1 International Laws 

 

First money laundering law was established in 1997 under Asia Pacific Group (APG), 

this was an Australia based informal group. Its objective is to capture Implementation 

of FATF Recommendations in member states. Its aim is to highlight the negative 

implications and recommend measures for dealing with Money laundering. Pakistan 

has been a member of the APG since July 2000. Later on Pakistan regularly submits 

annual reports to the APG. However, the recommendations of the APG cannot be fully 

acted upon due to the absence of Anti-money laundering law in Pakistan. 

2.10.2 National Laws 

There were no laws directly dealing with money laundering however, a draft bill was 

under consideration. There were a few Acts and ordinances, which partly address 

money laundering. However, in an indirect manner:  

 Control of Narcotic Substances Act, 1997 (CNSA)  

 National Accountability Bureau Ordinance, 1999 (NAB),  

Although these laws do not exclusively deal with money laundering, they contain 

participation, which may be invoked for freezing, and forfeiture of assets acquired 
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through narcotic and corruption related sources. 

2.10.3 Control of Narcotic Substances Act, 1997  

Section 67 of control of narcotic substances act (CNSA) 1997 requires banks and 

financial institutions to pay special attention to all unusual patterns of transactions 

having no apparent economic or lawful purposes. The Section 31 (d) empowers an 

investigating officer to ask for information from a bank or any financial institution. 

There are many other provisions in the CNSA 1997 empowering the authorities to 

freeze assets, which they suspect to have been acquired through illicit dealings in 

narcotics and courts are there for forfeiture of such assets.  

 

2.10.4 The National Accountability Bureau Ordinance, 1999 

In which Section 20, makes it obligatory upon the managers and directors of banks and 

financial institutions to inform the Chairman of the National Accountability Bureau 

immediately of any transaction, which they suspect to be unusual and involves huge 

sums of money and does not have an apparently genuine economic or lawful purpose.  

 

2.10.5 State Bank of Pakistan Prudential Regulations 2002  

The State Bank of Pakistan has also issued Prudential Regulation No. XI and XII to 

safeguard the banking sector from the menace of money laundering and other unlawful 

activities. The regulations stress the importance of the Know Your Customer rule and 

require a bank to take all required measures to ascertain the actual identity of their 

customers and to vigilantly guard against suspicious transactions.  

 

2.10.6 Proposed Anti-Money Laundering Ordinance 2002 

This law is in draft form and it is still under consideration by the government. The draft 

bill proposes various measures for combating the threat of money laundering, including 

the offence of money laundering predicate offences, punishment, establishment of a 

National Advisory Committee for combating money laundering, and the establishment 

of a Financial Intelligence Bureau, etc. 

2.11 Anti money Laundering Measure  

After the events of September 11, 2001, the government of Pakistan too has given 

extraordinary importance to the task of countering money laundering. The state banks 
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of Pakistan, Securities and Exchange Commission of Pakistan, and other financial 

institutions are paying more and more attention to the issuance and implementation of 

rules and regulations to stop the laundering of money. 

State bank Pakistan provides the separate regulation to the commercial banks for proper 

identification of the customer when they open the new account to the customer.  Proper 

account documentation and Know Your Customer (KYC) procedures provide 

satisfaction and protection to the banks staff unforeseen events and assist in 

establishing relationship in accordance with the commercial banks policies.  Getting 

maximum reliable information about the customer is the basic principle of good 

banking, which enables the banks to mark correct decisions to meet with customers 

genuine banking requirements promptly.  

The banks have a statutory obligation to know its customers and to understand the 

nature of the business that is being conducted with us. This applies to every type of 

customer regardless of who they are their personal status, or the type of account or 

services that they require. According to the role of State Bank of Pakistan prudential 

regulation, every bank must have a clearly define and properly documents policy on 

entertaining customers business. No banks should establish a relationship with the 

customer until it knows the customer’s identity. If a potential customer is unwilling to 

provide the necessary information, establish of the relationship should be seriously 

reconsidered. In respect of all established relationships, the bank should remain alter to 

any unusual business in customer accounts.               

   Figure 2.3: Anti-money Laundering Vision                                                  

                                                 Anti money Laundering 
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A figure 2.3 fully integrated into the business process and control, which allows for 

enhanced all purpose use of customer data in a cost efficient manner, while seeking 

achieving enterprise wide compliance with regulatory and legal requirements. 

Three measure banks use for protection against money laundering:  

 Know Your Customer  

 Respondents banking 

 Suspicions transaction  

2.11.1 Know your Customer 

A sound Know Your Customer (KYC) policy is crucial for commercial banks, not only 

to meet the legal requirements under the Money Laundering legislation, but also in 

terms of identifying business risk. To be effective a KYC policy must include proactive 

monitoring of customers accounts. It is not sufficient to know your customer when he 

commences business with commercial bank; bank have to maintain active monitoring 

of the relationship. 

 

Know your customer (KYC) policies are a commercial bank’s most effective weapon 

against being used for money laundering. Knowing the customer including depositors 

and other users of Commercial bank’s services, requiring appropriate identification, and 

being alters to transactions that seem out of character for the customer, or those that 

appear suspicious, can help prevent and often detect money laundering. A policy 

tailored to the Commercial banks customer’s base, business niche and operation offers 

the following advantages:   

The salient future on KYC 

 Commercial Banks ensure the identity of the account holders; through this, 

commercial banks get more appropriate information about the nature of the 

customer businesses. E.g. of the prospective customer. 

 Commercial Banks institution more aware the money laundering crimes, and 

should develop the policies and procedure to minimize the risk. 
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 Help detect suspicious activity in the timely manner. 

 Promotes compliance with all commercial banking laws. 

 Commercial Banks should also undertake customer due diligence measures, 

include identifying and verifying of walk in customer conducting transaction 

above an appropriate limit to be prescribe by the State Bank of Pakistan. 

 Commercial Banks shall maintain record of both domestic and international 

transaction in a systematic manner and these record keep in hand up to 5 year. 

 Each Commercial Bank need KYC compliance unit full in hand, need to have 

effective monitoring and MIS and proper record of customer identification.  

 Minimizes the risk that the commercial bank will be used for illicit activates. 

 Reduces the risk of seizure and forfeiture of customer’s loan collateral. 

 Protects the commercial banks reputation. 

 

It is neither practical nor possible to make a list of all the criminal activities of being 

used as a guide of rejecting a customer, or to ensure with total certainty that 

transactions on behalf of the commercial banks customers that could implicate the 

commercial bank in money laundering, could be avoided. However, as a bare 

minimum, all commercial banks operating in Pakistan must fulfill the requirements of 

State Bank of Pakistan prudential regulation XII. Banks should comply with all the 

steps stipulated therein, in letter and spirit. 

2.11.1. 2 KYC for the existing accounts 

While the KYC guidelines will apply to all new customers account, same KYC policy 

would apply to the existing customer’s account, for monitoring the risk. However, 

transactions in existing customers account would be continuously monitored for any 

unusual pattern in the operation of the customers account. Based on materiality and risk 

the existing accounts of companies, firms, trusts, charities, religious organizations and 

other institutions are subjected to minimum KYC standards, which would establish the 

identity of the natural/legal person and those of the beneficial owners. Similarly, the 

commercial Banks will also ensure that term/recurring deposit accounts are subject to 

revised KYC procedures at the time of renewal of the deposits based on materiality and 

risk. 
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2.11.2 Correspondent banking 

Commercial Banks shall need to collect sufficient information about their 

correspondent banks, and understand fully its nature of business for protection of 

money laundering. Commercial Banks must consider the role when they enter any 

relationship with other correspondent banks that as follow:  

When Commercial Banks enter to any relationship with other correspondent bank they 

should follow “know your customer” (KYC) policy for the prevention of money 

laundering. Information about the correspondent banks management and its ownership, 

correspondent bank location, its nature of business and its policies and procedures that 

they used for prevention and detection of money laundering is also important. 

Commercial Banks need to know, whey correspondent bank open account, its purpose 

of account and how the third party use its services, and its country supervision and 

regulation must be know. Commercial Banks established only relation ship those 

correspondent foreign banks they use effective customer acceptance policy and know 

your customer policy and effect supervision authority. Commercial Banks should 

refuse continuous relation those commercial banks they have no physical being present 

and should no affiliate with financial regulatory body. 

 When any correspondent banks used financial statement for shell banks for the purpose 

of establish relationship and commercial banks refuse for this relationship. Commercial 

Banks should focus their attention to such correspondent banks located in jurisdiction 

having poor KYC standards or have identified by financial action task force as being 

non cooperative in countering money laundering. Commercial Banks should be 

specifically alter the risk that they received when correspondent account might be used 

directly third parties by paying their obligation on the own behalf. In such situation 

commercial banks must be satisfy themselves that the correspondent bank has verified 

the identify of and performed on going diligence on the customer having direct access 

to accounts of the correspondent bank and that it is able to provide relevant customer 

identification data upon request to the correspondent bank. 
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2.11.3 Suspicious Transaction  

Any transaction or group of transactions, especially that relate to money transfers, 

which doubts arise, with the registered person concerning their link to money 

laundering through their unusual size, repetition, nature, conditions and circumstances 

surrounding them, their unusual pattern that does not involve a clear economic 

objective or an obvious legal purpose, if the activities of the persons involved in the 

transactions do not conform with their normal activities, or if the domicile of such 

persons is situated in countries that do no adequately apply measures for prohibition 

and combating of money laundering. 

Suspicious transactions create a risk for commercial banks; Commercial banks pay 

special attention to the complex, unusually large transactions and remarkable patterns 

of transaction, which have no apparent economic or visible illicit purpose. Some case 

commercial banks have suspect that funds are the proceeds of criminal activity. It 

should repost to the high management with in 3 days and conduct a proper investigation 

to the suspicious transactions through the compliance officers of the commercial banks 

according to the policies and procedure that State Bank of Pakistan Banking policy 

department has provide. Employees of the commercial banks are strictly prohibited to 

disclose the fact to the customer or any irrelevant quarter that a suspicious transaction 

or related information is being reported for investigation. In case of foreign branch of 

commercial banks and subsidiaries of the commercial banks in foreign countries, 

undertaking commercial banking business the commercial banks should ensure 

compliance with the regulations of State Bank of Pakistan, or relevant regulation of the 

host country.  

 

2.12 The future Commercial Banking helps to Launderer for Money Laundering 

The future commercial banking divert to automation that are fully handle by electronic 

banking. Through use of electronic banking the depositor are able to deposits, 

withdraw, and transfer remittance through out the world without visited to the bank 

with in small period. Through these owning a bank, is a classic means to launder huge 

sums of money. Commercial Banks can be readily purchased for very little money 
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though few of them have electronic banking access to SWIFT. Besides banks, SWIFT 

provides services to  

 Securities brokers and dealers,  

 Clearing institutions, and  

 Recognized securities exchanges. 

This is what the future fighting dream have a mental picture by the authorities will be 

like with organized crime in control of commercial banks and able to launder huge 

sums of money, not only for themselves but for other criminal organizations. 

 2.12.1 Cyber Payments 

The term cyber payments is just one of many used to describe systems which facilitate 

the transfer of funds (i.e., digital currency, e-money). In fact, these developments may 

alter the means by which all types of financial transactions are conducted and financial 

payment systems are operated. Such transactions may occur via the Internet or using 

smart cards, which unlike debit or credit cards actually contain a microchip, which 

stores value on the card. Some Cyber payments systems use both.  

The common element is that these systems are designed to provide the transacting of 

funds, immediately with out any trouble, secure and potentially with unknown 

authorization. This system will, once implemented, have the potential to facilitate the 

international movement of illicit funds. The speed, which makes the systems efficient 

and the anonymity that makes them secure are positive characteristics from the money 

launderer's perspective.  

2.12.2 E-Cash 

There are several systems of e-money. There are stored value cards such as Mondex 

which is a rechargeable card and is both an access device and a self contained store of 

value. Further to this is Internet based payment systems that use the Internet’s 

telecommunications capability to facilitate financial transactions with other users. The 

personal computer which serves as the user’s interface with the Internet payment 

system can also store value and is therefore, also an access device and self contained 

store of value. 

“Internet as being one of the greatest opportunities for laundering because of the total 
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lack of traceable transactions, the use of encryption software will further make 

transactions totally secure. With the Internet, being connected to anywhere in the world 

is no problem and this will allow cross border movements of capital to take place. It 

remains to be seen whether money-laundering managers take advantage of these new 

technologies to circumvent any legislation on other traditional laundering techniques 

(smurfing, wire transfers, bank drafts for example). It is however, a worry to the 

authorities.”  

With Mondex the way it works is that each card will have a pre set limit. The limits on 

the cards will be set by issuing banks. Commercial Banks will be franchised on a trickle 

down basis with the big banks sublicensing little banks. With banks so easy to buy, few 

cards with unlimited spending power. It transfers money from one card to another by 

telephone. It leaves a note on the card that a private transfer has been made, but no 

record of who private is. Momdex can also make card-to-card transactions. This system 

is tailor made for money laundering unless some safeguards are put in place. 
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                                                                                     CHAPTER 3 

“Money Laundering In                

Pakistan” 
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Pakistan needs to endorse an anti-money laundering lawmaking to conform to its 

international obligations and commitments.  However, there is a growing consensus 

that the anti money-laundering bill presently pending before the parliament is modified 

to accurately incorporate these obligations .However, Pakistan does recognize its 

international obligations in this context. In Pakistan money, laundering is carried out 

through two methods.  

 Banking and the  

 Private sector.  

Some forged identity documents can be procured and can be used to open a personal or 

a corporate account in any bank. Money laundering has been carried out through banks 

for a wide variety of purposes. The State Bank of Pakistan has recently issued 

regulations. The private sector is covering large area used for money laundering 

purposes, The Hawala and Hundi system is a lucrative business and is being used for 

remitting funds in and out of the county by the public.  

The State Bank of Pakistan has also been actively engaged in supporting the global 

efforts and necessary guidelines have already been put in place through Prudential 

Regulations No. XI and XII to safeguard banking sector from the menace of money 

laundering and other unlawful activities. The success of these measures require that the 

commercial banks have put in place appropriate procedures to ensure all branches of 

the commercial banks strictly follow the requirements of Know Your Customer(KYC), 

as proper implementation of KYC system is the first line of defense in the fight against 

money laundering  and other unlawful activities. SBP, during the course of its 

inspections, would particularly check the efficacy of the KYC system put in place by 

the commercial banks and its compliance by all the branches and the staff.  

 3.1 Common methods are Use in Pakistan for money laundering  

3.1.1 Formal Methods 

Commercial Banks have been the channels used for money laundering. To open 

accounts in commercial banks fraudulently and then used for purpose of money 

laundering. Other formal methods, including, credit cards, traveler’s cheques, etc. are 

not commonly in prevailing fashion.  
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3.1.2   Non-Formal Method 

This is an age-old method for money transferring; through this method, money can 

easily be remitted through informal and unregulated channel like Hundi / Hawala 

etc.This is a simple and untraceable method Cash is paid at one point in a certain 

currency, which is delivered at a desired location anywhere in the world. 

 

3.1.3 Prize Bonds 

A Prize Bond is a non interest bearing security issued on behalf of the Minister for 

Finance of the country. 

 

3.1.4 Sham Real Estate Schemes 

Investments in real estate are made and high profit margins are declared. Housing 

societies are used in this method. Large substationtial amount of land at a low cost are 

purchased, developed, and then sold in the form of plots. Inflated costs are shown as 

profits, taxes are paid and black money gets through is laundered. 

 

3.1.5 Retail Businesses/hotels business 

Hotels and restaurants, superstores and fast food points are declared as generating high 

sale profits. Profits are declared and taxes paid. 

 

3.2 Bank face losses by money laundering 

 

Money laundering is directly or indirectly affects the Pakistan banking system.  

Relation between the customer and commercial banks built through trust.  If the trust 

not built, and the customer no satisfied commercial banks business not runs.  In case of 

indirect loss, if the commercial banks involves in money laundering due to this reason 

commercial banks face reputation risk, reputation is indirectly affect the banks deposits, 

and other commercial banks product and services.    

 

Other factors that indirectly effect the banking growth, is a Market risk, due to market 

interest rate fluctuation. Customer more aware the market return, if customer only did 

money laundering for the purpose of get high interest rate in made large amount of 
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deposits in a banks. Due to interest fluctuation customer get back deposits and made 

another commercial banks for the purpose of profits. Some time commercial banks face 

default risk. Commercial Banks get unusual large amount of deposit. Then these 

amounts invest in long-term investment for the purpose of high return. The commercial 

banks deposits depends upon the customer choice, he drew amount any time. Some 

time deposit amount is so high banks not able to pay on time to the customers, banks 

face defaults risk.  

 

Commercial banks face lot of indirect loss through money laundering, State bank of 

Pakistan impose different compliance on commercial banks to minimize their risk in 

long run.  

 3.3 Identification of money laundering 

There are different measures that identify the money laundering in banks. In Pakistan, 

Private bankers are the important of the private bank system. They are trained to 

service their clients and to set up accounts and move money around the world using 

sophisticated financial systems and secrecy tools. Private Banks encourage their 

bankers to develop personal relationships with their clients visiting the client’s homes, 

attending weddings and graduations, and arranging their financial affairs. The result is 

that private bankers may feel loyalty to their clients for both professional and personal 

reasons, leading them to miss or minimize warning signs. In addition, private bankers 

use their expertise in bank systems to evade what they may perceive as unnecessary 

hampering the services their clients want, thereby evading controls designed to detect 

or prevent money laundering. 

 

A culture of secrecy pervades the private banking industry. There are other layers of 

secrecy that private banks and clients routinely use to mask accounts and transactions. 

For example, private banks routinely create shell companies and trusts to shield to 

identify the beneficial owner of a bank account. Private banks also open accounts under 

code names and will, when asked, refer to clients by code names of encode account 

transactions.  

 

Another problem that causes by money laundering that is multiple accounts. In the 
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private bank sector, one customer have many account in banks in many location, some 

are personal checking, money market or credit card accounts. Others are in the name of 

one or more shell companies and multiple investment accounts are common, including 

mutual funds, stock, bonds, and time deposits. The reality right now is that private 

banks allow clients to have multiple accounts in multiple locations under multiple 

names and do not aggregate the information. This approach creates difficulties to 

comprehensive understanding of their customer account. 

 

Some banks offer a number of product and services that protect the customer 

ownership. They include off share trust, and shell companies, and codes used to refer to 

clients or fund transfers. The first is that the money trail itself can become evidence 

against perorates of the offence; the second is that the money per se can be the target of 

investigation and seizure. Regardless of who actually puts the apparatus of money 

laundering to use, the operational principles are essentially the same. Money laundering 

should be construed as a dynamic three stages process that requires firstly, moving the 

funds from direct association with the crime; secondly, disguising the trail to foil 

pursuit; and, thirdly, making the money available to the criminal once again with its 

occupational and geographic origins hidden from view. 

 Banks preferred large cash deposits by retail customers, for improving own liquidity 

position. For this purpose bank chose illegal way for collecting money.  

If bank sell large amount of bearer instruments against cash Bank get large amount of 

Deposit of cash and its transfer elsewhere. Banks Frequent exchange of smaller notes 

with larger ones, banks Invest in securities inconsistent with customer’s business, banks 

get large amount of customer deposit and then Invest in abroad out any Investment 

abroad without any business related purpose. In case of bank default, pay sudden 

payment of classified loan with no reasonable explanation of source of funds. Banks 

frequent closes of customer accounts and then opening new account for the customer, 

bank unwilling to disclose the specious customer information when it inspection is 

made. 

 

Banks transferring funds one place to other place through money laundering havens 

transfer the customer trade transactions abroad through routed to money laundering 
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havens. These all transaction indicates banks involve the money laundering business. 

Current account transactions at private banks routinely involve large amount of money. 

The size of client transaction increases the banks vulnerability to money laundering by 

providing an attractive venue for money launderers who want to move large sums 

without attracting notice. In addition, most private banks provide products and services 

that facilitate the quick, confidential, and hard to trace movement of money across legal 

lines. 
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                                                                                             Chapter 4 
 
                                                                                    Research Methodology 
 

 
4.1 Overview 
 This research is conducted to understand the problems related to unbalanced growth in 

the deposit of commercial banks, due to money laundering. There are many studies 

undertaken by various researchers. However, issue is needed to analyze the problem 

face by commercial bank due to money laundering. 

 

4.2 Research Design: 

The descriptive method of research is used for this study. To define the type of 

descriptive research, indicated Creswell (1994) that the descriptive method of research 

is to assemble information about the present active condition. The emphasis is on 

describing rather than on judging or interpreting. The descriptive approach is quick and 

convenient when it comes to the economy.  In addition, this method allows a flexible 

approach, therefore, when important new issues and questions arise during the study 

period, further investigation may be conducted.    

Descriptive method is beneficial because of its flexibility; this method can use either 

qualitative or quantitative data, or both, which gives the researcher more opportunities 

in the choice of instrument for data collection.  

4.3 Research Strategy: 

Research strategy usually refers to the way by which business research are conducted 

(Bryman and Bell, 2007). There are generally two major approaches to research – 

qualitative and the quantitative approach.  

A quantitative method of data collection focuses on the quantitative relationships 

between variables. Quantitative data collection instruments, establish relations between 

the measured variables. When these methods are used, the researcher often isolated by 
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the research and the final result is without context. Measurement, numbers and statistics 

are the main substance of quantitative tools. With these instruments, a clear description 

of data collection and analysis is essential. This approach, which essentially deductive, 

prefer the explanation less complicated and provide a statement of statistical 

probability. The quantitative approach is a more detailed description of the 

phenomenon.  

In contrast to quantitative methods, qualitative approach creates verbal information 

instead of numerical values (Polgar & Thomas, 1995). As an alternative of using 

statistical analysis, the qualitative approach utilizes content or holistic analysis; to 

explain and understand the research findings, inductive and not deductive analysis is 

used. The main point of the quantitative research method is that these measures are 

valid, reliable and can be generalized to the expectations of a clear cause and effect 

(Cassell and Symon, 1994). Being deductive in nature, a quantitative method based on 

the formulation of research hypotheses and confirms empirically using a set of concrete 

data (Frankfurt-Nachmias & Nachmias, 1992). Scientific hypothesis in a quantitative 

method has no value. This means that the researcher's personal thoughts, subjective 

preferences and prejudices do not apply this type of research method. 

Due to the sensitive nature of my study a quantitative approach has been utilised in this 

study. 

 

 

4.4 Data Collection 

After the selection of appropriate research approach now I have to decide which type of 

data I will use for this study. There are mainly two sources of data collection i.e. 

Primary or Secondary. 
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4.4.1 Primary Data Collection 

Primary data has been collected by yourself; therefore it is more reliable and up to date. 

Firstly, decide what kind of information you need to gather, and then you can use the 

following research methods to gather such information.  

• Interviews 

• Surveys and Questionnaires 

• Focus group interviews and consumer panels. 

4.4.2 Secondary Data Collection 

This has been collected from a secondary source, such as journals, website records, 

annual reports and newspapers; therefore it may not be suitable or up to date. 

For this study I will use the primary data, Questionnaire designed is the most important 

part of the research thesis and the whole building of the research thesis is based on it.  

 

4.5 Sampling: 

There are two most important approaches to sampling - the probability approach and 

the non probability approach. 

4.5.1 Probability approach 

Probability sampling is a sampling method using some form of random selection. For a 

random selection procedure, you must establish a process or procedure that ensures that 

the different units of your population have equal probability of being selected. Peoples 

have long practiced various forms of random sampling, such as choosing a name from a 

hat, or choosing the short straw.  

 

 

 



 

 

50 Prevalence of money laundering in Commercial Bank of Pakistan 

4.5.2 Non probability approach: 

The sample units in which selected items in the sample has an unknown probability of 

being selected, and where some units of the target group may have no chance at all in 

the sample. 

Forms of non-probability sampling are many, such as voluntary samples, quota 

samples, expert samples. 

Non-probability convenience sampling techniques are used to collect the information.  

This technique is appropriate for my research.  The comparison was made between 

commercial banks of Lahore.  

4.6 Limitations of Data Collection 

The study had a number of limitations.  The size of the sample was small. As 

respondents filled up the questionnaire individually, the controlling technique of the 

external variables was not sufficient.  This is a very broad and controversial topic, and 

this study is restricting to money laundering operations and their analysis.  Commercial 

Banks working in Lahore are not disclosing the information regarding their operations.  

4.7 Data analysis  

A set of different commercial banks in Lahore were selected as a sample of study. The 

questionnaire was designed based on the different variable to find the techniques and 

policies used by the commercial banks regarding the anti money laundering 
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                                                                                                       CHAPTER 5 

                                                                                              ANALYSIS AND MAJOR  

                         FINDING 
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5.1 Money-laundering practices  

The analysis portion is based on the sample of 10 commercial banks of Lahore, 

Pakistan where almost all respondents are from the top management to provide the 

answers of my questionnaire and helped me a lot in understanding the money 

laundering system in Pakistan’s banks. All respondents from sample size were 

required to fill complete questionnaire and they did so.  

          Table 5.1 Existence of money laundering 

Does Money Laundering exist in pakistan

10 100.0 100.0 100.0YesValid
Frequency Percent Valid Percent

Cumulative
Percent

 
Table 5.1 shows that, the entire respondent’s Bank Alfalah, City Bank, Standard 

Chartered, National Bank, The Bank of Punjab, Askarai Bank, NIB Bank, MCB, HBL, 

and UBL bankers gave answer this question  All of them told that, money laundering 

exist in Pakistan. 

Table 5.2 Source of Money Laundering 

If yes, which source is used for money laundering

4 40.0 40.0 40.0
1 10.0 10.0 50.0
5 50.0 50.0 100.0

10 100.0 100.0

Hundi
Sumarfing
Hundi , Money Changer
Total

Valid
Frequency Percent Valid Percent

Cumulative
Percent

 
 

 

This table 5.2 shows the 5 respondents (Askarai bank, NIB, The Bank of Punjab, NBP, 

and Standard Charter bankers) of banks told that Hundi and Money Changers are only 

the source of the money laundering. In addition, 4 respondents (MCB, HBL, UBL and 

City bank) banks told that Hundi is only the source of money laundering, but the 

respondent Alaflah bank point of view is different then other about this question, he 

said that sumarfing is only the source of money laundering.  No any respondent banks 

told that banks involved in the money laundering. 
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Figure 5.2 Source of Money laundering 

If yes, which source is used for money laundering

Hundi , Money Change

Sumarfing

Hundi

 
The figure 5.2 shows clearly that the 50% respondents said hundi and money is the only 

source used for Money laundering, 10% respondent said that sumarfing and 40% 

respondent said that only Hundi is used for money laundering in Pakistan. 

 

                  Table 5.3 to what Extent exist 

To what extent money laundering exist in pakistan

5 50.0 55.6 55.6
4 40.0 44.4 100.0
9 90.0 100.0
1 10.0

10 100.0

0% - 25%
26% - 50%
Total

Valid

SystemMissing
Total

Frequency Percent Valid Percent
Cumulative

Percent

 
 

 

The above table 5.3 shows that. Except Askarai bank, all respondents of bank gave the 

answer of this question in certain percentages for the existence of money laundering in 

Pakistan. This table shows that 5 respondents(Bank alfalah,HBL,UBL, Standard 

Charter and The Bank of Punjab’s,) told that 0% - 25% money laundering exists in 

Pakistan, and 4 respondents (NBP ,NIB ,MCB ,City banks), of banks said that 26% - 
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50% money laundering exists in Pakistan, and the Askarai bank respondents  not 

answered pertaining to this question. 

Figure 5.3 to what extent exist 

To what extent money laundering exist in pakistan

Missing

26% - 50%

0% - 25%

 
The figure 5.3 shows that 50% sample size indicate that 0% - 25% money laundering 

exist, 40% sample size indicate that 26% -50% money laundering exist in Pakistan and 

remaining 10% sample size indicate  that question was not answered. 

 

5.2 Transaction Monitoring 

 

Table 5.4 Corporate Customer Deposit 

To what extent bank allow the money to be deposit by the corporate customer at one time

1 10.0 10.0 10.0
9 90.0 90.0 100.0

10 100.0 100.0

Rs10million-Rs20Million
To certain extent
Total

Valid
Frequency Percent Valid Percent

Cumulative
Percent

 
 
 The above table 5.4 was attempted by all the respondents of banks, Standard Charter 

Bank, The Bank of Punjab, National bank of Pakistan, Muslim Commercial Bank, NIB 

Bank, United Bank Ltd, Habib Bank Ltd, Alfalah, Askarai Bank expressed that 

Corporate customers are not bound to deposit a specific amount, there is no limit 

pertaining to their deposit how much they want they can deposit.  Just filling the due 

diligence form of the bank to deposit their amount. Nevertheless, City Bank bounds the 
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depositor can deposit only Rs.10 million to Rs.20 million at a time.  There is no any 

limit for the corporate clients of deposit. Corporate clients may cause jeopardy for the 

commercial banks.  Corporate client’s transactions are varying, some time it is very 

large and some time it is small amount of deposit.  Banks face difficulty to analyze 

these transactions.  When commercial bank gives permission the corporate clients to 

deposit any amount, they may face a risk. 

 

 

Figure 5.4 Corporate Customer Deposit 

To what extent bank allow the money to be deposit by the customer at one time 

 
The figure 5.4 it is shown clearly that 90% bank have no limit for depositing money at 

a time, but only 10% bank has a limit to deposited the amount. The bank allow to the 

corporate customer to deposit in single transaction. 

 

Table 5.5 over the counter transaction 

To what extent bank allow to the depositor, deposit money over the cuounter transcation

1 10.0 10.0 10.0
1 10.0 10.0 20.0
8 80.0 80.0 100.0

10 100.0 100.0

Rs1million-Rs10Million
Rs10million-Rs20million
To certain extent
Total

Valid
Frequency Percent Valid Percent

Cumulative
Percent

 
 

The table 5.5 shows that all the respondents of banks answered of this question, but 
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there is some variation in there answers. The 8 respondents (Askarai Bank, Alfalah 

Bank, HBL, UBL, Standard Character, The bank of Punjab, NBP, NIB, City Bank), 

told that there is not limit of the depositing money over the counter market customer. 1 

respondent (MCB bank) told that their have some restrictions regarding to deposit the 

amount over the counter transactions, it allows it’s customers they can deposit only 

Rs.1 million to Rs.10 million at a time. In addition, 1 respondent of (Habib Bank) told 

Habib Bank has its own limit for over the counter transaction, it allows it’s customer to 

deposit only Rs.10 million to Rs.20 million at a time.  

 

 Over the counter transaction, include trading transaction are also vary, some time it is 

very large and some time small amount.  Exporters and importers needs to transferring 

large amount for abroad.  Commercial Banks some time facilitate to the customers for 

cross-broader transactions.  Under these transactions, Commercial banks face 

difficulties to determine the illegal source of money that transferring the client in the 

awake the trading transactions.   

Having any involvement of illegal business tracing these truncation by locally and 

international, bank face risk.     

 

Figure 5. 5 over the counter transaction 

To what extent bank allow the depositor,to deposit money over the counter transaction 

 
The figure 5.5 shows that, 80% banks have no limit of depositing amount over the 

counter transaction at a time, but 10% banks have limit to Rs.1 million to Rs.10 
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million, and 10% banks have limit to Rs.10 million to Rs20million. 

 

Table 5.6 interest rate on deposit 

What is the maximum interest rate on deposit, when deposit is greater the 1
million

7 70.0 70.0 70.0
2 20.0 20.0 90.0
1 10.0 10.0 100.0

10 100.0 100.0

0% - 10%
11% - 20%
To certain extent
Total

Valid
Frequency Percent Valid Percent

Cumulative
Percent

 
 

 

The above table 5.6 shows that 7 respondents (UBL, Bank Alfalah, HBL, MCB, The 

bank of Punjab, and Standard Chartered) banks told that 0% - 10% interest rate on 

deposit that gave to the customer’s. The 2 respondents (NBP, UBL) banker’s said that 

they provided 11% - 20% internets rate on deposited amount to the customers and the 

Askarai bank respondents told the interest rate vary customer to customer deposited 

amount.   

 

Figure 5.6: Interest rate on deposit 

Maximum interest rate on deposit, when deposit is greater than 1 million; 

 
 
Figure 5.6 shows that 10% respondents banks gave no certain percentage on the deposit 

amount, 20% of the respondent bank told that interest rate on deposit is 11% - 20% and 
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remaining 70% respondent banks the interest rate is 0% - 10% on the customer 

deposited amount. 

 Table 5.7 Effect of transfer of deposit

If yes, what effect on the perfromance of the banks

2 20.0 20.0 20.0
5 50.0 50.0 70.0
3 30.0 30.0 100.0

10 100.0 100.0

decrease performance
decrease the deposit
No effect
Total

Valid
Frequency Percent Valid Percent

Cumulative
Percent

 
 

The table 5.7 shows that, 5 respondents (MCB, Bank alfalah Ltd, Standard Chartered 

Bank, Habib bank Ltd and UBL) bank told that if commercial bank transfer the 

deposited amount to the other bank, resulted decrease the bank deposits.  In other hand 

side, 3 respondents (askarai bank, City Bank and The bank of Punjab) told that there is 

no effect on commercial banks deposits if commercial bank transfer the deposit amount 

to the other commercial banks. However, 2 respondents (NIP, NBP) bank told that if 

commercial banks transfer the deposited amount to another bank, they told that 

transferring deposit decrease the performance of the commercial banks. 

 

Figure 5.7 Effect of transfer of deposit  

 

If yes, what effect on the perfromance of the banks

No effect

decrease the deposit

decrease performance

 
The figure 5.7 shows that 30% respondents commercial bank told that there is no effect 



 

 

59 Prevalence of money laundering in Commercial Bank of Pakistan 

the commercial bank deposited amount when commercial banks transfer there deposit 

to other bank, 20% banker told that bank performance decrease, the remain 50% 

respondents commercial bank told that the commercial banks deposit decrease.  

Transferring deposit create the different impact of the growth of the bank.  Transfer of 

deposit to the other commercial banks creates a credit risk for the commercial banks.  

Table 5.8 transfer of deposit amount 

What extent(minimum to maximum) permission is granted to the customer by the bank to
transfer money from on bank to another bank or from one country to another country bank

1 10.0 11.1 11.1
8 80.0 88.9 100.0
9 90.0 100.0
1 10.0

10 100.0

Rs1million-Rs10million
To certain extent
Total

Valid

SystemMissing
Total

Frequency Percent Valid Percent
Cumulative

Percent

 
The entire table 5.8 shows that, the 8 respondents of (City Bank, National bank of 

Pakistan, NIB bank, Standard Character, Bank Alfalah Ltd, UBL and HBL) 

commercial banks told that there is no any certain limit on transferring of deposited 

amount their bank to another commercial banks.  The Bank of Punjab respondent 

voiced that there are some certain restrictions enforced on transferring deposit of their 

customer to other commercial banks.  However, MCB bank respondent voiced that they 

provide the facility to their client under certain restrictions.  MCB bank allows the 

customers to transferring deposit amount Rs1 million- Rs 10million to the other 

commercial bank.  Askarai Bank respondents told that it’s depend on the other 

commercial bank and other country banking regulation, which amount they allow to 

transfer the other commercial bank and cross broader country commercial banks. 
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Figure 5.8 transfer of deposit amount 

To what extent (minimum to maximum) permission is granted to the customer by the 
bank to transfer money from on bank to another bank or from one country to another 
country 

 
 
The figure 5.8 shows that 10% respondents told it depend on the commercial bank 

regulations and country banking regulation about transferring customer deposit, 10% 

told that their bank only transfer Rs 1 million – Rs 10 million deposited amount by their 

customer to the other commercial banks and cross broader commercial banks, and 

remaining 70% respondents told there is no any restriction on transferring deposits to 

their customers.  The depositor transferred any amount to the other commercial banks 

or other country banks. 

 

Table 5.9 transfer of money to the non-account holder 

Does  bank allow the non account holder to transfer money to the other
bank or to another branch of the same bank, or from one country to

another country bank

4 40.0 40.0 40.0
6 60.0 60.0 100.0

10 100.0 100.0

No
Yes
Total

Valid
Frequency Percent Valid Percent

Cumulative
Percent

 
 

 

The above table 5.9 shows that, there is some variation between the answered of the 

respondents commercial bank, some respondents bank told that, commercial bank allow 

the non account holders to transfer their money to the other banks, and other’s told that 

the non account holder’s did not transfer the money to the other commercial banks, or 
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other cross broader commercial banks.  The entire results shows that, the 6 respondents 

of (United Bank Ltd, NIB Bank, National Bank of Pakistan, Muslim Commercial Bank,  

The Bank of Punjab) told that non account holder’s are transferred money their banks 

to other commercial banks, and 4 respondents of (City Bank, Slandered Chartered 

Bank, Habib Bank Ltd, and Bank Alfalah) told that non account holder did not transfer 

their fund to the other commercial banks, these bank only transferred the customer fund 

to the other bank through Demand Draft(DD), and Tel transfer(TT). The Bank of 

Punjab respondent told that, they provide the transferring facility to the customer with 

in the country not out side the countries. 

 

Figure 5.9 transfer of money to the non-account holder 

Does bank allow the non-account holder to transfer money to the other bank or to 

another branch of the same bank, or from other country bank? 

 
 

Figure 5.9 show that 40% respondent’s bank did not provide the transferring amount 

facility to customer with in the country and out side the country. 60% respondent’s 

banks provide facility to the non account holder customer transferring fund one bank to 

the other bank. 
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                     Table 5.10 Extent of transfer of money at one time 

To what extent the bank allow the non account holder to transfer the money at one
time

1 10.0 16.7 16.7
5 50.0 83.3 100.0
6 60.0 100.0
4 40.0

10 100.0

Rs5Lac-Rs10 Lac
To certain extent
Total

Valid

SystemMissing
Total

Frequency Percent Valid Percent
Cumulative

Percent

 
The above table 5.10 shows that, the 4 respondents of (The City Bank, Standard 

Chartered Bank, Bank Alfalah Ltd Askarai Bank) bank did not transferred the customer 

amount; they only transferred the non-account holder amount only through DD / TT. 

Only 1 respondents of (MCB) bank told that they transferred the non-account holder 

amount Rs. 5 Lac – Rs 10 Lac and larger amount is transfer through DD/TT. This 

shows that there is some variation between the answered of the respondent’s bank. The 

5 respondents of (MCB, NBP, NIB Bank, UBL, HBL) bank told that, their bank 

transferred any amount of the customer have to the other commercial bank and the 

country commercial bank; they also transferred the non account holder amount through 

DD/TT.  In addition, The Bank of Punjab respondent told that, their bank provides the 

facility to the non-account holder to transferred deposit to the other commercial banks 

but under some certain restriction. 

 

Figure 5.10 transfer of money at one time 

To what extent the bank allow the non-account holder to transfer the money at one time 
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Figure 5.10 shows that, only 10% bank transferred the amount, 40% banks just 

transferred through DD/TT, and 50% bank to transfer any amount to the non-account 

holder. 

 
Table 5.11 Transfer of money to his own account 

To what extent the bank allow the non acount holder to transfer amount to his own
account

1 10.0 16.7 16.7
1 10.0 16.7 33.3
4 40.0 66.7 100.0
6 60.0 100.0
4 40.0

10 100.0

Rs10000-Rs1Lac
Rs5Lac-10Lac
To certain extent
Total

Valid

SystemMissing
Total

Frequency Percent Valid Percent
Cumulative

Percent

 
 

The above table 5.11 shows that, the 4 respondents of the (HBL Bank, UBL Bank, NIB 

Bank, and the NBP) bank told that there is no any certain limit on  transferring the 

deposit one branch to other branch of their bank to the non account holder. NBP 

respondent told that they also transfer the amount of non-account holder to his own 

account to the other branch but under some certain restrictions.  These banks and all the 

other remaining banks also transferred the non-account holder amount through DD/TT 

to his own account to their branches.  The 4 respondents (Askarai Bank, Standard 

Chartered Bank, Bank Alfalah and City Bank) bank told that they transferred the non 

account holder amount through DD/TT. MCB respondent told that, their bank 

transferred the non account holder amount Rs.1000- Rs 1 Lac to customer and The 

Bank of Punjab respondent told that their bank only Transfer Rs. 5 Lac to Rs 10 Lac 

amount to non account holder to the his own account.  

 

Figure 5.11 Transfer of money to his own account  

 

To what extent the bank allow the non-account holder to transfer amount to his own 

account 
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Figure 5.11 shows that 10% respondents bank told, they only transferred non-account 

hold amount Rs.5 Lac – Rs. 10Lac. 10% bank respondents told they transferred only 

Rs. 10000- Rs. 1 Lac. 40% respondents bank told they did not transferred physically, 

40% told that they transferred the non account holder amount is his account, but some 

in certain limit. 

 

Table 5.12 transfer fee 

To what extent(minimum to maximum)transfer fee is change by the bank when the
amount is transferred form ome bank to another bank,or other country bank

4 40.0 66.7 66.7
2 20.0 33.3 100.0
6 60.0 100.0
4 40.0

10 100.0

1% - 5%
To certain extent
Total

Valid

SystemMissing
Total

Frequency Percent Valid Percent
Cumulative

Percent

 
 

Table 5.12 shows that there is lot of variation between the respondents banks answered. 

The entire results shows that, the respondents of NIB Bank, UBL Bank, HBL Bank, 

charge transferred fee Rs 1% - 5%, National Bank of Pakistan transferred fee rate 

charge start form .05% - .10%, its increase according to the transferred amount. The 

City Bank, Standard Chartered Bank, Askarai bank did not gave the answered this 

question. Alaflah Bank respondents told that, it transferred calculating through the 
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customer DD/TT amount (Charged=amount*.15%),(Excise Duty charged= charges 

*5%), charged include the postal charges+ communication. The Bank of Punjab 

respondent told that transferred fee charged varies on customer amount.  

 
Figure 5.12 transfer fee 

 

xtent(minimum to maximum)transfer fee is change by th

Missing

To certain extent

1% - 5%

 
The entire figure 5.12 shows that transferred fee, 40% not gave answered to the 

question. 40% told that thy charged 1% - 5% and remaining charged different 

percentages. 

5.3 Know Your Customer and Due Diligence  

 

All the respondents gave answered to this question, but there are choose 

different option. They answered that way varied. 

 

 

Table 5.13 KYC and AML 

Does Anti Money Laundering and KYC go hand in hand

2 20.0 20.0 20.0
7 70.0 70.0 90.0
1 10.0 10.0 100.0

10 100.0 100.0

No
Yes
Do not Know
Total

Valid
Frequency Percent Valid Percent

Cumulative
Percent
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Table 5.13 shows that, respondent of all entire banker selected different options. The 7 

respondents (The Bank of Punjab, NIB Bank, HBL Bank, UBL Bank, Standard 

Chartered Bank, and City bank) told that Know Your Customer(KYC) and anti money 

laundering(AML) go hand in hand, and KYC is back boon of AML. One respondent 

(MCB) told that, do not know, and the remaining Bank Alfalah and Askarai told that 

both are not same. 

 

Figure 5.13 KYC and AML both are same 

Does Anti Money Laundering and KYC go hand in han

Do not Know

Yes

No

 
Figure 5.13 Shows that 20% told both are different, 10 % respondents told that do not 

know, and the remaining 70% told day both are same. 

 

 

Table 5.14 KYC as a result 

Which identifying bank systems will you introduce as a result of KYC

2 20.0 20.0 20.0
8 80.0 80.0 100.0

10 100.0 100.0

nature of business
All of above
Total

Valid
Frequency Percent Valid Percent

Cumulative
Percent
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The above table 5.14 indicates that the 8 respondents (UBL, Alfalah Bank, NIB Bank, 

Standard Chartered Bank, MCB Bank, Askarai Bank, The Bank of Punjab, and NBP) 

told that KYC is the function of customer information, customer nature of business and 

customer source of income. However, 2 respondents (City Bank and HBL Bank) told 

customer nature of business is only a function of KYC. 

 

Figure 5.14 KYC as a result 

identifying bank systems will you introduce as a result 

All of above

nature of business

 
 
The entire result shows that 20% respondents told KYC is the function of Customer 

nature of business, but 90% told KYC is the function of customer information, 

customer nature of business and customer source of income 

 

 

 

Table 5.15 KYC  

Do banks use KYC as

3 30.0 30.0 30.0

1 10.0 10.0 40.0

6 60.0 60.0 100.0
10 100.0 100.0

ongoing process
To be conducted at
the time when bank
entering in contranct
All of above
Total

Valid
Frequency Percent Valid Percent

Cumulative
Percent
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The table 5.15 shows that there is lot of variation with the respondent’s answered. The 

entire results show that, the 6 respondents (NIB Bank, UBL Bank, Standard Chartered 

Bank, MCB Bank, Alfalah Bank, and Askarai bank), selected all the above option that 

bank that used as KYC. The 3 respondent (The City Bank, the Bank of Punjab, HBL 

Bank) Used KYC as on going process for daily transaction. NBP respondent told that 

they used KYC only when they enter in to a new contract with customer. 

 

Figure 5.15 KYC  

Do banks use KYC as

All of above

To be conducted at t

ongoing process

 
The figure 5.15 shows that 10% respondents banker told that they used KYC only when 

they enter to a new contract with customer, 30% told that they used KYC as on going 

process, and remain 60% told that they used KYC as Ongoing process, it done when 

bank need information to the customer, when state bank of Pakistan advice the banks 

and they also conduct when the enter into a formal relationship with customer. 
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5.4 Risk Assessment 

 

Table 5.16 Customer identification 

How can bank recognize the customer which has never been seen before

1 10.0 10.0 10.0
2 20.0 20.0 30.0
7 70.0 70.0 100.0

10 100.0 100.0

Introduction
Id Card
All of above
Total

Valid
Frequency Percent Valid Percent

Cumulative
Percent

 
 

The above table 5.16 shows that how commercial banks recognize their customer, 

which has never been seen before. The 1 respondent (The bank of Punjab) told that they 

recognize their customer through introduction,2 respondents( UBL, and City Bank) 

bank told that they only recognize their customer through ID Card, and  the remaining 

banks respondents told that they recognized their customer through ID Card, 

introduction, and through reference which is available they used for recognizing the 

customer’s. 

 

Figure 5.16 customer identification 

bank recognize the customer which has never been se

All of above

Id Card

Introduction

 
The figure 5.16 shows that 10% respondents bank used introduction, 20% used ID 

Card, and remaining 70% banker used all of the option for recognized the customer 

they have been never been seen before. 
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Table 5.17 Bank control risk 

Which elements are used to manage the money laundering risk in the bank

1 10.0 10.0 10.0

2 20.0 20.0 30.0

7 70.0 70.0 100.0
10 100.0 100.0

senior managment
oversight
Well defined
organizational
structure and staffing
All of above
Total

Valid
Frequency Percent Valid Percent

Cumulative
Percent

 
 

The above table 5.17 shows that 2 respondents (City Bank and HBL Bank) told that 

money laundering controlled through well defined organizational structure and staffing. 

The 7 respondents (National bank of Pakistan, NIB Bank, UBL Bank, Standard 

Chartered Bank, Bank Alfalah, Askarai Bank and MCB Bank) told that, good 

compliance, monitoring the daily transactions, update information and maintain proper 

records of customer’s identification, are controlled the money laundering risk in banks. 

The Bank of Punjab respondent told that senior management oversight just controls the 

money laundering risk in the banks. 

Figure 5.17 bank control risk 

ements are used to manage the money laundering risk 

All of above

Well defined organiz

senior managment ove

 
 

The figure 5.17 shows that, 70% respondents bank told that all the functions, senior 

management oversight, well defined organizational structure and staffing, independent 
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monitoring with audit and risk review and other control functions control money 

laundering risk in banks..20% respondents bank told that only well defined 

organizational structure and staffing control money laundering risk in banks, and 10% 

told that senior management oversight only control the money laundering risk in the 

banks/financial institutions. 

 

Table 5.18 Nature of customer identification 

Which customers must be identified by the bank

4 40.0 40.0 40.0
1 10.0 10.0 50.0
5 50.0 50.0 100.0

10 100.0 100.0

High risk Customers
Non resident Customers
All of above
Total

Valid
Frequency Percent Valid Percent

Cumulative
Percent

 
The above table 5.18 shows that 4 respondents (Punjab, HBL Bank, Standard Chartered 

Bank and Bank Alfalah) said that high-risk customer must be identified by the bank. 

The 5 respondents (NBP, Askarai Bank and UBL, MCB Bank and NIB Bank) said that 

bank need to identified all the customer’s that business with a banks, worthy customer’s 

high risk customer’s, non resident customer’s and resident customer, all of them may 

create a risk for the banks. The respondent City Bank told that the commercial banks 

must identify No resident Customer. 

 

Figure 5.18 Nature of customer identification 

Which customers must be identified by the bank

All of above

Non resident Custome

High risk Customers
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The figure 5.18 shows that, 40% respondents bank told that high-risk customer must be 

identified by the bank. 50% told that bank need to identify all the customer’s that 

business with banks, worthy customer’s high risk customer’s, non resident customers 

and resident customer, all of them may create a risk for the banks. 10% respondents 

told that the commercial banks must identify No resident Customer. 

 

Table 5.19 Effect of money laundering 

How money laundering effect the bank

4 40.0 40.0 40.0

1 10.0 10.0 50.0
2 20.0 20.0 70.0
3 30.0 30.0 100.0

10 100.0 100.0

Unbalanceed growth in
deposit
Provide liquidity position
Risk increase
All of above
Total

Valid
Frequency Percent Valid Percent

Cumulative
Percent

 
 

The table 5.19 shows that, 2 respondents (MCB, The Bank of Punjab), told that money 

laundering increase the risk. 4 respondents (Standard Chartered Bank, Alfalah, City 

Bank, Askarai Bank), told that money laundering created unbalanced growth on deposit 

of the bank. 3 respondents (UBL, NIB, HBL) told that money laundering create 

unbalanced growth of the deposit, it Provide liquidity position, due to money 

laundering bank performance increase, it increase the risk of commercial banks, and it 

also increase the deposited amount of the commercial  banks. National bank only told 

that it provides the liquidity position to the banks. 

Figure 5.19 Effect of Money laundering 

 
 

This Figure 5.19 shows that, 20% respondents told that money laundering increase the 

risk in the commercial banks. 40% respondent’s bank told that money laundering 

created unbalanced growth on deposit of the commercial banks. 30% respondents bank 

told that create unbalanced growth of the deposit of the commercial banks. 10% 

National bank only told that it provides the liquidity position to commercial banks. 
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How money laundering effect the bank

All of above

Risk increase

Provide liquidity po

Unbalanceed growth i

 
 

 

 

 

5.4 Staff training 

 

Table 5.20 prudential regulation and assessment of customer 

if yes, which prudential regulation is implemented by the bank to
assess the customer

1 10.0 10.0 10.0
9 90.0 90.0 100.0

10 100.0 100.0

KYC
Both
Total

Valid
Frequency Percent Valid Percent

Cumulative
Percent

 
 
 

The above table 4.20 shows that UBL, NIB Bank, Standard Chartered Bank, MCB 

Bank, City Bank, HBL Bank, Askarai Bank Alfalah Bank, The Bank of Punjab, 

respondents told that Know your Customer and Anti Money Laundering both are used 

to access the customer’s. National Bank of Pakistan respondents told that KYC was 

used to assess the customer’s. 
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Figure 5.20 Prudential regulation and assessment of customer 

 

The figure 4.20 told that, 90% respondents told that KYC and Anti money laundering 

both are used for access the customer. 

hich prudential regulation is implemented by the bank t

Both

KYC

 
 

In addition, 10% told that only KYC is used for access the customer, Alfalah Bank, 

respondents told that KYC is a back boon of anti money laundering; with out anti 

money laundering, the banks could not access the customer’s. 

Table 5.21 staff training 

How frequently are your staffs trained on Know your cutomer process

3 30.0 30.0 30.0
4 40.0 40.0 70.0
3 30.0 30.0 100.0

10 100.0 100.0

Quarterly
Semiannally
Annually
Total

Valid
Frequency Percent Valid Percent

Cumulative
Percent

 
 
The entire results table 5.21 shows that, the 4 respondents (The Bank of Punjab, Bank 

Alfalah, Standard Chartered Bank National bank of Pakistan), said that they conduct 

work shop for training for their employees semiannually. 3 respondents (City Bank, 

MCB and UBL Bank) told that type provided training every employee on quarterly 
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bases. 3 respondents (HBL, NIB Bank and Askarai Bank) told that they provided 

training to the staff annually bases.  

Figure 5.21 staff training 

equently are your staffs trained on Know your cutomer p

Annually

Semiannally

Quarterly

 
 

The entire figure 4.21 shows that, 40% respondents told that they are trained their staff 

semiannually. 30% respondents told that type provided training every employee on 

quarterly bases. 30% respondents told that they provided training to the staff annually 

bases. 

 

Table 5.22 existence and source of money laundering 

Does Money Laundering exist in pakistan * If yes, which source is used for money laundering
Crosstabulation

4 1 5 10
4.0 1.0 5.0 10.0

4 1 5 10
4.0 1.0 5.0 10.0

Count
Expected Count
Count
Expected Count

YesDoes Money Laundering
exist in pakistan

Total

Hundi Sumarfing
Hundi , Money

Changer

If yes, which source is used for money
laundering

Total

 
 

The entire respondents NBP, Askarai bank, NIB Bank, Standard Chartered Bank, The 

Bank of Punjab bank, told that Hundi and moneychanger are the main source of money 

laundering in Pakistan. 3 respondents (HBL, MCB, City Bank and UBL) told that 



 

 

76 Prevalence of money laundering in Commercial Bank of Pakistan 

Hundi is the main source of money laundering in Pakistan. In addition, Bank Alfalah 

told that sumarfing is only a source of money laundering in Pakistan. 

Table 5.23 Extent of money laundering 

 

Does Money Laundering exist in pakistan * To what extent money laundering exist in
pakistan Crosstabulation

5 4 9
5.0 4.0 9.0

5 4 9
5.0 4.0 9.0

Count
Expected Count
Count
Expected Count

YesDoes Money Laundering
exist in pakistan

Total

0% - 25% 26% - 50%

To what extent money
laundering exist in

pakistan
Total

 
 

The above table 5.23 shows that 5 respondents (Bank Alfalah, UBL, The Bank of 

Punjab, HBL and Standard Chartered,) told that 0%- 25%, 4 respondents’ (MCB, NIB, 

NBP and City Bank) told that 26% - 50%, money Laundering exist in Pakistan and 

Askarai Bank Respondent not gave any answered to this question. 

 

Table 5.24 Bank allow the deposit  

Does Money Laundering exist in pakistan * To what extent bank allow the money to be
deposit by the corporate customer at one time Crosstabulation

1 9 10
1.0 9.0 10.0

1 9 10
1.0 9.0 10.0

Count
Expected Count
Count
Expected Count

YesDoes Money Laundering
exist in pakistan

Total

Rs10million-
Rs20Million

To certain
extent

To what extent bank allow
the money to be deposit

by the corporate customer
at one time

Total

 
 

This table 5.24 shows that, all the entire respondents told that money laundering exist in 

Pakistan. 9 respondents (UBL, NIB, Standard Chartered Bank, MCB, Askarai Bank, 

Alfalah Bank, NBP, HBL, The bank of Punjab) told that there is no certain limits for 

the corporate customer deposit, bank allow the corporate customer to deposit any 

amount after filling the due diligence Performa, city bank respondent told that, their 

bank only Rs 10 million to Rs 20 million allow their customer to deposit amount at one 
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time.  This shows that if bank involve in money laundering, they do not contain any 

limit for corporate customer deposits may they involve in money laundering.  

 

Table 5.25 Interest rate on deposit 

what extent bank allow the money to be deposit by the corporate customer at one time * Wha
the maximum interest rate on deposit, when deposit is greater the 1 million Crosstabulation

1 0 0 1
.7 .2 .1 1.0
6 2 1 9

6.3 1.8 .9 9.0
7 2 1 10

7.0 2.0 1.0 10.0

Rs10million-Rs20Million

To certain extent

To what extent bank
allow the money to be
deposit by the corporate
customer at one time

Total

0% -
10%

11% -
20%

To
certain
extent

What is the maximum interest
rate on deposit, when deposit is

greater the 1 million

Total

 
The entire respondents City Bank, Bank Alfalah, the Bank of Punjab, HBL, MCB, 

Standard Chartered Bank, and NIB bank told that they provide 0% to 10% interest rate 

on deposit of the bank, National Bank of Pakistan and the UBL bank respondents told 

that they provide 10% - 20% interest on the customer deposit when customer amount 

greater then 1 million. The respondents of Askarai Bank told that, their interest rate 

vary form customer to customer, it depend on the customer and its deposit. 

 

Table 5.26 Effect on the bank 

Does Money Laundering exist in pakistan * How money laundering effect the bank Crosstabulation

4 1 2 3 10

4.0 1.0 2.0 3.0 10.0

4 1 2 3 10

4.0 1.0 2.0 3.0 10.0

Count
Expected
Count
Count
Expected
Count

YesDoes Money Laundering
exist in pakistan

Total

Unbalanc
eed

growth in
deposit

Provide
liquidity
position

Risk
increase

All of
above

How money laundering effect the bank

Total

 
 

The above table 5.26 shows that 4 respondent’s (standard Chartered Bank, HBL, Bank 

Alfalah, and City Bank) told that money laundering creates unbalanced growth in 

deposit of the bank. National bank of Pakistan respondent told that it provide the 
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liquidity position to the bank, 2 respondents (MCB, The Bank of Punjab), told it 

increase the risk for the bank. And 4 respondents (Askarai bank, UBL, NIB Bank) told 

money laundering creates an unbalanced growth in deposit, it provides liquidity 

position, it increases the performance of the bank, and it increases the bank deposit.

Table 5.27 permission for transferring deposit 

Does bank allow the depositor to transfer deposit form one bank to an other bank or other
country bank * What extent(minimum to maximum) permission is granted to the customer

by the bank to transfer money from on bank to another bank or from one country to
another country bank Crosstabulation

1 8 9

1.0 8.0 9.0

1 8 9
1.0 8.0 9.0

Count

Expected Count

Count
Expected Count

YesDoes bank allow the
depositor to transfer
deposit form one bank
to an other bank or
other country bank
Total

Rs1million-
Rs10million

To certain
extent

What extent(minimum to
maximum) permission is

granted to the customer by
the bank to transfer money

from on bank to another bank
or from one country to
another country bank

Total

 
The above table 5.27 shows that the respondents of MCB banks said that they 

transferring Rs 1 million to Rs 10 million of their customers. In addition, 8 respondents 

(UBL, HBL, NBP, Standard Chartered Bank, Alfalah Bank, City Bank, NIB Bank and 

The Bank of Punjab) told that they have transferred any amount of their customer when 

they want to transferred. Askarai bank did not gave the answered this question.  
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Table 5.28 transfer of deposit and effect on bank 

What extent(minimum to maximum) permission is granted to the customer by the bank to transfer money from
n bank to another bank or from one country to another country bank * If yes, what effect on the perfromance o

the banks Crosstabulation

0 1 0 1

.2 .6 .2 1.0

2 4 2 8

1.8 4.4 1.8 8.0

2 5 2 9

2.0 5.0 2.0 9.0

Count

Expected
Count

Count

Expected
Count

Count
Expected
Count

Rs1million-Rs10million

To certain extent

What extent(minimum to
maximum) permission
is granted to the
customer by the bank to
transfer money from on
bank to another bank or
from one country to
another country bank
Total

decrease
performance

decrease
the deposit

No
effect

If yes, what effect on the perfromance of
the banks

Total

 
Table 5.28 shows that the respondents MCB Bank told that they allow their depositor to 

transfer their deposited amount Rs.1 million – Rs.10 million, respondent (MCB) told 

that due to transferring of deposits, it decrease the deposited amount of the bank. The2 

Respondents (NIB Bank, NBP Bank) told that there is no certain fixed limit for 

transferring deposited amount of their customers, but transferring deposited amount 

decrease the performance of the bank. The 4 respondents (Alfalah Bank, UBL Bank, 

HBL Bank and Standard Chartered Bank) told that their bank have no certain fixed 

limit for transferring deposit amount, but transferring deposit of the customer decrease 

the bank deposited amount. The 3 respondent’s (Askarai bank, City Bank, The Bank of 

Punjab) told that there is no effect on the bank for transferring customer deposited 

amount, and their bank have no provide any certain limit for transferring deposited 

amount to their customers. 

 

Table 5.29 transfer of deposit create effect 

Does bank allow the depositor to transfer deposit form one bank to an other bank or other country bank *
If yes, what effect on the perfromance of the banks Crosstabulation

2 5 3 10

2.0 5.0 3.0 10.0

2 5 3 10
2.0 5.0 3.0 10.0

Count

Expected Count

Count
Expected Count

YesDoes bank allow the
depositor to transfer
deposit form one bank
to an other bank or
other country bank
Total

decrease
performance

decrease
the deposit No effect

If yes, what effect on the perfromance of the
banks

Total
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The above table 5.29 shows that if bank allow the depositor to transfer the deposit 

amount to another bank it decrease the bank performances, and bank deposit. 

Performance and deposit have positive relation ship with each other. If commercial 

banks does not have large deposit amount they do not perform will. If commercial 

banks performance not good they involve in fraud scheme, their customers has no trust 

on the bank, it deposited amount automatically decrease. 5 respondents told that 

transferring of deposit decrease the bank deposits. 2 respondents bank told that it 

decrease the bank performance and 3 respondents told that transferring of deposit does 

not create any effect on the bank performance. 

 

Table 5.30 money transfer to own account 

Does  bank allow the non account holder to transfer money to the other bank or to another branch of
the same bank, or from one country to another country bank * To what extent the bank allow the non

acount holder to transfer amount to his own account Crosstabulation

1 1 4 6

1.0 1.0 4.0 6.0

1 1 4 6
1.0 1.0 4.0 6.0

Count

Expected Count

Count
Expected Count

YesDoes  bank allow the non
account holder to transfer
money to the other bank
or to another branch of the
same bank, or from one
country to another country
bank
Total

Rs10000-
Rs1Lac

Rs5Lac-1
0Lac

To certain
extent

To what extent the bank allow the
non acount holder to transfer
amount to his own account

Total

 

 

 The table 5.30 shows that, the some respondents did not attempt this particular 

question. Those they gave the answered this question. In which some respondents only 

accommodate their account holder, they did not prefer to the non-account holder to 

transfer their amount. However, they provide to non-account holder facility to 

transferring amount through DD/TT. Non-account holder if want to transfer their 

amount, in other banks or any other country bank, they transferred the amount through 

using DD/TT. MCB bank respondents told that they did not fixed any limit to the non-

account holder to transfer their amount to the other banks but they transferred under 

some restrictions. The HBL respondent told that they transfer Rs. 5 Lac – Rs.10Lac; to 

the non-account holder. Respondents (UBL, NIB NBP) Bank told that the non-account 

holder transferred any amount to any other bank or other country bank. They did 
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restrict the non-account hold to transfer amount other bank. 

Table 5.31 Money laundering effect bank growth 

Does Money Laundering exist in pakistan * How money laundering effect the bank Crosstabulation

4 1 2 3 10
4.0 1.0 2.0 3.0 10.0

4 1 2 3 10
4.0 1.0 2.0 3.0 10.0

Count
Expected Cou
Count
Expected Cou

YesDoes Money Launder
exist in pakistan

Total

Unbalanceed
growth in
deposit

Provide
liquidity
position Risk increaseAll of above

How money laundering effect the bank

Total

 
 

The table 5.31 show that, 3 respondent’s (Standard Chartered bank, City Bank, HBL) 

told that money laundering create a unbalanced growth in deposit of the bank, NBP 

respondents told that money laundering provide the liquidity position to the bank. 2 

respondent (MCB, Askarai Bank) told that it increase the risk for long-term growth of 

the banks. The respondents 3 (Bank Alfalah, NIB, UBL Bank) told that it create 

unbalanced growth in the deposit of the banks; it provide short term liquidity to the 

banks., Some respondent told that banks only maintain short term liquidity through 

money laundering. They told that laundered did keep such amount as long term deposit 

in banks. These respondents told that money laundering increase the performance 

increase of the bank. Along with the performance bank deposit risk will increase. 

Table 5.32 AML and KYC 

Does Anti Money Laundering and KYC go hand in hand * Do banks use KYC as  Crosstabulation

1 0 1 2
.6 .2 1.2 2.0
2 1 4 7

2.1 .7 4.2 7.0
0 0 1 1
.3 .1 .6 1.0
3 1 6 10

3.0 1.0 6.0 10.0

Count
Expected Count
Count
Expected Count
Count
Expected Count
Count
Expected Count

No

Yes

Do not Know

Does Anti Money
Laundering and KYC
go hand in hand

Total

ongoing
process

To be
conducted at
the time when
bank entering
in contranct All of above

Do banks use KYC as

Total

 
The above table 5.32 shows that respondent of Askarai Bank told that You’re your 

Customer (KYC) and Anti Money Laundering (AML) both are different and bank used 

KYC as ongoing process, National bank Pakistan respondent told that KYC and AML 
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both are different and bank used KYC as ongoing process, NBP it also done when bank 

needed to customer information, it also used when State bank of Pakistan advice to the 

Banks and to be connected when bank entering into formal relationship with customer.  

The 2 respondent ( HBL,The Bank of Punjab) told that KYC and AML both are same 

and banks used KYC as a ongoing process, NBP bank respondents told that KYC and 

AML both are same but bank used KYC as when bank entering in to formal 

relationship with customer. The 4 respondents (City Bank, UBL, NIB, Standard 

Chartered Bank) told that KYC and AML both are same but their banks used KYC as, 

it done when bank needed to customer information, when SBP advice the Banks and to 

be connected when bank entering into formal relationship with customer. Respondents 

of MCB told that it did not know, about KYC and AML.  

Table 5.33 Money Laundering Create risk  

Does Money Laundering exist in pakistan * If money laundering effect on the
bank then which type of risk create money laundering for a bank

Crosstabulation

10 10
10.0 10.0

10 10
10.0 10.0

Count
Expected Count
Count
Expected Count

YesDoes Money Laundering
exist in pakistan

Total

All of above

If money
laundering
effect on
the bank

then which
type of risk

create
money

laundering
for a bank

Total

 
 

Above table 5.33 shows that the respondent’s (Bank alfalah, Standard Chartered, NBP, 

UBL, HBL, City Bank, Askarai Bank, NIB Bank, MCB and The Bank of Punjab) told 

that if bank involved in money laundering, it face all type of risk, like reputation risk, 

credit risk, operational risk and compliance risk. They told that reputation risk create 

bad impact to the customers mind about bank, Bank loss the public trust. Due to 

reputation bank loss the deposit, deposit and performance of the bank both have 

positive relation with each other, if bank loss the deposited amount of the customer, 

bank performance automatically decreases. 
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 Due money laundering banks are exposed to credit risk. On the sport bank get large 

amount of deposit, immediately banks invest these amount in the long-term obligation, 

when money laundered want to get bank their deposited amount, on time banks has not 

large amount, bank face credit risk. Due to money laundering bank operations and 

compliance effected, bank get the money laundering amount to eliminate the operation 

and compliance. Due to money laundering it also not work properly according to the 

SBP and the regulatory bodies. 

 

Table 5.34 KYC introduce as 

 

Does Anti Money Laundering and KYC go hand in hand * Which identifying bank systems will you
introduce as a result of KYC Crosstabulation

0 2 2
.4 1.6 2.0
2 5 7

1.4 5.6 7.0
0 1 1

.2 .8 1.0
2 8 10

2.0 8.0 10.0

Count
Expected Count
Count
Expected Count
Count
Expected Count
Count
Expected Count

No

Yes

Do not Know

Does Anti Money
Laundering and KYC
go hand in hand

Total

nature of
business All of above

Which identifying bank
systems will you

introduce as a result of
KYC

Total

 
 

The above table 5.34 shows that the 6 (UBL, NIB, The Bank of Punjab, MCB, NBP, 

Askarai bank) told that  KYC and Anti Money Laundering both are same and the banks 

used KYC to get the customer information, its customer source of business and  

customer source of income. However, 3 respondents (Bank Alfalah, HBL, city bank) 

told that they used KYC to get information about customer nature of business and the 

customer source of income and MCB, Bank told that they did not know about KYC and 

AML. Entire respondents (Bank Alfalah, Standard Chartered Bank, City Bank, Askarai 

Bank, HBL, NIB, UBL, The Bank of Punjab, and MCB) told that they used KYC and 

Anti money laundering to access the customer’s information. 

While going through all facts and figures we can analyze that the banking system in 

Pakistan is not properly regulated to block the money laundering system. Banks are 

unable to put deposit restriction on their customers due to their stake towards gathering 
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more deposits and the pressure from the top management to have more deposit to 

conduct more business. On the other hand the staff dealing with the depositors are not 

so qualified and trained for such circumstances that they can inquire the source of 

income from the customer and it is a problem for the banking system in Pakistan that 

they are just allowing the customers to deposit the amounts in their checking accounts 

without any check on them and it is turning out to be very risky for the bank and for the 

financial system as it is major cause of financial disorder in the balanced economy. 

Banks just rely on the information provided by the customers and they rarely verify the 

information provided by the customer as I have discussed with vice presidents of 

different banks. They were of the view that they lack such trained and qualified staff 

which can help them in inquiring the facts of the depositing customers and by doing so 

they will lose the customers as all banks are not doing such practice and the customer 

will move to the bank which will provide them relax terms and conditions to maintain 

the depositing account.  

While discussing with the top management they have disclosed that many corporate 

clients which have huge exports business normally uses the money laundering system 

to save tax and they use the under invoicing for the on record transaction and they bring 

the balance amount through hundi and other sources available in the market. SO we can 

conclude from all such data that the money laundering exist in Pakistan Banks as we 

have gathered data from the Banks’s in Lahore, Pakistan. 
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6.1 Conclusion  

Conclusion of this study is based on the survey conducted of different commercial 

banks of Lahore. The answers of the questionnaire designed clearly suggest that banks 

are intentionally or unintentionally involved in the money laundering. After inquiring 

form reliable sources of the Banks and the Top management of the different banks we 

have concluded that the Money Laundering is present in Pakistan but it exists in 

different style and shape like through Hundi and money exchangers. This reply clearly 

suggests that commercial banks are indirectly involved in money laundering, during 

survey of the different commercial banks of Lahore it is found that there is no limit for 

deposit of the corporate sector in the banks which is also a source of suspicion for me 

that money laundering may exist in commercial banks because there is no limit for 

corporate deposit.  

During the survey when it is asked from respondent of the commercial banks what is 

the limit for over the counter transaction 80% of the respondent of commercial banks 

told that there is no limit of over the counter transaction for the customer. Which show 

that money laundering may also exist in the form of unlimited over the counter 

transaction in the commercial banks? In the commercial banks there is not fixed rate of 

interest offered on deposits the SBP suggest that the rate of interest on deposit should 

not exceed 10% but banks are not following it they are offering more and more rate of 

interest to attract the more and more deposits which is also a source of suspicion and 

may result in money laundering.  

During the survey, it is also found that there is no limit for transfer of deposit form with 

in the country and between the countries. Therefore, this may also result in the money 

laundering. The non-account holder has also the facility for transfer of money through 

DD and TT and there is not certain limit on this transfer by the commercial banks, 

during the survey the respondents of all the commercial banks responded in a positive 

manner that they are following the all requirement of regarding the information of KYC 

and anti money laundering but actually they are not following according to 

requirements of state bank of Pakistan. These things create a suspicion about the 

commercial banks regarding their KYC and anti money laundering policies and so it 
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could be concluded that the commercial banks may involve in money laundering. The 

money laundering also result in the unbalanced growth in deposit as it was one of the 

objectives of study, because of the most of respondents of commercial banks answered 

that money laundering results in unbalanced growth of the deposit of the commercial 

banks. 

The state bank of Pakistan has made a compliance for detection and prevention for 

money laundering but due to privatization there is lot of competition between the 

different commercial banks, so In order to get maximum deposit the banks do not care 

for the rules and regulation imposed by the State Bank of Pakistan. Most of the banks 

have not fixed any limit for the maximum deposit transferring deposit to the other bank 

or any other country bank. Due to this reason, there is unbalanced growth of the deposit 

in the banks, which is very harmful and risky for the long term and balanced growth of 

the banks. 

This study has discussed different rule and regulation formulated by regulatory bodies 

to control the growth of money laundering. The results show that complex money 

laundering regulation has an impact on reducing money laundering and its feeder 

activities. If the money laundering continues the commercial banks may face the 

liquidity risk, reputation risk, and above board compliance risk. The money laundering 

could not be ended but it could be minimized by following rule and regulation strictly 

establish by State bank of Pakistan and other international regulatory bodies.  

6.2 Recommendation 

 Based on the basis of the finding the following policy recommendations are suggested  

 Commercial Banks should make reasonable efforts to determine the customer’s 

identity, and have effective procedures for verifying the bonafides of new 

customers. 

 Commercial Banks must be cooperation with law enforcement agencies. With 

any constraints imposed by rules relating to customer confidentially, 

Commercial banks should cooperate fully with national law enforcement 

agencies including, where there are reasonable grounds for suspecting money 

laundering, taking appropriate measures which are consistent with the law. 

 Commercial Banks should need to increase diligence to deal with suspicious 
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and unusual transactions. Commercial Banks investigated and that the 

information is brought to the attention of competent authorities, supervisors, 

auditors and law enforcement agencies. If there is suspicion that the funds stem 

from crime, then there ought to be a requirement to repost to supervisors and 

law enforcement authority.   

 Commercial Banks should know, state bank and regulatory body, policy to 

identity of its own customers, even if these are represented by lawyers, in order 

to detect and prevent suspicious transactions as well as to enable it to comply 

swiftly with information or sudden requests by the competent authorities.  

 Commercial Banks need to facilitate detection and monitoring of cash 

transactions, without hindrances in any way the freedom of capital movements, 

above a given threshold, to verification, administrative monitoring, declaration 

or record keeping requirements. 

 To strengthen international cooperation on information exchange and law 

enforcement.  

 Proper mechanisms for handling suspicious reports.  

 A compliance culture among commercial banks, and to ensure that they put 

proper systems and procedures in place.  

 To exchange with overseas anti money laundering agencies related information 

and data in line with the provisions of related laws and administrative 

regulations, 

 Developing national anti money Laundering  database, keeping safely 

information submitted by financial institutions regarding large value trading and 

suspicious trading, 

 To encourage financial supervisors to apply bank-licensing procedures strictly, 

exchange information, and train practitioners.  

 To increase public awareness of the threat from money laundering.  

 Increasing coordination between the multiple agencies (national and 

international) involved and to improve the limited intelligence sharing.  

 To increase the limited human resources involved in the labor intensive and 

time consuming work of investigating suspected violations.  

 Implementation on a world wide basis of a consistent set of policies. (E.g. 
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FATF 40 Recommendations).  

 To focus on new technologies and increase countermeasures to combat their use 

for money laundering.  

 To share forfeited proceeds with law enforcement agencies.  

 Introduce measures that make the movement of money more visible.  

By implementing the recommendations above, the authorities should further strengthen 

the fight against the money launderer and show them that there is no place to hide. 

 Finally, Commercial banks are urged to develop programs against money laundering 

that minimally would see the development of policies and procedures and the 

involvement of management in the process. On going employee, training programs and 

audit checks of the system are also recommended. 
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APPENDIX  

APPENDIX A: QUESTIONNAIRE 
 

               RESEARCH THESIS 

 

Prevalence of money laundering & it’s compliance in commercial Banks of 

Lahore.  

Name of the Bank__________                                         

1. Does money laundering exist in Pakistan? 

 

o Yes  

o No 

o Do not know 

2. If yes, which source is used for money laundering in Pakistan? 

 

o Shall Banks 

o Hundi 

o Commercial Banks 

o Money Changers 

o Smuarfing 

o Hundi and Money Changers 

o Any other 

3. To what extent money laundering exist in Pakistan? 

o 0%   -  25% 

o 26%-  50% 

o 51% -  75% 

o 75%  -100% 

o To certain extent________ 
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4. To what extent bank allow the money to be deposit by the customer at one 

time? 

 

o Rs.100 – Rs.1 lac 

o Rs.2 lac – 10 lac 

o Rs.1million –   Rs.10million 

o Rs.10million – Rs.20 million 

o To certain extent_________ 

5. To what extent bank allow the depositor, to deposit money over the counter 

transaction? 

 

o Rs.100 – Rs.1 lac 

o Rs.2 lac – 10 lac 

o Rs.1million –   Rs.10million 

o Rs.10million – Rs.20 million 

o To certain extent_________ 

 

6. What is the maximum interest rate on deposit, when deposit is greater then 1 

million? 

 

o 0%   -  10% 

o 11% -  20% 

o 21% -  30% 

o 31%  - 40% 

o To certain extent_________ 

 

7. Does bank allow the depositor to transfer money from one bank to another bank 

or other country banks? 

 

o Yes  

o No 
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8. If yes, then what effect on the performance of the bank? 

 

o Increase the performance. 

o Decrease the performance. 

o Decrease the deposit. 

o No effect. 

9. To what extent (minimum to maximum) permission is granted to the customer 

by the bank to transfer money from on bank to another bank or from one 

country to another country? 

 

o Rs.1000          -    Rs. 1 Lac 

o Rs. 1Lac         -    Rs.  1 million 

o Rs. 1 million    -    Rs. 10 million  

o Rs.10 million   –   Rs. 20 million 

o To certain extent_________ 

 

10. Does bank allow the non-account holder to transfer money to the other bank or 

to another branch of the same bank, or from other country bank? 

 

o Yes 

o No 

 

11. To what extent the bank allow the non-account holder to transfer the money at 

one time? 

 

o Rs 1000 – Rs. 10000 

o Rs. 10000 – Rs. 1 Lac 

o Rs. 1 Lac – Rs.5 Lac 

o Rs. 5 Lac – Rs 10 Lac 

o To certain extent________ 

 

12. To what extent the bank allow the non account holder to transfer amount to his 
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own account? 

o Rs 1000- Rs 10000 

o Rs 10000 – Rs. 1 Lac 

o Rs. 1 Lac – Rs. 5 Lac 

o To certain extent________ 

 

13. To what extent (minimum to maximum) transfer fee is charged by the bank 

when the amount is transferred from one destination to another destination? 

 

o 0%   -10% 

o 11% -20% 

o 21% -30% 

o 31% - 40% 

o To certain extent______ 

14. Does anti-money laundering and KYC go hand in hand? 

o Yes  

o No 

o Does not know 

15. Which identifying bank systems will you introduce as a result of KYC? 

 

o Customer information 

o Customer nature of business 

o Customer source of income 

o All of the above 

 

16. Do Banks use KYC as? 

 

o Ongoing process 

o It done when bank need information 

o When SBP advice the Banks. 

o To be conducted at the time when bank entering into a formal 

relationship with Customer. 
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o All of above 

 

17. How can bank recognize the customer which has never been seen before?  

 

o Introduction 

o ID card 

o Reference 

o All of above 

 

18. Which elements are used to manage the money laundering risk in the bank? 

 

o Senior  management oversight 

o Well defined organizational structure and staffing  

o Independent monitoring and assessment 

o Ongoing interaction with audit and risk review and other control 

functions.  

o All of the above 

19. Which Customers must be identified by the bank? 

 

o Worthy customers 

o High risk customers 

o Non resident customers 

o Resident customers 

o All of the above 

 

20. How money laundering effect the bank? 

 

o Unbalanced growth in deposit.  

o Provide liquidity position. 

o Performance increase. 

o Risk Increase. 

o Deposit increase. 
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o All of above. 

 

21. If money laundering effect on the bank then which type of risk create money 

laundering for the bank. 

o Reputation risk 

o Credit risk 

o Operational risk 

o Compliance risk 

o All of above 

 

22. Does the bank take steps to understand the normal and expected transactions of 

its customers based on its risk assessment of its customers? 

 

o Yes 

o No 

23. Which prudential regulation is implemented by the bank to identify the 

customer? 

o KYC 

o Anti money Laundering 

o both 

24. How frequently are your staffs trained on KYC processes?  

 

o Quarterly 

o Semiannually  

o Annually 

o Both 

 

25. Do you have any suggestion about the anti money laundering?  
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APPENDIX B: Glossary  

Money laundering                 
The process by which the proceeds of crime are converted into assets which appear to 
have a legitimate origin.  
Anti money laundering     
Anti money laundering, the process by which efforts. are made to prevent and, detect 
money laundering 
Compliance                   
The process complying with laws, regulations and guidance. 
Base l 
The Basel Committee formulates broad supervisory standards and guidelines and 
recommends statements of best practice for banking supervisory authorities to 
implement in ways best suited to their own national systems. 
Basel II                                 
The Basel committee of banking supervisions. Basel II helped to strengthen the 
soundness and stability of the international banking system as a result of the higher 
capital rations it required. 
Know Your Customer (KYC)    
The requirement that financial institutions understand who their customers are, which 
includes obtaining documentation to verify identity, address source of Income. 
Non-Bank institution           
Non-Banking Financial Institutions By law or regulation, the jurisdiction requires non 
bank financial institutions    to meet the same customer identification standards and 
adhere to    the same reporting requirements that it imposes on banks. 
Data Protection   
The regulation of the use of personal data held by businesses, covering the way such 
Information is handled and the rights of individuals to gain access to information held 
about them. 
Dormant Accounts  
These are bank accounts where there have been no transactions (deposits or 
withdrawals for a period of time (usually at least a year) and where the account holder 
has made no contact with the bank during the period or following attempts made by 
the bank to make contact with the account holder. 

Terrorist Financing        
The financing of terrorist acts, terrorists, and terrorist organizations 
Financial Action Task Force (FATF) 
Financial action task force is an inter-governmental body; its Secretariat is based at the 
Organization for Economic Co-operation and Development (OECD). FATF’s purpose 
is to develop and promote policies to combat money laundering and terrorist financing. 
It currently has 29 member countries. 
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Transaction Monitoring: Monitoring customer transactions for indications of 
suspicious activity report to be filed.  


