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ABSTRACT 
Money laundering lies in the country and makes it dangerous for the economy and growth. 

It is an attempt to illegally hide the sources of today's fast-paced economy which is difficult 

to chart. As a result, the small states with an underdeveloped financial structure find it 

challenging to manage financial resources. It is a "little white lie" of international crime. 

An argument made by R.T. Naylor that "money laundering is an artificial and contrived 

offense that has no place in the statute books of a civilized country."3  Money Laundering 

can also disrupt public confidence in the banking system. It also leads to expansion in 

criminal activities. Where should the international clique look for replica and cooperation 

in the case of transnational organized crimes? An increase in money laundering, terror 

financing has led to the formation of the Financial Action Task Force (FATF), an 

intergovernmental organization formed in 1989 at the G7 summit, Paris. It contains a set 

of standards to promote effective legal implementation combat money laundering by terror 

organizations. It is a policy-making body that makes progress through peer review, i.e., a 

mutual evaluation by member countries. This paper aims to place the interaction between 

Pakistan and the Financial Action Task Force while also presenting the features and 

functions of FATF. Similarly, this paper addresses the consequences of being on a grey list 

and its effect on a nation. Finally, the paper discusses how COVID-19, a global pandemic, 

poses a threat to the FATF 

Keywords: Money Laundering, Financial Action Task Force (FATF), Pakistan. 

 

I. INTRODUCTION  
A FATF, abbreviated for Financial Action Task Force, is an intergovernmental organization 

founded in 1989 in Paris by the Group of Seven (G7). It aims to tackle money laundering, 

terrorism funding, and other global economic system-wide challenges. It is a policy-making as 

well as an implementation agency.  

 
1 Author is a student at Guru Gobind Singh Indraprastha University, Delhi, India. 
2 Author is a student at Guru Gobind Singh Indraprastha University, Delhi, India. 
3 Naylor, R. T. (2004). Wages of crime: Black markets, illegal finance, and the underworld economy. Ithaca: 

Cornell University Press. 
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Initially, the Task Force was constituted to address the medication problem and fraudulent tax 

evasion and misuse by money-related foundations. In April 1990, the FATF issued 40 detailed 

recommendations on how to mitigate this risk. Following 9/11, eight additional Special 

Recommendations were added; as the FATF's mandate was extended to include the fight 

against psychological oppressor funding, a ninth recommendation was added in 2004.  

The FATF monitors its members' progress toward implementing critical policies, audits and 

counter-quantifies illicit tax avoidance and fear-based oppressor finance practices. It also 

promotes the systematic collection and use of appropriate measures. The FATF, in 

collaboration with other universal collaborators, seeks to identify national-level gaps to prevent 

misuse of the global budgetary system. The FATF Plenary sits thrice a year.  

(A) Objectives: 

• To gain an understanding of the FATF's duties and authority. 

•  To comprehend the ramifications of being placed on a grey list and the impact on a 

country. 

• To analyze Pakistan's condition, which is listed under the FATF's Grey List. 

II. COUNTRIES LISTED UNDER FATF 
The countries with deficiencies in strategies in anti-money laundering activities are subject to 

monitoring and supervision under Financial Action Task Force. Cayman Island, Burkina Faso, 

Morocco, and Senegal have been added to the FATF grey list in February 2021,4 where 

Cayman Island has pledged to take an action, prosecute, and monitor; Burkina Faso has to meet 

through an action plan of 10 points, including strengthening its supervision, enforcement of 

laws and improve transparency in reports. Morocco has also started to work on law 

enforcement agencies, enhancing supervision and ensuring that the information is accurate. 

Senegal has also decided to implement a five-point strategy to deal with the risks of money 

laundering. 

The Financial Action Task Force recognized some countries such as Iraq, Bosnia and 

Herzegovina, Bosnia, Afghanistan, Laos, Ethiopia, Yemen, Uganda, and Syria that possess 

some deficiencies in addressing money laundering issues. Still, at the same time, they have 

made a high-level political commitment to improve their drawbacks.5 

 
4 FATF adds four countries to AML ‘grey list’ following plenary, GRC WORLD FORUMS (June 1, 2021, 10:54 AM) 

https://www.grcworldforums.com/financial-crime/fatf-adds-four-countries-to-aml-grey-list-following-

plenary/954.article. 
5 Improving Global AML/CFT Compliance: On-going Process, Financial Action Task Force. 
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International counter-terrorism strategies have put organizations that advocate for women's 

rights, especially in developed countries, at risk. Combating extremism has stifled room for 

peace promotion and gender empowerment. The Financial Action Task Force's 'Interpretative 

Note,' Recommendation 8, has resulted in problems for the Government and donors in fulfilling 

financial obligations, which has resulted in delays in cash transactions and the closure of 

consumer accounts because they could pose a danger to terror organizations. This has increased 

the reliance on cash for human rights activists through black marketing. As a result, they are 

unable to carry out their efforts for social and political reform. 

III. FATF'S LISTS 
The FATF's overarching objective was to examine and develop strategies to combat tax 

evasion. In October 2001, the FATF expanded its mandate to include efforts to combat terror 

funding, illicit tax evasion, and human trafficking. FATF maintains two types of records, the 

black list is the first, and the grey list is the second.  

(A) Black List 

This list of nations that the FATF finds uncooperative duty safe houses for fear financing. 

These countries and territories are referred to as Non-Cooperative Countries or Territories 

(NCCTs). Countries that advocate fear funding and illicit tax evasion are put on the Blacklist. 

Since 2000, the Financial Action Task Force has issued a FATF or OECD boycott against 

countries it deems unhelpful in the global fight against illicit tax evasion and dreads 

subsidizing.  

(B) Grey List 

All nations that are not known to be a sheltered paradise for fear-mongering and illicit tax 

evasion; retained for this rundown. At the moment, the consideration is not as extreme as 

boycotted.  

Dark rundown serves as a warning to the country that it may occur during Black rundown, for 

example: Giving a yellow card in a soccer game. If a government cannot rein in the 

mushrooming of terror subsidizing and unlawful tax evasion, it is demoted to the FATF's 

Blacklist for a boycott. When a country enters the Grey show, it faces various difficulties, 

including the following:  

1. Financial authorizations from international institutions and difficulty obtaining loans 

from global institutions (IMF, the World Bank, etc.). 

2. Significant decrease in universal trade and possible international boycott. 

https://www.ijlmh.com/
https://www.ijlmh.com/


 
2625 International Journal of Law Management & Humanities [Vol. 4 Iss 3; 2622] 

© 2021. International Journal of Law Management & Humanities   [ISSN 2581-5369] 

3. Creates a negative impact on a nation's financial situation. 

IV. FATF'S AUTHORITY AND FUNCTIONS 
The FATF is a self-governing intergovernmental organization that develops and promotes 

agreements to safeguard the global fiscal environment, ensuring that it cannot be abused by 

fear mongers and other anti-social elements. The task force aims to implement policies relevant 

to social and institutional facets to destabilize the financial and growing concern. Nonetheless, 

the FATF is unable to provide advice on the credentials or function of affiliations.  

The Financial Action Task Force's primary function is to monitor the party's progress and 

ensure they adhere to the recommendations. A few countries have been identified as being 

uncooperative regarding adhering to the suggestions and making progress. These countries 

include North Korea and Iraq, which are seen as lacking in anti-money laundering capabilities. 

If these countries fail to track and enhance their performance, countermeasures must be taken. 

The Task Force is experiencing a number of challenges in ensuring that its members adhere to 

its guidelines. Recommendations can be evaluated and updated regularly. It is essential to 

incorporate novel approaches. Additionally, certain modifications to rules and policies can be 

made from time to time.  

Since its inception, the FATF has established real credibility as an expert group, resulting in an 

expanded awareness of the challenges confronting the global financial system and human 

security issues such as fear-mongering. It has exerted a growing influence on the regulatory 

structure that oversees financial transactions, making it less susceptible to abuse from profiteers 

and psychological insurgents. 

At the moment, the FATF is handling digital currency as well. The term 'virtual asset' refers to 

any intangible expression of the value that can be exchanged, transmitted, or used as payment 

in a digital environment. It excludes fiat currencies and digital representations.6 Virtual 

properties have a plethora of future advantages. They have the potential to simplify, accelerate, 

and lower the cost of payments, as well as offer an alternate means of income for those without 

access to traditional financial items.  

However, they risk becoming a virtual safe harbor for criminals and terrorists' financial 

transactions without adequate oversight. It has closely watched trends in the crypto sphere and 

has seen the developed countries controlling the virtual asset market in recent years. The FATF 

has released global, legally binding guidelines to deter the manipulation of virtual assets for 

 
6 Virtual Assets, FATF (June 1, 2021, 10:55 AM) https://www.fatf-gafi.org/publications/virtualassets/documents/ 

virtual-assets.html 
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money laundering and terrorist funding with the help of the G20.  

V. FATF KEEPS PAKISTAN ON THE GREY LIST: A TIMELINE 
The period from 1989 to 2009 is characterized by the rampant growth of Black Money 

worldwide. This has affected the developing countries but with the complexity of the banking 

system of developed countries. In 1989, the financial action task force was established as an 

inter-ministerial body to work towards the flow of black money from the communist world. 

There was a massive outflow of the assets by the private interest held in public trust in 1991. 

Further, an International Bank, BCCI, was dissolved after the intense lobbying of personal 

American banking interest. In 1997, Pakistan issued the anti-terrorism act to Limit their funding 

channels. In 2001, the focus of FATF was diverted from post-communist society towards the 

Muslim country. This was a part of the American effort to spread freedom. In 2004, 40 

recommendations were produced by FATF. Further, in 2008 the best banking system was ruled 

by a mortgage crisis where a large part from financial opaqueness spread a contentious risk 

across the International system. In 2008, a report was passed by the task force with concerns 

about AML/CFT implementation in Pakistan. 

In 2010, Pakistan enacted the anti-money laundering act, and in 2012, the FATF published its 

revisions to the working group's guidelines on assessment and implementation. Pakistan was 

included on a grey list of territories to be watched and reintroduced the 88 anti-money 

laundering amendment acts in 2015 as a means of excluding itself from the grey list. In 2015, 

China-Pakistan economic corridor was announced with dollar 62 billion allocations in 

investment and infrastructure projects. In 2016, India's ruling party, Bhartiya Janata Party 

(BJP), initiated a demonetization scheme to eliminate their lower denomination Banknotes in 

India. Further, in 2018, Pakistan was put on the grey list as a part of an effort by India and the 

USA to inspire through economic violence. 

Pakistan has initially been placed on the grey list in 2012 and remained till 2015. The country 

was again put on the FATF's "Grey List" in June 2018 and required to implement a plan of 

action by October 2019. Since then, the country has remained on the list as a result of its refusal 

to adhere to the FATF directive. It refused to stick to the 27-point action plan for policing 

terrorism financing. The international terror funding monitor also warned Pakistan of severe 

consequences for its inability to curb money laundering and terror financing. The FATF's 

plenary meeting took place in Paris from February 16-21, 2021. Following extensive 

negotiations and a compelling argument for Pakistan's substantial success on various fronts, 

the FATF's consensus is to grant Pakistan more time to comply with the recommendations 

https://www.ijlmh.com/
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thoroughly. Pakistan was found to have made significant progress on 14 of the required 22 

points. Thanks to the COVID-19 pandemic, Pakistan was granted full implementation until 

February, 2021 during the October-2020 Plenary. It has previously failed to comply with six 

of the directives 27 provisions completely.  

At its February 2021 meeting, the FATF recognized substantial progress toward resolving 

shortcomings in 24 of the 27 activities and urged Pakistan authorities to complete the required 

by June 2021. 

Pakistan's continued inclusion on the "Grey List" would make it more difficult for the 

Government to obtain financial assistance from the IMF, the World Bank, the Asian 

Development Bank, and the European Union, further complicating matters for a country still 

dealing with significant financial difficulties. If Pakistan does not comply with the order of the 

FATF, the international body is likely to put the country on the "Black List," alongside North 

Korea and Iran. India has maintained that Pakistan provides routine assistance to terrorist 

organizations such as the LeT, the JeM, and the Hizbul Mujahideen, both of which have as 

their primary target like India, and has urged the FATF to take action against Islamabad.  

Pakistan required 12 out of 39 votes to switch from the "Grey List" to the "White List." To 

avoid being included on the "Black list," it would consist of the assistance of two more 

countries. According to a recent study paper published by an Islamabad-based think tank, 

Pakistan has suffered gross economic losses of USD 38 billion as a result of the FATF's 

decision to put the country on its grey list three times since 2008. What is now critical is that 

Pakistan completes the action plan as soon as possible7. 

Additionally, a notice on the FATF's website was referenced which says Pakistan should 

continue to work on implementing the three remaining items in its action plan to address its 

strategically important deficiencies, namely by: (1) demonstrating that TF investigations and 

prosecutions target persons and entities acting on behalf or at the direction of the designated 

persons or entities; (2) demonstrating that TF prosecutions result in effective, proportionate 

and dissuasive sanctions; and (3) demonstrating effective implementation of targeted financial 

sanctions against all 1267 and 1373 designated terrorists,  specifically those acting for or on 

their behalf. As all action plan deadlines have expired, the FATF strongly urges Pakistan to 

complete its entire action plan before June 2021 swiftly."8 

 
7 Dr Naafey Sardar,The Impact of FATF Grey-Listing on Pakistan’s Economy, https://www.tabadlab.com/wp-

content/uploads/2021/02/Tabadlab-Working-Paper-07-Bearing-the-Cost-of-Global-Politics.pdf 
8 Jurisdictions under Increased Monitoring - February 2021, FATF (June 1, 2021, 10:54 AM), https://www.fatf-

gafi.org/publications/high-risk-and-other-monitored-jurisdictions/documents/increased-monitoring-february-
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In response, Hammad Azhar, Pakistan's current energy minister, said in a tweet that "Pakistan 

has completed almost 90% of its current FATF action-plan with 24 out of 27 items rated as 

'largely addressed' and remaining three items' addressed.' FATF has acknowledged Pak's high-

level political commitment since 2018 that led to significant progress." 

(A) Terror Funding Sources 

Terrorist organizations have raised funds and received significant donations from legalized 

sources such as foundations, self-funding by terrorists, corporations, personal investments, and 

welfare payments. This is referred to as "black washing," legitimate funds, such as funding 

from welfare benefits, are converted for terrorist purposes.  

The enjoyment of public trust by charitable organizations has become especially appealing to 

terrorist funding. In pursuing the critical financial degree necessary to tackle terrorism, the 

Financial Action Task Force discovered that "the misuse of charitable organizations to 

subsidize terrorism is seen as a critical weakness in the global effort to eliminate such financing 

at its source."9 A grave injustice is being perpetrated upon supporters, who contribute to the 

charity with the aim of doing good, but it is being used as a terror fund. The orphans are 

subjected to a greater degree of neglect because the charity intended to feed them is not used. 

Numerous incidents have also been identified in which the entire charity is used to commit 

deception against supporters in order to collect money for terrorist organizations. Additionally, 

legitimate companies have been used to fund extremist acts. Terrorist organizations have often 

used their peers and family to finance their activities, a practice is known as self-funding. The 

funds required for small attacks are typically raised by deposits, credit, or revenue generated 

by companies under their influence. 

Additionally, they have sought ransom by abduction, robbery, extortion, human trafficking, 

and cocaine trafficking. It is critical to prevent terror financing from being collected, 

transferred, and used. There are a few foreign responses that specifically discuss this situation 

and work to deter terrorist financing. The FATF Special Recommendation holds countries 

accountable for implementing targeted financial sanctions regimes that recognize and seize the 

assets of organizations that facilitate terrorist financing. Efforts must be taken to trace the 

origins, but this has become more complicated as the terrorist financial pursuit has become 

more complex. The Financial Action Task Force has identified extensive, effective information 

exchange between the public and private sectors as a high-level proposal for improving a risk-

 
2021.html 
9 FATF Best Practices paper on Special Recommendation VIII. 
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based approach to money laundering and terrorist funding.10  

VI. ROLE OF INTERNATIONAL MONETARY FUND AND WORLD BANK IN COMBATING 

MONEY LAUNDERING 
In 2002 and 2003, the International Monetary Fund and the World Bank collaborated on a 

programme in which they addressed different nations and assessed their approach in detecting 

and controlling money laundering with the use of methods established by the Financial Action 

Task Force.11 They made this a permanent component of their policies in 2004. These money 

laundering and terrorist financing offenses have an impact on the economy as well.12 They are 

associated with financial fraud, which results in capital flight from the banking system, eroding 

the country's credibility. When criminal industries become a part of the economy and cash is 

kept outside the bank in black money, these practices corrupt savings, assets, and money 

demand. Additionally, corruption in markets has harmed the economy's future growth. This 

has also harmed the country's economy and has a detrimental impact on the stability of other 

nations. 

VII. FATF FOCUS ON COVID-19 
Pandemic has led to global challenges, economic disruptions, daily financial activities threat, 

and increased crimes related to Covid-19. INTERPOL and others consider fake medicines and 

protective clothing counterfeiting as a threat to the world.13  There has been an increase in 

cyber-related crimes worldwide, in particular, SMS and email, which include fake links to 

government packages, bank distribution aid, and fake websites. Also, emails have been 

received stating that investments will grow like a miracle due to pandemic and so on. The 

FATF will continue to watch the repercussions of the pandemic on rising unemployment, 

increasing circulation of cash, financial distress, bankruptcy, ensuring that countries are safe 

from criminal activities, such as money laundering and terror financing, should remain a 

priority for all Government across the globe.  

 
10 FATF Guidance on the Risk-Based Approach to Combating Money Laundering and Terrorist Financing: High 

Level Principles and Procedures; paragraph 2.17ff. 
11 Twelve-Month Pilot Program of Anti-Money Laundering and Combating the Financing of Terrorism 

(AML/CFT) Assessments: Joint Report on the Review of the Pilot Program. The International Monetary Fund 

and the World Bank,  
12 Anti-Money Laundering and Combatting the Financing of Terrorism (AML/CFT) Report on the Effectiveness 

of the Program, Annex 4. 
13www.interpol.int/en/News-and-Events/News/2020/Global-operation-sees-a-rise-in-fake-medicalproducts-

related-to-COVID-19 and www.europol.europa.eu/newsroom/news/viral-marketing-counterfeits-in-time-of-

pandemic respectively. 
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VIII. CONCLUDING REMARKS  
The Financial Action Task Force should review and take necessary measures to gain access to 

and track countries while establishing strategies and a structural mechanism for assessing 

financial risks. The majority of donors, both multilateral and bilateral, have adopted a system 

for determining the risk associated with contributing, i.e., funding. This is an attempt to ensure 

that funds are used for the intended purpose. This is accomplished in order to combat fraud, 

corruption, and money laundering. If the finance sector is opaque, it facilitates more unethical 

practices by assisting corrupt officials in concealing criminal profits, which results in bribes. 

Donor institutions will use the Financial Action Task Force's analyses and assessments to better 

understand the country's capacity to combat extremism and corruption over time. FATF reports 

help nations access loopholes and areas of concern in their anti-money laundering mechanisms 

and establish precedents for areas that need to be addressed. Pakistan remains in the doldrums, 

but the prospect of being blacklisted seemed remote at the time. If Blacklisted, it will result in 

further financial damage for Pakistan, which could have a negative effect on its imports, 

exports, and international transactions, as well as force risk rating agencies such as fitch to 

lower ratings. Thus, steps must be taken, and if not, ratings would be downgraded. 

***** 
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