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Abstract 
 
Much have been written in the past regarding money laundering and its characteristics and its 

impact to the global economy. Nevertheless, minimum attention has been paid to how 

dimensions of money laundering, national and institutional culture, and financial infrastructure 

have caused a major setback in compliance with Financial Action Task Force (FATF) anti-

money laundering recommendations in East Africa, (Kenya, Tanzania and Uganda). This 

research project explores how dimensions of money laundering, national and institutional 

culture and financial infrastructure have contributed to a struggle to comply with these anti-

money laundering recommendations. 

The literature is reviewed against the following themes; Money laundering issues in East Africa 

(dimensions of money laundering), The national and institutional culture and how it has 

influenced money laundering in East Africa (using institutional theory, has helped to guide an 

understanding of how National and institutions culture, are possible factors that determine 

management and institutional practices), The financial infrastructure and the nature of the 

economy and lastly, The FATF anti money laundering recommendations. Specifically, the 

seven objectives of this research study are: to assess money laundering awareness in East 

Africa; to assess the benefits of information sharing and how it can be used to detect the flow 

of terrorist finances in East Africa; to assess the benefits of training to Know Your Customer 

(KYC) in East Africa; to investigate corruption culture and how is has made it difficult to 

determine the wealth of politically exposed persons in East Africa; to investigate and analyse 

the nature of financial Infrastructure in East Africa; to assess the current money laundering 

situation in East Africa; and to assess whether the current FATF anti money laundering 

recommendations cater for the needs of East African countries. 

This research study is designed to apply mixed methods specifically, convergent parallel mixed 

methods, using both questionnaire and interview methods to investigate and analyse the 



 
 

12 

compliance of FATF anti-money laundering recommendations among banks in East Africa. 

Using a sample of bank management officials and frontline staff, within three countries in East 

Africa, first, the research study applies the use of a questionnaire from a sample of 206 front 

line staff members and 103 management officials to explore the compliance of anti-money 

laundering recommendations. Secondly, using interviews with a sample of 10 top management 

officials in the banking sector in East Africa. The qualitative research also reports the findings 

on national and institutional culture, financial infrastructure and dimensions of money 

laundering as identified in the literature.  

The findings from both quantitative and qualitative have helped to expand the understanding 

on the nature of these recommendations on how dimensions of money laundering, national and 

institutional culture and financial infrastructure have affected the compliance of FATF anti-

money laundering recommendations in East Africa. The study identifies that effective 

compliance of anti-money laundering recommendations in East Africa, is dependent on the 

following issues being addressed: The issue of national and institutional culture, specifically 

the issue of corruption, Politically Exposed Persons (PEPs) and awareness of money 

laundering; The issue of financial infrastructure, specifically addressing the issue of cash based 

economy, accessibility of financial services, and formalities in opening and maintaining bank 

accounts: finally the issue of dimensions of money laundering specifically, cooperation among 

banks, information sharing and  transaction monitoring. 

This research study contributes to the body of knowledge in the area of money laundering 

specifically in the field of forensic accounting. Using convergent parallel mixed methods to 

explore the compliance of FATF anti-money laundering recommendations. Exploiting findings 

from both quantitative and qualitative have helped to expand the understanding on the nature 

of these anti-money laundering recommendations especially, how dimensions of money 

laundering, national and institutional culture, and financial infrastructure have affected the 
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compliance of FATF anti-money laundering recommendations based on East African 

perspective. 
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CHAPTER 1 

1.0 Introduction 
 

In recent years, anti-money laundering regulation has emerged as a key part of international 

financial regulation, in terms of government involvement and media attention, and with regard 

to the effort by professionals in the banking industry, Maggetti, (2014). Moreover, Money 

laundering is increasingly becoming one of the great ethical alarms of modern days, Alldridge, 

(2008). Banks play a significant role in enabling money launderers to launder their illicit 

proceeds especially in developing countries Ping, (2010). Banks can facilitate the placement 

and movement of illicit funds through the financial system, (Gikonyo, 2018; Bidabad, 2017; 

Otusanya et al, 2011; He, 2010). The dirty money often enters into the banking system through 

money transactions going through intermediate organisations or brokers, this enables the source 

of money to be concealed, this makes money laundering criminals to achieve their goal, 

Bidabad, (2017). The susceptibility of the financial system has become more noticeable 

because money-laundering has become global, and the financial aspects of money laundering 

have become more complex, due to rapid developments in technology and the globalisation of 

the financial services, (Hendriyetty and Grewal, 2017; Otusanya et al, 2011; Imala, 2004; Imah, 

2003).  

Money laundering is used for illegal purposes as it masks the origins of illegal earnings, allows 

the organised crime to flourish through disguising the legitimacy around illicit funds and 

decreases the possibility of these funds from being traced, (Carlin and Lokanan, 2018; Young, 

2013; Camp, 2009). The seriousness of money laundering is reflected by taking into account 

the volume of funds laundered; estimated by the International Monetary Fund (IMF, 2015), to 

be around 2-5 percent of the world gross domestic product. Occurrences range from the state 



 
 

16 

corrupt officials that need somewhere to hide stolen money to other groups such as drug dealers 

and terrorist financers, (Global Witness, 2015; Ping, 2010; Johnson, 2001). Irrespective of the 

flaws and lack of accuracy of these estimations, the literature review provides strong evidence 

on the significance of the magnitude of money laundering at national and international levels, 

and the results still show significant amounts that cannot be ignored, Hendriyetty and Grewal, 

(2017). Nevertheless, the possible relief from the magnitude of money laundering comes from 

the current Anti-money laundering rules and regulations applied in most countries all over the 

world, which are formulated on internationally agreed standards. These include Financial 

Action Task Force (FATF), which compels banks and other financial institutions to perform a 

range of checks that helps to detect the proceeds of corruption and other financial crimes and 

money intended for terrorist groups Global Witness, (2015). Though, most banks tend to uphold 

these anti-money laundering rules and recommendations, the majority of banks do not. The 

reason is not that there are no anti-money laundering policies in place, but that a lack of 

willingness and the high costs involved in the implementation have seen most banks especially 

in developing countries turning a blind eye on these Anti-Money Laundering (AML) policies, 

Global Witness, (2015). The failure to implement these recommendations has led to banks and 

other financial institutions not having essential systems in place that can be used spot suspicious 

transactions. This means turning a blind eye to risky transactions, just because the transactions 

add towards the profits and the continuous survival of the institution. Consequently, this has 

resulted in too many banks leaving their doors wide open for corrupt people and other financial 

criminals to use banks and other financial institutions to launder their ill-gotten funds (Global 

Witness, 2015). 

Money laundering and terrorist financing are the two types of financial misconduct with 

overwhelming effects that extend beyond supposedly harmless financial transactions, FATF, 

(2004). From the profits generated from the low-level narcotics /drug traffickers to the assets 
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embezzled from State resources by deceitful and corrupt government officials, the illicit 

proceeds have the influence and power to corrupt and eventually weaken the communities or 

the economy of any nation, especially the developing ones, (FATF, 2004 and Johnson, 2008). 

The terrorist organisations are able to conduct their deceptive activities on a global scale even 

in places that were once considered immune to such acts through their unnoticed financial 

support arrangements FATF, (2004). In these cases, money laundering criminals and terrorists 

have succeeded in exploiting loopholes or other flaws in legitimate financial system to launder 

criminal proceeds and to support terrorist activities, (Johnson, 2008 and FATF, 2004). 

According to Unger et al (2006), although money laundering has received a considerable 

attention from high and respectable political and influential figures all around the world and 

international organizations, it has still not been given enough coverage in the news and in public 

debate. The reason being that, when money laundering is reported in the news, it is usually 

under the guise of offences such as terrorist financing or drug trafficking, rather than being 

reported as money laundering in its own right, (Rusanov and Pudovochkin, 2018; Unger et al 

2006). This is the main reason why most countries especially the developing ones fail to 

regulate money-laundering crimes because they fail to distinguish which crimes are related to 

money laundering and which ones are not (Unger et al 2006).  

All over the world, banks have increasingly become a main target for money launderers to 

execute their money laundering operations and financial crimes, (Shawgat, 2011; FSA, 2011; 

Ping, 2010). The reason being that, they offer a range of financial services and instruments that 

can easily be exploited to conceal the original source of money, (Shawgat, 2011; Vaithilingam 

and Nair, 2007; Bradley and Steward, 2002). Money Launderers attempt to disguise their real 

identity to the bankers with their refined, expressive and enchanting behaviour, as they convert 

their dirty money into clean money. Singh (2009), money launderers generally use the financial 

system in two stages to conceal the source of the funds. First, they place their illicit proceeds 
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into financial system to validate the funds and introduce these funds in the financial system and 

secondly, after introducing the dirty money into the financial system, through a chain of 

transactions, they distance the funds from illegal source. Consequently, the financial 

institutions through which the dirty money is laundered become unsuspicious victims of this 

crime, Shawgat, (2011). Subsequently, money Laundering hinders the status of the financial 

institution and may lead to an increase in the operational risk of the banks. This occurs when 

the bank itself is involved with the money launderers or any other form of criminal activities, 

Bartlett, (2002). Therefore, without even participating in any other form of criminal offence, 

money laundering itself may be the reason for the failure of the banking /financial sector of any 

economy, (Vaithilingam & Nair, 2007, Singh, 2009; Simwayi & Guohua, 2011). This may 

result to people losing their confidence in the banking system; such loss of confidence may 

result into failure of the formal financial sectors such as banking and as a result, people might 

opt out, Ping, (2010). This may increase the activities of informal financial firms. The growth 

of such activities of the informal sector might again increase the likelihood of money laundering 

prevailing because most of them are not regulated, (Chêne, 2008, Ping, 2010). Further, the 

frequent absence of the required legislative framework, the lack of effective criminalisation of 

money laundering and terrorist financing, and the relative ineffectiveness of financial-sector 

supervision are all factors, which render financial sectors in Africa vulnerable to these criminal 

activities, (Moshi, 2007).   

Over the past years the banking sector, financial institutions, and the financial services industry 

have continued to be vulnerable to abuse by criminals laundering illegally obtained profits and 

funds intended to finance terrorist activities, (Sarigul, 2013; FATF, 2003; Office of the 

Controller of the Currency, 2002). Throughout the world, as explained earlier, banks have 

increasingly become a major target for money laundering operations and financial crimes, 

(Reuter, 2012 and Johnson 2008). The reason behind this is that they provide a diversity of 
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financial services and mechanisms used to conceal the actual source of money laundered. 

Money laundering is often identified as the contributing factor in the current global financial 

crisis and the source of instability in the global financial system, Reuter, (2012). Additionally, 

this has also been identified as the major obstacle to the growth and soundness of financial 

systems in developing countries, Reuter, (2012). Recent record fines imposed on major 

financial institutions again affirm that banks face extraordinary pressure to comply with anti-

money laundering regulations, Boles, (2015). Regulators have managed to collect more than 

$10 billion in fines and settlements on banks over the last few years between 2012-2014, 

demonstrating the determination and ability of regulators to use civil and criminal law to 

enforce financial sanctions on a global level, (Boles, 2015; Proviti, 2014). Money Launderers 

bid to conceal their real identity to the banking institutions with their well-planned, articulate 

and enchanting behaviour, which enables them to convert their dirty money into clean money, 

(Shawgat, 2011; Ping, 2010). The flow of illicit funds via the banking system is fuelled by 

secrecy and non-transparency norms that are observed by large parts of the banking systems 

globally, Shawgat, (2011). The sums of money that vanish from poor countries are totalled in 

trillions of USD and are reported to be on the increase (Markovska and Adams, 2015; FATF, 

2011). Africa Competitiveness Report, (2011) indicated that more than 80% of the population 

in East Africa do not use the formal banking system. This is due to the widespread cash-based 

economy that results in the lack of proper monitoring and control of transactions conducted 

among individuals, which leaves no trail as to where the money comes from and where it is 

heading to, (Nantege, 2013; Africa Competitiveness Report, 2011).  

According to Mumo, (2012), East African banks have reportedly lost Sh4.06 billion ($48.3 

million) to money laundering in the eighteen months ended June 2012. Banks have a central 

role to play in curbing the threat of money laundering, but due to the existence of bank secrecy 

it makes the task of curbing money laundering even more difficult because information cannot 
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be shared easily which gives room for money launderers to use the loophole to conduct their 

money laundering activities, (Carlin and Lokanan, 2018; Ejanthkar and Mohanty, 2011: 

Shawgat, 2011). Moreover, banking secrecy guarantees the safety and reliability of the banking 

system by avoiding the disclosure of information which could weaken public confidence in 

banks (Aspalella, 2014; Jawahitha, 2002).  Much has been written in the past regarding money 

laundering and its characteristics and its impact on the East African economy and the global 

economy (Bartlett, 2002; Vaithilingam & Nair, 2007; Singh, 2009; Simwayi & Guohua, 2011; 

Hendriyetty and Grewal, 2017). In the process of developing this research study, the main 

emphasis has been placed on the use of primary information which forms the basis of originality 

of the research work and supported by references from secondary sources of information, if 

need arises, to support the primary sources gathered. Nevertheless, minimum attention has been 

paid to how dimensions of money laundering, national and institutional culture and financial 

infrastructure have caused a major setback in compliance with FATF anti-money laundering 

recommendations among banks in East Africa. This research project intends to explore how 

dimensions of money laundering, national and institutional culture, and financial infrastructure 

have contributed to a struggle for banks to comply with these anti-money laundering 

recommendations. This study hopes to fill this gap in the literature. The compliance of anti-

money laundering recommendations comes with a hefty cost, and further it has contributed to 

banks’ inefficiency because of high running costs involved to ensure that there is a proper 

implementation of those regulations. AML has also proved to be inefficient due to the 

increasing number of money laundering crimes such as terrorism, drug trafficking, human 

trafficking, armed military weapons smuggling, which have proved to be a major disaster, not 

only to the global economy, but also to the security of the entire world, (Masciandaro, 1998). 

The following paragraph reviews the evidence on corruption in the three countries individually: 

Kenya, Uganda, Tanzania. First Kenya which has been revealed by The Corruption Perception 
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Index (2008 to be the most corrupt country in the East African region due to the high lack of 

accountability of government officials who have been enjoying the monopoly of their powers 

to swindle away public resources for their own gain. Further, according to Gikoyo, (2018); 

FATF, (2015); and World Bank, (2013); Kenya is considered as a channel to conceal the 

proceeds of crime, before being transferred to another jurisdiction, thus concealing the source 

of origins of the funds. Equally, the country could be a destination for laundered funds as a 

result of cross-border cash transfers (Gikoyo, 2018). Kenya is also considered as a transit point 

for international drug traffickers and trade-based money laundering, Gikonyo, (2018). Second 

Uganda, according to recent reports, was the only African nation on FATF’s list of jurisdictions 

in 2016 with strategic insufficiencies on implementation of anti-money laundering 

recommendations, Getz et al, (2017). Third Tanzania, according to FATF annual report (2014), 

is still vulnerable to money laundering schemes and cross-border currency movements, which 

exploit the country’s unregulated financial sector, as well as to deficiencies in currency 

transaction reporting.  

The East African community is increasingly concerned with the growing number of cases 

relating to money laundering in the region, which have left a huge hole in the economy of the 

region as a result, (Gikoyo, 2018: Dusabe, 2016). Alessandra et al, (2014) have argued that 

developing countries need to take urgent measures that help to strengthen their own anti-money 

laundering laws and regulations. This research helps to gain a deeper understanding on the 

reasons as to why money laundering keeps on increasing in the region, despite having various 

international and domestic measures in place to curb this problem. Illicit financial flows often 

leave East Africa and other developing countries via the banking system. According to a report 

by the US State Department cited by Gastrow, (2011), on money laundering, Kenya’s financial 

system launders more than $100 million each year. This amount includes an amount relating to 

the proceeds of drug dealings and Somali piracy-related funds. The exploitation of the banking 
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sectors for money laundering and terrorism financing by money launderers has successfully 

tarnished the image and the confidence of the public towards the banking sector in East Africa, 

Arasa and Ottichilo, (2015). The growing threat of terrorism, helped by corruption from 

political figures, has imposed a major threat to the security, peace and development of East 

Africa. The Eastern and Southern Africa anti-money laundering group (ESAAMLG) and other 

anti-money laundering organisations in the world have provided some AML recommendations 

and measures, considered effective for banks and other financial institutions, (Centre on global 

counter terrorism cooperation, 2012). These measures can be used to combat the growing threat 

of money laundering in the region. Further, both the ESAAMLG and financial action task force 

(FATF) have identified a number of states in the sub-Saharan region, which are displaying 

weak implementation of the anti-money laundering standards (AML) and combating of terrorist 

financing, (Centre on Global Counter Terrorism Cooperation, 2012). Some of those states, 

including Kenya and Ethiopia, have shown no sign of improvement, which has lead them to be 

placed under International Cooperation Review Group (ICRG) to be monitored. Moreover, if 

these countries fail to portray any improvement on implementation of AML regulations as 

instructed by ESAAMLG this may result in their exclusion or them being blacklisted. This may 

result in an increase in the costs of dealing with the international financial system that then 

causes a major setback in economic development and investment. Because Kenya and most of 

other African countries are dependent on foreign investors, in the case of a country being 

blacklisted because of money laundering, this could push away investors because they wouldn’t 

feel secure in an environment where there are no proper regulations and policies in place to 

protect their interests especially from ML, (Centre on Global Counter Terrorism Cooperation, 

2012).  

Under the FATF regulations, all financial institutions have the obligation to ensure that they 

maintain vigorous internal AML measures and procedures that can help to prevent the 
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institution used for money laundering activities, (McLaughlin, 2013 and Shawgat, 2011). 

Further, financial institutions are required to adopt intensive measures to ensure that they 

tighten their fiduciary safeguards by ensuring that all loans and transactions taken or made 

through banks are used for the intended purpose and not subjected to any financial crimes such 

as terrorism financing, (Furguson et al, 2015).  

1.1 Background of study 

Since the mid-1980s, some if in not most of the countries all around the world decided to 

expand the legal description of the term money laundering, (Unger et al 2006 and Fossen, 

2003). This is to incorporate tax evasion, illegal capital flight, fraud, insider trading, 

misappropriation of public funds, bribery, corruption, racketeering, terrorism, arms trafficking, 

prostitution, and other growing crimes categorized as “predicate offenses” (i.e., offenses for 

which money can illegally be laundered), Fossen, (2003). Thus, governments and regulators 

have incorporated new crimes which they want and need to combat, beyond the original drug 

trafficking, into the umbrella term of money laundering, Fossen (2003), writing about the 

Pacific Islands, argued that the expansion of these wide range of offenses covered by the term 

“money laundering” has aided the production of endless reports showing that money laundering 

(especially for the non-drug crimes) was growing at a very high pace. Similarly, money 

laundering has had a major impact on the economy of East Africa and has affected and 

weakened the financial sectors (especially the banking sector) in the region. The war on money 

laundering has increasingly become a key element of concern in promoting the welfare and 

prosperity of financial institutions in East Africa, (Chatain et al, 2009).  

According to International Compliance Association (2014), the term “money-laundering” is a 

generic term used to describe the process by which criminals disguise the original ownership 
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and control of the proceeds of criminal conduct by making such proceeds appear to have 

been derived from a legitimate source. Money laundering involves the hiding away of money 

or assets from the eyes of the law to avoid paying tax or confiscation by regulators. There is 

limited literature on the origin of money laundering. According to Morris, (2013), the history 

gives us a glimpse on how people used to hide their wealth by digging holes and burying them, 

witnessed when Chinese merchants used to hide their wealth from rulers 2000 years B.C.  Apart 

from hiding them, they would invest the wealth acquired in remote areas far away from their 

land. This shows that money laundering existed since time memorial, but it was never given 

recognition unlike in recent times where it has received massive attention. Twenty years ago, 

not a single country had a policy against money laundering; currently, over 170 have very 

similar anti-money laundering policies in place, Sharman, (2008). The seriousness of money 

laundering is reflected by taking into account the volume of funds laundered; estimated by the 

International Monetary Fund (IMF, 2015), to be around 2-5 percent of the world gross domestic 

product. Further, money-laundering crimes have significant economic and social consequences 

for countries worldwide. It has weakened the financial systems, which are the main players for 

global financial transactions, which in turn will jeopardize the socio-economic development of 

countries worldwide, International Monetary Fund, (IMF, 2015). For money laundering 

activities to be carried out, a medium to facilitate the movement of illegal funds is required. 

The preferred medium chosen by most money launderers is financial institutions, especially the 

banking institutions, Masciandaro, (1999). Further, the reason for opting to use the banking 

institutions to aide ML is the efficiency in terms of time it takes to transfer a huge sum of cash, 

coupled by low costs of carrying out financial transactions, which have made banking 

institutions a major target for money launderers, (Masciandaro, 1999). 

In 1986, money laundering was not a crime anywhere in the world. Currently over 170 countries 

have criminalized money laundering and most of these countries have set up specialized 
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agencies to combat it, (FATF, 2012). A co-ordinated fight against money laundering was 

initiated at the 1989 G7 meeting in Paris (the Arch summit) that saw the introduction of FATF. 

In the 1990s the scope of the anti-money laundering regime, which at the start had targeted only 

proceeds from the drug trade, gradually extended to cover the financial transactions of criminal 

organizations. All transactions tied to any illegal activity were included in 1996, different 

professions were involved and the requirements of due diligence were increased, (FATF, 2012). 

Three European orders were enforced – in 1991, 2001 and 2005 - to promote the development 

of FATF (FATF, 2012). Today all financial transactions are closely supervised to ensure the 

transfer of elicit proceeds are minimized and the finance sector, particularly banks, plays a 

significant role in the implementation of the standards. In the East African community, (EAC) 

Kenya has been ranked as having the highest rate of cases relating to money laundering and 

has been named by FATF as one of the worst countries in East Africa for the failure to meet 

anti-money laundering standards. This is mainly caused by the high level of corruption that 

exists in the country (Migiro & Dawson, 2013). Kenya is followed by Uganda and Tanzania, 

Ngarambe. (2012). East African countries need to take more active measures to fight against 

money laundering, as recent money laundering incidents have affected their economy. This 

situation imposes a major threat to East Africa as far as economic development and moving 

from being a developing to a developed region is concerned. Foreign donors such as UK have 

threatened to withdraw grants and financial assistance unless improvements are made to ensure 

that there is an active implementation of anti-money laundering laws, Solomon, (2018). The 

former South African president Thabo Mbeki has commented on the issue of money laundering 

by saying Africa in general loses approximately $15 billion each year through the transfer of 

illegal money and adding, “Africans should be nationalistic if the problem of illicit financial 

flows is to be addressed”, (Chawe, 2013).  
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1.2 Main aim of study  

The main aim of this study is to explore how dimensions of money laundering (information 

sharing and how it can be used to detect the terrorist finances), national and institutional culture 

(corruption and PEPS), and financial infrastructure (accessibility, cost and cash-based 

economy) have affected compliance with FATF anti-money laundering recommendations 

among banks in East Africa.  
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CHAPTER 2 

2.0 Literature review 

2.1 Money laundering issues in East Africa (Dimensions of money-

laundering) 

The concept of placement, layering and integration has been the basis for the most worldwide 

anti money laundering (AML) training, Murray, (2018). Enablers, in the form of corrupt 

financial institutions and expert gatekeepers, are able to develop ways of appearing to comply 

with AML regulations at the same time providing their criminal clients with money laundering 

schemes, (Murray, 2018). Money laundering criminals manage to carry out their laundering 

activities through depositing of illegal money into the financial institutions, mainly banks and 

subsequently, if it is assumed to be essential, the money launderers may decide to transfer the 

money to overseas bank accounts (money laundering havens) through wire transfers in order 

to conceal their origin, (Arasa and Ottichilo, 2015: Sohn, 2002). Having the capacity to launder 

the illicit proceeds through the use of banking system, according to Sohn, (2002), is considered 

to be vital for the success of any criminal or illegal operation that may require the concealment 

of its illicit proceeds. Increase in demand for integration of illicit proceeds into the world’s 

financial system and the removal of barriers, which encourages free movement of capital, are 

two major factors that have contributed immensely to an increase in money laundering through 

the banking system especially in East Africa, (Sohn, 2002). 

It is increasingly getting more difficult to actually identify suspicious money laundering 

transactions because criminals are becoming increasingly clever, therefore, they adopt new 

techniques every now and then in the process of cleansing their dirty money, (Lilley, 2006; 

Ping, 2010). Further, Illicit financial flows often leave East Africa and other developing 
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countries via the banking system. According to a report by the US State Department cited by 

Gastrow, (2011), on money laundering, the report indicated that Kenya’s financial system 

launders more than $100 million each year, this amount includes some amount relating to the 

proceeds of drug dealings and Somali piracy-related funds. Through this system, it has 

encouraged money launderers to conceal the origin of funds laundered, which has left Kenya 

vulnerable to money laundering crimes and on the brink of being blacklisted due to a number 

of money laundering incidents in the country, Gastrow, (2011). Equally, money laundering 

activities can be carried out either with in the country or outside the country and according to 

UNODC noted by, Katasonov, (2014) almost ¾ of dirty money is received from all other types 

of illegal activities and 2/3 of the dirty money is received thorough money laundering. This 

shows how serious money laundering is in today’s world and the risk that is involved if such 

funds fall into the wrong hands, especially terrorist groups that keep on growing each day 

(Katasonov, 2014). 

Kenya, Tanzania and Uganda have increasingly become transit countries for trafficking drugs 

to different parts of the world such as Europe, USA, China, and Turkey, (Gastrow, 2011: 

Warutere, 2006). In East Africa, Kenya is considered to be in a strategic location in the region 

of East Africa, complimented by having good connections to countries all over the world, thus 

making Kenya the centre for travel, business and other regional operations, Warutere, (2006). 

This has proved to be a disadvantage because apart from being an attractive centre for business 

operation it has also developed some growing links of money laundering, drug trafficking and 

international terrorism criminals that are also using the loophole to conduct their illegal 

activities in the region, Warutere, (2006).  Further, as detailed earlier, East Africa has become 

the major platform for trafficking of illegal drugs compared to other parts of Africa, (United 

Nations Office on Drugs and Crime, 2010). Recent statistics show that Tanzania alone has 

seized 225 tonnes of cannabis herb, while Kenya reported seizures of cocaine with an estimated 
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street value of US$ 85 million that was seized at the Kenyan coast town of Malindi back in 

January 2005, (United Nations Office on Drugs and Crime, 2010; Warutere, 2006). In addition, 

another incidence was 44 tons of cannabis herbs seized in 2007. This brings us to the question 

where are all the proceeds of crime have been hidden? Alternatively, how do these criminals 

conceal the origin of their illicit proceeds? The answer to these questions can be seen to be 

obvious from the evidence of recent fines imposed on banks for facilitating money laundering, 

(Boles, 2015; United Nations Office on Drugs and Crime, 2010; Warutere, 2006). This has 

brought major consequences not only to the banking institutions but also to the economy and 

to the society. Where according to Mugumu, (2010), approximately there are 1.2 million heroin 

users in Africa, more than 200,000 drug addicts in Kenya alone that means based on these 

figures Kenya has 17% of the total drug users in Africa. This shows that, the region is not only 

affected by proceeds of drugs but also increases the problems that are brought about due to the 

existence of such business in the region, Mugumu, (2010). Making the region not only a transit 

point, also a destination of the drugs due to vast number of users, with an estimated 24-25 tons 

used every year; (organised crime and trafficking in Eastern Africa, 2009). There are more 

serious consequences if the banks and government allow themselves to be used by these 

criminals; one of the obvious consequences is that investors and other grants flowing to the 

region will be cut off if no actions are taken to neutralize the situation, Goredema et al, (2003). 

According to studies conducted by IMF, money laundering can lead to unexpected changes in 

money demand and increased prudential risks to the welfare of the banking sector. It can lead 

to increased volatility of international capital flows and exchange rates, which will definitely 

affect the level of country’s foreign investment, which might also prove to be a huge blow to 

country’s present and future growth, (Goredema et al, 2003). 

According to, Goredema et al, (2003); ESAAMLG have three dimensions of money laundering 

in the region; 
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Figure 1 Dimensions of money laundering 

 
 

1) Internal money laundering; this involves laundering of illicit proceeds, which 

are then concealed and used internally without taking them across the border, Goredema 

et al, (2003).  Money laundering does not necessarily require the use of international 

transactions; there are instances where money laundering is purely domestic. This 

means that the process of placement, layering and integration occur inside the country. 

The nature of this dimension of money laundering tends to be difficult to obtain accurate 

information on as to its scale and frequency, as most people tend to rely on indicators 

and unreliable evidence to draw some conclusions about the incidence of money 

laundering, Goredema et al, (2003). Although most of anti-money laundering laws and 

guidelines focuses on money laundered across the border, a significant amount of 

corrupt funds and other illicit proceeds often never leaves the country according to 

Pedro & Alessandra, (2012). In most cases, funds laundered that are used to finance real 

estates and extravagant life styles among money launderers often go unnoticed. Further, 

East African region is a cash-based economy region. Various studies that have been 

conducted by the central bank of Tanzania (BOT) have indicated that approximately; 

82% of the total households have been keeping their saving at home and the remainder 

18% of the household have been saving using appropriate methods, which includes 

The
Three dimensions of money 
laundering in East Africa

Internal money laundering Incoming money laundering Outgoing money laundering
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banks, and investing into shares, Bagenda, (2003). This shows that a lack of tangible 

and reliable financial services has resulted in people using cash to facilitate most, if not 

all their business transactions. In-support, Humprey et al, (1996); Wakamori and Welte, 

(2017), many consumers favour cash payments for its simplicity of use and speed of 

settlement. Houses are purchased through physical cash, and cash is later injected into 

registered banks to cleanse the dirty cash, with banks not able, to trace the origin of the 

funds because of the cash-based system, (Moshi, 2012: Warutere, 2006). The real estate 

market in East Africa is considered as a growing vehicle for facilitating money 

laundering in the region; this is due to the existence of the cash-based economy that has 

fuelled money laundering activities in the region thus making East Africa more 

appealing to money launderers from all over the world, (Moshi, 2012). This situation 

has led to a struggle in tackling money-laundering activities in the region. The existing 

circumstances encourage money-laundering activities to take place within the region 

without a trace.  

Example 1, Recent money laundering scandal involving Tanzanian Politicians who 

have managed to launder more than Tsh 300 billion ($200 million) by opening an 

account in the central bank of Tanzania that was intended to settle debts involving an 

electricity supply company. However, according to the investigation, the opening of that 

account was a ploy by some politicians to siphon government funds intended for settling 

some of the government debts. The money was later transferred to two different banks 

in Tanzania namely; StanBic bank and Mkombozi commercial banks used to clean up 

the money laundered before being withdrawn as physical Cash and distributed among 

politicians involved and other law enforcement personnel i.e. Judicial Judges. This has 

prompted the money laundering watchdog of Tanzania to blacklist and fine the two 
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banks for encouraging money laundering crimes in Tanzania, (Public accounts 

Committee (PAC), 2014, Pg 6).  

This scenario shows vividly that money laundering does not necessary require cross 

border transfers in order to cleanse the illicit funds. It can be carried out internally, and 

the government and the banks need to keep a close eye on activities such as these and 

tighten the anti-money laundering policies to prevent money launderers from exploiting 

the system to launder their illicit proceeds, (Pedro & Alessandra, 2012 Goredema et al, 

2003).  

2) Incoming money laundering; this involves the illicit proceeds that have been 

laundered from outside the country and therefore are being introduced into the country’s 

economy Goredema et al, (2003). This means that the process of placement and layering 

is done in the country. Although, integration is done outside the country or the country 

of origin this is mostly done through electronic transfer. Alldridge (2008) views about 

money laundering slightly disagrees with Cotterill (2001) in a manner that money 

laundering is when people make illegal money elsewhere and bring it to country and 

invest it rather than earning illegal money within country and investing it outside the 

country. Kemal, (2014), emphasised that It is not important to know which offence has 

generated dirty money, but how to curb it is what is important. According to, Dicta, 

(2014), East Africa is believed to be more exposed to money laundering due to its weak 

financial policies and structure and this has led to the region being used as money 

laundering haven.  

Example 2; A case that involved an Italian national Francesco Tramontano who was 

responsible for organising a plan to defraud the Belgian Development office with the 

sum of $1.8 million which was injected into the Tanzanian economy as a form of aid. 

Later it was revealed that the money acquired was though illegal means and it had been 
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brought into the country as a method of layering in order to disguise the source. This 

case acts as a major alert to the country and region as most money launders find it 

easier to inject money into the economy using charity organisations in the region, 

Bagenda, (2003).  

The same applies to drug trafficking and other serious money laundering crimes that 

are the consequences of Eastern and Western drug cartels using the coast of East Africa 

as transit for their drugs to the European market (Simser, 2012; Gastrow, 2011: 

Warutere, 2006). This can be evidenced by a number of incidents that have happened 

recently in a time frame of 2013- 2014, where a Danish Navy impounded a boat full of 

cocaine at the coast of Tanzania and where the Canadian and Australian Navies also 

impounded illicit drugs worth about $100 million dollars in Zanzibar, Gastrow, (2011). 

This shows that East Africa is more exposed than most regions to foreign money 

launderers who use the region as the transit area for their illicit proceeds, hence exposing 

the region at risk of also becoming one of the money laundering heavens in the world 

due to weak financial and legal controls.  Further, according to reports in 2010 an 

astonishing $2.1 billion has been laundered into the Kenyan economy without the 

government being able to determine or trace its source. This shows how vulnerable the 

financial system in East Africa is to illegal funds flowing towards the region. Moreover, 

as witnessed, several terrorists’ attacks taking place in Kenya and this leaves so many 

questions as to whether the money laundered may be falling to these terrorist groups 

who have continued to grow and torment the region. In addition, if no action is taken 

there is a high possibility the region might be blacklisted which will dent any hopes of 

economic progression in the near future, (Gastrow, 2011). 

3) Outgoing money laundering; this involves transferring of illicit proceeds to 

countries abroad; thus, the process of placement and layering is conducted outside the 
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country of origin of proceeds of crime, Goredema et al, (2003). The techniques used for 

money laundering are correspondingly the same to those, used to disguise the sources. 

According to, Otusanya & Lauwo, (2012), huge sums of money are reported to be 

flowing out of developing countries into developed countries each year.  Countless 

studies have tried to give an estimate on the amount of money laundered (Gilmour and 

Ridley, 2015; Schott, 2006; Biagioli, 2008; Walker and Unger, 2009; Zdanowicz, 

2009). The difficulties related with determining actual figures have continued to be 

noticeable, even though many estimates represent successful indications of the 

magnitude of money laundering, Gilmour and Ridley, (2015).  It has been estimated 

that the cross-border money laundering in developing countries is $1- $1.6 trillion 

annually. Moreover, most of these funds are being laundered using complex offshore 

systems that operate through the global banking system. Further, it is estimated that 

$100- $200 billion is laundered from Africa each year, this accounts for 10-20 percent 

of the total illicit flow out of the continent, (Transparency International 2004). That 

continent is reportedly producing only 3 percent of the world gross domestic product 

and this shows how serious money laundering is because the amount laundered is much 

bigger than the contribution towards the global gross domestic product. Evidently, this 

is a result of various criminal activities carried out in the continent Transparency 

International estimated that 10 of the most notoriously corrupt heads of state in 

developing countries may have, together, forcefully syphoned as much as US$60 billion 

out of their countries during their respective terms in office (Transparency International 

2004). Further in Baker, (2005), estimated that more than US$540 billion flows out of 

developing countries each year thanks to a combination of tax evasion, fraud in 

international trade, drug trafficking, and corruption. This situation draws us to the 

politically exposed persons (PEPs), these people are required to be treated with special 
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attention especially by banks when handling their transactions as we have witnessed 

that they have been responsible for money laundering crimes in the continent, (Gbenga, 

2007).  

Another technique used by money launderers in concealing the sources of money 

laundered out of East Africa is through terrorism financing. In East Africa, terrorism 

has been a major threat to the economy and security to the countries in the region Okoth, 

(2014). One of the fearful terrorist groups in East Africa “Al shabaab”, that has recently 

caused huge damage to the economy and image (famous for its tourism attraction and 

vast investment opportunities and economy) of East Africa, through a terrorist attacks 

on Nairobi, Kenya, (Solomon, 2018; Okoth, 2014). This has led to the Anti-Terror 

Police Unit and other state security agencies in Kenya to start searching for any 

suspicious financial transactions and illegal cash dealings that have possible links to Al-

Shabaab. The money trail flows out of Mombasa, Nairobi and the Northern Eastern part 

of Kenya suspected of financing the terrorist group in Somalia. The Kenyan police are 

also investigating individuals believed to be Kenyan citizens suspected of financing the 

terrorists in Somalia, Okoth, (2014). The recent attack on Kenya is not the only attack 

made by the group. Over the years, Uganda and Tanzania have been affected by similar 

attacks. Katasonov (2014), the table below shows the global pattern of money 

laundering both in and outside the country. 

 The nature of borders in most of the African countries contributes highly to the increase in 

money laundering, Katasonov, (2014). According to, Ansahfifi, (2013), African countries still 

embrace the cash-based economies hence it does not seem to be a problem when a travel or 

carry around physical cash of up to $50,000. This has proven to be a problem because money 

launderers have continuously used African countries to launder money without a trace, (Global 

Witness, 2015: Johnson, 2001). According to Dev & Joseph (2014), the recent estimate shows 
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that the developing world lost $991.2 billion in illicit financial flows in the year 2011, This 

amount is ten times the amount of official development aid that is being given to the 

development world and equally greater than the amount of direct foreign investment received. 

Illicit outflows from developing countries increased at a trend rate of 9.4% per annum over a 

period of 2003- 2012. $6.6 trillion was laundered from developing countries in the same period. 

Equally sub-Saharan countries accounted for 8% of the total amount of money laundered from 

the developing countries in the period of 2003- 2012 this shows that money-laundering 

activities have become a major threat in the world more than any other illegal activities that 

were once thought to be a threat. This calls for more actions and measures taken by each 

individual country to ensure that this threat is tackled before it gets out of control (Katasonov, 

2014: Dev & Joseph 2014: Ansahfifi, 2013). 

The success of money laundering abuse has a far stretching impact on financial systems of 

many developing countries, i.e., in East Africa money laundered ultimately flows into the 

international financial system and in the course of this process countries incorporated into the 

global financial systems are then exposed to the occurrence of money laundering, Aluko and 

Bagheri, (2012).  Also exposed are the financial institutions that rely on the ill-gotten capital 

drained off by corrupt political officials and other public office holders. Hence, these financial 

institutions are unable to endure the tests of market competition (Aluko and Bagheri, 2012 and 

McLaughlin, 2013). As a result, many of these financial institutions disintegrated thus, 

exposing the instability of the country’s financial system now considered not to be investment 

friendly. This situation amounts to hindrance that hinders the flow of investments and economic 

development in the developing countries, Aluko and Bagheri, (2012). Developing countries 

having been finding it difficult to attract foreign investments that are contributory factors to 

economic development and financial stability. The negative damaging reputation attributed to 

money laundering activities reduces legitimate international opportunities and sustainable 
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economic growth and, further, portraying international organised criminal groups with 

undesirable reputations and therefore weakening development and economic growth, (Hans & 

Oliver, 2007). 

2.2 The National and Institutional culture, how it has influenced 

money laundering in the organisations East Africa 

2.2.0 Introduction to National culture in East Africa 

Culture as defined by Furguson et al, (2015) is “the ideas, customs, and social behaviour of a 

particular people or society.” In addition, culture is the glue that binds individuals to an 

institution; it creates a consistent framework for behaviours and business practices. This means 

that the values embedded in people’s lives that determine their behaviours and perception 

towards different situation, Furguson et al, (2015). Additionally, according to, Holbeche, 

(2005), culture is composed by many factors these includes the society in which the 

organisation is situated, market and competition, and technology. Culture is born through social 

interaction among individuals whom at the end form one agreement on how to interact and 

behave collectively. This interaction might form a positive or negative culture depending on 

the ability of the society to adopt behaviours that are suitable and beneficial to all members in 

the society, (Holbeche, 2005).   

According to Rusanov and Pudovochkin, (2018); Mugarura, (2016), corruption and money 

laundering are connected to each other, therefore, they should be treated as crimes of 

comparable magnitude because at the moment corruption is not treated seriously as money 

laundering especially in Africa. Moreover, Corruption offenses are considered to be traditional 

predicate offenses for money laundering, Rusanov and Pudovochkin, (2018). Corruption 

according to (Markovska and Adams, 2015; Idowu and Obasan, 2012), is a big hindrance for 
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the campaign against money laundering. In the modern world, corruption is considered as one 

of the most relevant indicators of quality of Governance. If corruption is high in the society, it 

will have a direct effect on the quality of good governance, Hillman and Ursprung (2000). 

Further, according to, (Minkov & Blagoev 2009; Husted, 1999); despite having various 

political, economic, psychological and institutional explanations about the existence of 

corruption, minimum attention has been paid to the question of national and institutional 

culture. The corruption culture has also rubbed off on the institutional culture that has led to 

the increase in financial crimes such as money laundering in East Africa. Pillay and Dorasamy, 

(2010), have focused on culture as the main pillar of corruption have treated corruption 

behaviour as a direct aspect of the micro dimensions of the culture that exists in the society. 

According to Kemal, (2014); Carr and Golby, (2009), money laundering activities, especially 

relating to the proceeds of corruption, normally take place through the money transfers 

channelled through the world’s financial systems. That is why financial institutions are 

considered vulnerable as far as money laundering is concerned in East Africa; the situation 

further fuelled by the existence of corruption, which makes the task of detecting and fighting 

against money laundering a difficult task for regulators, (Mugarura, 2010; Carr and Golby, 

2009).  

In recent years the banking community as a whole, not only in developing countries such as the 

East African countries but also in the rest of the world has an urgent necessity to repair and 

restore the destruction done by failures in its values and conducts, Furguson et al, (2015). This 

calls for some urgent measures to confront and challenge its shortcomings especially on issues 

relating to financial crimes and their role in facilitating such crimes. To be accomplished 

through improved strength and determination to defeat these challenges and display some 

tangible developments in terms of outcomes and reputation, Furguson et al, (2015). To be 

achieved through the moulding of institutional culture and conduct which can be used to 
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influence people throughout each bank, to guarantee that their actions are coherent with the 

guidelines, requirements and the bank’s values, Furguson et al, (2015). According to Ogbodo 

and Mieseigha, (2013), the high level of corruption that exists among organisations and 

societies in East Africa has resulted to the emergence of several economic crimes such as 

money laundering that have adversely affected the level of economic development in East 

Africa. Not only has it negatively affected the economies of East African countries, but also it 

has seriously dented the image of the continent at the international Level. In East Africa, there 

is a complicit culture of corruption caused by greed and ostentatious life styles that cannot be 

sustained by people’s daily incomes, (Ogbodo and Mieseigha, 2013). The greatest concern that 

Kenya and other East African countries are facing is the spread of corruption in the region, the 

Transparency International corruption perceptions index, (2011), ranks Kenya as 154th out of 

182 countries with high level of corruption in the world. Moreover, In Uganda, corruption has 

sunk into the business community and the society as a whole, Mugarura, (2010). Corruption 

has translated into a form of moral hazard that is corroding the core of several societies in East 

Africa, (Mugarura, 2010; Alexander, 2009), corruption as culture varies from one society to 

another and is thus culturally relative. The action viewed as one of the factors that constitute 

corruption in one society may be viewed differently in another. In any case, corruption is 

perceived as an opportunity never to be missed. Whatever the opinion of corruption is, 

corruption is directly linked to ML and other forms of financial abuse, (Mugarura, 2010; 

Alexander, 2009).   

A survey by, Saltmarsh, (2000); has indicated that one of out of ten senior managers is dishonest 

and one in two has had a bad proven record of accomplishment in his or her previous jobs. 

Another survey conducted by the World Bank, (World Development Report, 1997), which 

involved 3,600 firms in 69 countries across the world, provided further evidence that corruption 

has been a major problem to investors. 40% of the investors had to pay bribes in order to 
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facilitate things to be done. Moreover, there is a close connection between money laundering 

and corruption, (Mugarura, 2010; Rose-Acherman, 1999). In addition, the growth of financial 

crimes, in many cases where money launderers cannot achieve their aims through the use or 

threat of the use of violence, corruption is considered as the best alternative, (World 

Development Report, 1997). 

According to Rusanov and Pudovochkin, (2018), it is a difficult task when it comes to control 

of corruption. The effects of corruption are felt in the political and social, as well as the 

economic, spheres, although, the direct costs of corruption may be high in terms of lost revenue 

or funds diverted from their intended use, (Mugarura, 2010; Gbenga, 2007).  For example, he 

World Bank has estimated that public officials worldwide have received more than USD1 

trillion in bribes each year, (UNECA, 2008). There is increasing evidence that the social and 

economic cost of corruption disproportionately affects the poor, who not only suffer from the 

lack of services and inefficient government but who are also powerless to resist the demands 

of corrupt officials, (Mugarura, 2010; Ikejiaku, 2009; Gbenga, 2007). Figures show that 

between the years of 1980 and 2009 approximately $1.2 trillion and $1.4 trillion respectively 

have left Africa through illicit financial flows, which are currently equal to African’s gross 

domestic product Makula, (2013). These figures surpass by far the amount of money that has 

been received from outside Africa in the same period this shows that money laundering is 

increasingly becoming a major threat not only in East Africa but to the rest of Africa mainly 

due to lack of accountability by both government and non-government officials, (Makula, 

2013). The economic, social, political and cultural situation of most developing countries 

makes them more vulnerable to money laundering activities (Dion, 2015; Aluko and Bagheri, 

2012). Developing countries have been more exposed and susceptible to the exploits of money 

laundering, money launderers tend to take into account various weaknesses of financial, 
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political and judiciary systems in developing countries, when choosing countries for their 

money laundering activities, (Dion, 2015; Mugarura, 2010). 

2.2.1 Institutional culture 

According to Shawgat, (2011), having a Weak institutional culture, especially having a weak 

corporate governance system can be seen as one of the significant threats in the process of 

combating money laundering and terrorism financing in developing countries, Shawgat, 

(2011). Bartlett (2002) has argued that there is a strong relationship between anti-money-

laundering policies and financial good-governance rules. The agency conflict between the 

managers and the shareholders, leads to moral hazard behaviour by the managers. Such 

behaviour may sometimes support or encourage money-laundering activities to generate higher 

free cash flow for the managers’ in order to fulfil their own personal interest, Bartlett, (2002). 

This will be a consequence unless the managers are compensated by the owners or are ethically 

motivated in terms having a good ethical culture in the organization. This would promote good 

behaviours among managers and other staff members; otherwise a question mark will hang 

over the success of AML compliance. Over the past two decades, according to Furguson et al, 

(2015), there has been a loss of trust in financial institutions by their existing clients, especially 

banks, and in their supposed dependability and credibility. Customers and Clients were treated 

as colleagues to whom the bank owed no duty or loyalty. There was a big slippage in the general 

standards of customer and client service in a number of jurisdictions, of which the senior 

management, regulators and the board, were in many cases largely uninformed, (Furguson et 

al, 2015; The Financial Conduct Authority, 2014).  

The work performed by the Group of Thirty (G30) and the Basel Committee on Banking 

Supervision (BCBS), has provided some highlight on how weak cultural foundations damaged 

the spirit of the financial system in the period leading to the 2008 financial crisis. Consequently, 
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during the period of the financial crisis, cultural and ethical lapses have continued to be 

apparent. According to Furguson et al, (2015), Having a weak risk culture, the regulators have 

placed more focus and their attentiveness on the systematic features of risk management, 

compared to the management/interpretative interference measures, Furguson et al, (2015). 

These two issues have resulted in a weak risk culture, with management failing to invest 

significantly in the balances and checks that are required to deal with the inherent improbability 

of the risk models Furguson et al, (2015). By having unproductive checks, balances, and 

compensation models that does not replicate the fundamental risks taken, risk takers were able 

to increase advantage and trading activities to systemically unsustainable levels. The same issue 

is applicable to money laundering where most banks especially in East Africa are mainly 

focused on low risk areas of customers and pay less attention to high risk customers such as the 

PEP`s. According to the investigation conducted by FSA, (2011); indicated that more than half 

of the banks investigated proved failure when it comes to the application of enhanced due 

diligence (EDD) measures in the higher risk situations and consequently failed to properly 

recognize or record unfavourable information about the customer or the customer’s beneficial 

owner. Further, approximately three quarters of the banks investigated have failed to respond 

appropriately in establishing the genuineness of the source of wealth and source of funds in 

question used as a bridge in creating a business relationship. This has proved huge concern 

particularly where the bank has proved to be aware of significant adverse information about the 

customer’s or beneficial owner’s integrity and the source of their funds; thus, making it difficult 

for these banks to tackle money laundering, which is increasingly becoming a major concern 

not only in East Africa but also on a global scale, (FSA, 2011).  

Corruption aids money laundering by bribing the financial institutions and private people who 

regulate anti-money laundering (Kemal 2014; Chaikin, 2008). The existence of corrupt 

government officials enhances the organized crime, and, therefore, increases the occurrence of 
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money laundering, Mendes and Oliveira, (2012). A more risk-based approach is required where 

PEPs direct, own or control respondent banks especially in East Africa. An investigation 

conducted by FSA, (2011); has revealed that there was a huge risk of some banks’ respondents, 

influenced by allegedly corrupt PEPs, increasing the risk of these banks used as vehicles for 

corruption and/or money laundering. As we have seen for the case of StanBic bank in Tanzania 

which was used by politicians to launder a sum of $122 million (Tsh 207 billion) from the state 

account in the central bank that was intended to fund an electricity supply project. In the end, 

the money ended up in personal accounts of politicians, Mkinga, (2014). This proves that 

sometimes in countries where politicians have a great control over most aspects, i.e. Tanzania 

it becomes easier for banks to be influenced by these people to act as a corporate vehicle to 

launder their illicit proceeds and in the end, the bank will suffer the consequences on behalf 

Heilman and Ndumbaro, (2002). That is to say, a more risk-based approach is required in order 

to prevent banks used by money laundering criminals. Further, investigation conducted by 

FSA, (2011); indicated that in some of the banks, the general concept of AML culture was still 

a great concern with senior management and the people responsible for compliance. This 

challenge the whole point of having an anti-money laundering regime especially the need to 

identify the PEPs, who according to many banks are seen as the valuable customers and the 

need to segregate them might result to losing them completely Lishan, (2013). This scenario 

has given a true picture that most banks are not fully aware of the magnitude of money 

laundering and the danger these people can bring. It is a high time the management of the banks 

took serious steps to ensure that they embed a compliance culture to ensure that all the high-

risk customers, especially the PEPs, are thoroughly reviewed. In such a way that they will not 

destroy the existing business relationship and at the same time making sure that all the 

transactions conducted are legitimate and there are no risks of money laundering, (Furguson et 

al, 2015; Lishan, (2013). 
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Godefroy et al, (2011), financial institution professionals were not destined for the purpose of 

managing and detecting any suspicious transactions. Undeniably, bankers are recognized for 

developing a professional culture of non- interference with the financial operations of their 

clients and enforcing a firm confidentiality rule for their clients, Godefroy et al, (2011). Based 

on this particular reason, they are often criticised for pretending to have a firm commitment in 

the implementation of AML/CTF activities, (Otusanya et al, 2011; Godefroy et al, 2011). 

Investigation conducted by, FSA, (2011); has indicated that in some banks investigated, the 

dominant culture has been shown to weaken the proper and effective implementation of the 

AML policies. Further, approximately half the banks used in the investigation, have been 

shown to have poor AML compliance culture and lack of strong leadership on issues relating 

to AML, this ranges from the senior management which is complemented by the lack of 

involvement of senior management in identifying PEP and high-risk customer and getting 

involved in the sign-off processes FSA, (2011). According to Global witness, (2014), “If you 

are an important person, and you work for a big international bank, you won’t be prosecuted 

even if you launder nine billion dollars. Even if you actively collude with people at the very top 

of the international narcotics trade, your punishment will be far smaller than that of the person 

at the very bottom of the world drug pyramid”. Based on Matt`s quote it shows that some top 

bank officials especially the bank managers and directors can conduct corrupt business 

transactions and still walk away scot-free because the regulators are more focused on the 

penalties being imposed on individual banks rather than focusing on the people responsible for 

facilitating such transactions, as described by the (FSA, 2011).  

Furguson et al, (2015), globally banks and banking today stand in “dishonour and shame”. This 

is due to the poor cultural bases and substantial cultural failures that were major root causes of 

the recent financial crisis and remain the main contributing factors in the financial scandals. 

Subsequently, the situation has worsened due to staff with questionable behaviours and values 
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that move from one bank to another with freedom, (Murray, 2018; Furguson et al, 2015). The 

existence and persisting harmful cultural norms, or subcultures within the large banks, 

incorporating in some cases criminal behaviour, has inflicted damage to the public, has caused 

reputational damage and loss of public trust, and has contributed to the hefty fines which have 

led to financial setbacks for these banks, lawsuits, and severe regulatory actions, Verhage, 

(2009). Money laundering has also proved to be economically costly to the society and has 

proved a major distraction for both the board and senior management, (Furguson et al, 2015). 

Public confidence in financial institutions especially banks, enhances their stability. This can 

be improved by having sound banking practices that reduce financial risks to their operations 

Furguson et al, (2015). These risks include the probable fact that either individuals or financial 

institutions will experience loss as a result of fraud from direct criminal activity; lenient internal 

controls; or violations of the laws and regulations of customer identification and due diligence 

procedures the latter are also known as “know your customer” (KYC) rules and are part of an 

effective AML/CFT regime. Nevertheless, according to Furguson et al, (2015), a bank with an 

unstable or adverse culture (or sub cultures) will face serious consequences both to its 

reputation and trust. Furguson et al (2015) articulates this is due to the following reasons: 

First, culture shapes the employees’ impression about their jobs and the industries they work 

in, and impact on how motivated staffs are and the way they work (job satisfaction, their 

efficiency, retention etc. 

Secondly, culture has a major impact on public opinion, and therefore shapes the reputation of 

an individual bank and of the sector extensively.  
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Third, cultures can improve factors that weaken the goals and values of senior management, 

thus reducing the effective control the management and the Board have over the bank and its 

employees.  

Future of Finance Council (FIS), (2013), several banks if not most, feel that the resources could 

be better deployed in propagating a culture of risk management in the financial crime area. The 

regulation does not necessarily achieve this and in practice deflects attention from the core 

problem. An inherent problem of the compliance culture is that all financial institutions tend to 

be treated in a similar fashion with little regard to transaction sizes or volumes. In reality, there 

are some fundamental differences. A company that is purely processing transactions for retail 

clients rarely encounters the issues that the regulations are in place to detect. For example, 

banks must monitor all transactions for politically exposed persons (PEPs) but for some banks, 

a PEP is a very rare occurrence especially in East Africa where these people are treated with 

respect and fear, (FIS, 2013).  

The Financial Conduct Authority, (2014), stressed that failure to establish a good AML culture 

among banks may lead to poor overall AML sanctions, systems and controls. Further, (The 

2011 AML review) found serious weaknesses in banks’ risk assessments of individual and 

business relationships. Based on the theory it further explains that humans tend to give a 

genuine reason on taking on some bad things that appear to be of benefit to them. The lack of 

fear by most of the top politicians and other government officials in East Africa is due to the 

absence of penalties that govern them on their daily actions. Thus, most people tend to use their 

status to intimidate law enforcement agencies to commit financial crimes; i.e. Former Bank of 

Tanzania (BOT) Director of Personnel and Administration Amatus Liyumba, who is 

responsible for causing over Tsh 221 billion loss to the Tanzanian government, by redirecting 

the cost of building the bank’s new headquarters. This is due to his monopoly power handed to 
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him by the government, where he can make decisions without any questions, which according 

to Tanzanian Affairs (2010), has led to a disgrace to the Tanzanian government. Thus, 

sustaining and achieving a vibrant culture that is internalized, comprehended, and admired by 

everyone in and outside the organisation is a difficult task to achieve. Developing and 

sustaining an organisation culture is a continuous process that requires determination, 

commitment and continuous focus and monitoring by the entire management and the board, 

(Furguson et al, 2015).  

2.3 The Financial Infrastructure and the nature of the economy   

Banks have recently been involved in several money laundering scandals, yet they still appear 

careless and emerge even stronger and powerful and more risk taking, Global Witness, (2015). 

The reason behind this is that the amount of penalties and fines imposed to these banks is 

considerably less than the actual amount earned through conducting business transactions with 

these money-laundering criminals, Hitesh and Bharat, (2012). Moreover, Boles, (2015), 

equally, emphasised that, AML noncompliant banks are seemingly receiving “slap on the wrist” 

penalties with no jail time or fines for bank personnel. This has shed some light on how some 

of the senior management in the banking sector, have taken the issue of money laundering 

lightly and are even ready to face the real consequences despite the risk associated with such 

business commitments, Global Witness, (2015). What does this the suggestion indicate? Well 

only that a large number of banks around the world have intentionally left the door wide open 

for corrupt officials and other money-laundering criminals. They have looted state funds or 

have committed a wide range of other criminal activities, and therefore need to launder their 

ill-gotten gains. This is true especially in Africa where politicians have power and influence on 

several institutions. Banks are supposed to carry out checks on their customers according to the 

international anti-money laundering recommendations and guidelines in order to attempt to put 
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an end to criminals from using banks to hide or use the sector as a vehicle to conceal and 

transfer their proceeds of crimes, (Global Witness, 2015). 

Financial institutions as discussed on the previous paragraph are the most widely used route by 

criminals to launder their illicit gains, both in the developed and developing countries, Shawgat, 

(2011). The Detection of money laundering transactions in the financial sectors still remains a 

great challenge in the process of combating money laundering and terrorist financing that are 

continuously becoming a major threat on the survival of the financial institutions especially the 

banking sector in the developing countries, (Shawgat, 2011; McLaughlin et al, 2010). Most 

financial institutions in the developing countries are still in the development stage and 

characterized by the lack of proper laws and technologies to govern and identify the money 

laundering activities that might arise, Shawgat, (2011). Therefore, appropriate actions are 

required against these criminal acts in order to protect the reputation of the financial institutions 

and the economy of the given countries, (Shawgat, 2011; Vaithilingam and Nair, 2009). This 

shows that in order for countries to have a low incidence of money laundering they must have 

comprehensive legal, tax and financial systems. Further, the soundness of financial systems 

depends on the low level of Money Laundering and a sound legal system, (Shawgat, 2011; 

IMF, 2001). Hence it can be argued that soundness of financial system depends on low level of 

money laundering. Therefore, developing countries need to give importance to identify the 

impact of Money Laundering in their financial system, so that they can prepare appropriate 

rules and regulations to combat such a criminal act, (Shawgat, 2011; IMF, 2001). 

Banks and other financial institutions are exposed to money laundering and terrorist financing 

activities especially in Africa. Most of these institutions lack enough resources to curb the 

money laundering threats and that is why they are urged to remain cautious Moshi, (2007). 

There has been no means or mechanism of measuring to what extent money laundering and 

terrorist financing activities are actually taking place within financial institutions in East Africa 
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and how much criminal organisations outside the region and the continent as a whole are 

involved in this criminal activity, Moshi, (2007).  Banks are seen as an essential part of the 

puzzle when it comes to illicit financial flows leaving the developing countries. Hence, more 

attention from the policy makers and donors has been concentrated on the supply side of 

services facilitating illicit financial flows, (Heggstad and Fjeldsstad, 2010; NOU 2009). The 

size of the banks appears to have a direct effect on the smooth compliance of KYC compliance 

due to the corresponding capital outlay, Arasa and Ottichilo, (2015). This has an influence 

depending on the level of accessibility to banking services. In this situation, it always shows 

the level and sophistication of investments in various resources, which in return illustrates the 

ability to manage KYC issues within their level group. The bank sizes also have an influence 

on a bank to have a higher competitive edge over any undue influence by influential customers 

due to the existence of well-established mechanisms, Arasa and Ottichilo, (2015). According 

to AUSTRAC, (2007), the risk-based approach of the Anti-Money Laundering and counter 

Terrorist Financing Act, significantly principles-based legislation, which aims at providing 

control to the banking institution itself to derive an AML/ CFT program that suits it. This 

transfer of control from the regulatory body to the governed entity provides some sort of 

flexibility, (Ross & Hannan, 2007).  

The transference of control requires the banking organizations to be well informed of the risks 

imposed to them. Any slight misinterpretation of these risks may be construed as non-

compliance, AUSTRAC, (2007).  Further, the KPMG survey, (2008); suggested that the big 

banks in terms of the size of infrastructure are more than capable of affording these KYC 

compliance fees. Therefore, it would be fair to say that small banking institutions who are new 

to the anti-money laundering practices would significantly find it hard going to be compliant 

due to the costs associated. Small banking institutions seen to have limited finances and a risk- 

based approach are hence expected by the reporting entities to have full understanding of the 
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ML/TF risks involved, which may prove to be difficult to regulate. Additionally, the cost of 

complying with the KYC can be demoralising, Clarke, (2006). Some commonly known factors 

are likely to increase the vulnerability of banking and other financial institutions. Compared 

with other banking and financial institutions in other parts of the world, the institutions in most 

African countries offer less accessibility to the international or foreign market, hence they are 

probably less vulnerable to foreign attempts to launder money and move funds for terrorist 

organisations. Because most of these institutions are quite small and not well developed 

compared to the other parts of the world, they often struggle to maximise business opportunities 

in a competitive market, this causes them to be less selective in their business relationships and 

leaves them vulnerable to money launderers, (Moshi, 2007).   

Kenya, Tanzania, and Uganda are the members of the East African Community and further, 

they have participated in the joint IMF-World Bank Financial Sector Assessment Program 

(FSAP) where all three countries were being assessed under the same umbrella, The Financial 

System Stability Assessment (FSSA), (2004). Nonetheless, the East African financial systems 

are different but concentrated in commercial banking and very small in relation to the economy, 

(FSSA), (2004). The Kenyan financial system regarded by far the largest compared to Tanzania 

and Uganda by total assets being about 31⁄2 times and 6 times the size of the financial systems 

in Tanzania and Uganda correspondingly. Measured relative to the economy, total assets of the 

financial system are equivalent to 56% of GDP in Kenya and approximately 30% in both 

Tanzania and Uganda. The larger size of the Kenyan financial system reflects the higher 

industrialization of the economy, the somewhat higher level of GDP per capita (about US$350 

for Kenya compared with roughly US$270 in Tanzania and US$260 in Uganda), as well as the 

fact that the Kenyan system has been opened to private banks since independence. The Kenyan 

system is the most diverse of the three in terms of the types and numbers of financial 

institutions. In all three countries, banks account for 60–80 percent of total financial systems’ 
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assets and have by far the largest number of customers compared to any other form of financial 

system, (Cihak and Podpiera, 2005).  

Most banks have values, ethics, mission, strategy, and conduct statements in place. Yet, the 

greatest challenge is making them dependable and constantly being compliant, Furguson et al, 

(2015). African banks are less efficient than banks in other developing regions of the world. 

Therefore, financial services are more expensive in terms of people’s affordability and have 

access to the banking services; Thorsten and Robert, (2013). There are four specific 

characteristics that make banking in Africa more difficult than in other regions of the 

developing world and most of those apply to many, if not all, African economies (Honohan and 

Beck, 2007 and Beck et al, 2011).  

First, the small size of many economies does not allow financial service providers to reap the 

benefits of scale economies, (Honohan and Beck, 2007 and Beck et al, 2011). The limited 

demand for savings, insurance, credit, or even simple payment transactions means that large 

parts of the population of African economies are not commercially viable customers. The 

dispersion of population in many African countries means that financial service provision 

outside urban centres is not cost- effective. Secondly, large parts of the economy and a large 

share of all economic agents operate in the informal sector and do not have the necessary formal 

documentation that facilitates financial transactions, such as enterprise registration, land titles, 

or even formal addresses, (Honohan and Beck, 2007 and Beck et al, 2011). This increases the 

costs and risks for financial institutions and excludes large segments of the population from 

formal financial services. Thirdly, volatility increases costs and undermines risk management. 

At the individual level, volatility relates to informality and the consequent fluctuations in the 

income streams of many microenterprises and households. This means these agents are less 

attractive for financial institutions. Finally, governance problems continue to plague many 
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private and government institutions throughout the continent and undermine not only the 

market-based provision of financial services, but also reform attempts and government 

interventions aimed at fixing market failures, (Thorsten and Robert, 2013).  

According to Hitesh and Bharat, (2012), the current global economy and integrated financial 

markets mean that the process of transferring of funds across the borders has never been easier 

and faster than in recent years. Numerous banks both local and across the borders have strict 

bank secrecy laws which encourages anonymous money transfer. Money laundering flourishes 

on secrecy, (Otusanya et al., 2011; Nellen and Lankhorst, 2008; Sikka, 2008). This situation 

has led to money launderers using banking institutions to launder their illicit proceeds due to 

the existence of bank secrecy laws that act as their shield, which also allows them to cleanse 

their dirty proceeds, Otusanya et al., (2011). This has seen several banking institutions land 

themselves in trouble and suffer hefty fines for encouraging money-laundering activities, 

Hitesh and Bharat, (2012). Nevertheless, according to Aspalella, (2014), the on-going 

advancement of the financial systems and their exposure to abuse by criminals require the 

secrecy rule to be lifted in order to reduce the ongoing threat of money laundering.  

It is estimated around 2.5 billion adults’ worldwide, lack access to formal banking services. 

This is equivalent to 50% of the world population. Moreover, most of these people are from 

the developing countries, (FATF, 2013, Anti-money Laundering and Terrorist Financing 

Measures and Financial Inclusion). One of the issues that have been overlooked by the FATF 

recommendations is the criminal proceeds laundered through cash, Ardizzi et al, (2014). As it 

is well known, cash is different from any other form of payment because it guarantees 

anonymity; this allows banknotes to pass from hand to hand without a trace, impacting the 

degree of transparency of the banking systems (Ardizzi et al, 2014). According to FATF, 

(2015), despite the popularity of non-cash means of payment in developed economies, cash 
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remains an important method of payment across the globe, with an estimated USD 4 trillion in 

circulation and between 46% and 82% of all transactions in all countries being conducted in 

cash, FATF, (2015). The economies of most of African countries especially in East Africa are 

mainly cash based, accompanied by having poor financial infrastructure acting as fuel for the 

growth of financial crimes in the region, (Moshi, 2012; Competitiveness Report, 2011). A cash-

based economy is regarded as the one in which more than 50% of all transactions are conducted 

through the use of cash and where the majority of the population does not use any formal 

banking system Moshi, (2012). Africa Competitiveness Report, (2011) indicated that more than 

80% of the population in East Africa do not use the formal banking system. This is due to the 

widespread cash-based economy that results in the lack of proper monitoring and control of 

transactions conducted among individuals, which leaves no trail as to where the money comes 

from and where it is heading to, (Nantege, (2013). According to Imala, (2004), most Africans 

prefer to use cash for all forms of transactions including the purchase of high-value items such 

as real estate and motor vehicles and most dealers or sellers prefer this mode of transaction 

because of a lack of trust that exist among people and fear that the use of cheques or bank 

transfers might be fraudulent. This situation makes detecting the source of money difficult 

Masare, (2012). Further, (Gilmour and Ridley, 2015; Ping, 2010; Harvey, 2009) also in support 

that uncontrolled cash transactions, considered legal in many countries, are the key facilitators 

of Money Laundering. 

The increasing widespread use of cash rather than other formal means of exchange is perhaps 

the biggest handicap to many banks in detecting and controlling money laundering in East 

Africa, Imala, (2004). Central banks and other stakeholders find it impossible to trace the origin 

of cash because people refuse the formal mode of payments. Only a small portion of population 

in East Africa uses banks and a good example is Tanzania where an estimated 10% of the entire 

population uses the formal banking system. Further even high-volume transactions that 
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involves paying for real estate are mainly using cash despite having a provision under the 

Tanzania anti-money laundering act that requires real estate agents and other professionals 

involved to implement the anti-money laundering laws. The main focus by the authorities is 

not on the banking sector alone, as they believe money laundering is more likely to take place 

through banks than any other sector, Pedro & Alessandra, (2012). Nonetheless, Chatain et al, 

(2009), say that in most countries in the world, particularly developing countries, banking is 

considered as the most important part of the financial system. It is the main key in enabling 

domestic and international payments; it also serves as the intercessor for depositors and 

borrowers. It also provides other financially interrelated products and services, Chatain et al, 

(2009). Hence from this perspective any country’s AML/CFT regime needs to start with its 

banks because of their vital role in the country`s financial system Banks that do not have 

effective anti-money laundering programs are the ones that are most likely to be exposed to the 

risks of money laundering. Therefore, can most easily be exploited by domestic and 

international criminals, in order to protect the integrity of its financial system a country must 

have an effective AML/CFT establishment that effectively meet the international standards. On 

the other hand; Chatain et al, (2009) suggest that some countries particularly developing 

countries must impose this establishment without consequently making banking access too 

difficult or costly for their poorer citizens.   

According to Fulbright (2014), approximately 95% of banks in Africa are reportedly to have 

developed their own anti-money laundering regulations that are in line with the local anti-

money laundering regulations, this is aimed at meeting the international standards for anti-

money laundering compliance. Mumo, (2012), development of anti-money laundering 

regulations can just be on paper as security experts have warned that money laundering is on 

the rise especially in east Africa where banks have reportedly lost Sh4.06 billion ($48.3 million) 
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to money laundering in the eighteen months ended June 2012, (Mumo, 2012) as they failed to 

keep pace with criminals, who use sophisticated technology in the process.  

The three most common reasons to why East African banks fail to control the growth of money 

laundering in East Africa are as follows: 

1) East African countries have a lower number of registered banks with a smaller number 

of branches across the region compared to developed countries. This can be elaborated 

through the table below 

Table 1 showing the number of licenced banks and branches in East African countries 

Country  Number of licensed Banks   Number of Branches 

Kenya 45  494  

Tanzania  14  170  

Uganda 17  120  

 Sander (2001) 

The table above shows how poor the financial infrastructure is in East Africa. This situation 

referred to as “Financial exclusion” which means inadequate access to the financial services 

may be temporarily or permanently, and this is caused by factors such as geographic isolation, 

illiteracy, and the costs of financial products or simply the restriction on access to such 

products, Kempson & Whyley, (1999). With financial globalization, financial institutions are 

investing in the emerging and developing economies in searching for profit. Although it is 

possible for developed economies and large institutions to check and monitor money-

laundering activities, it is very costly for developing economies with smaller banking firms to 

properly monitor money-laundering activities. Consequently, this is seen as a challenge for the 

developing economies to adopt global anti-money laundering polices because of the costs 

associated with the compliance, Shawgat, (2011).  Further, according to Sander, (2001) only 

the capital cities and regional trading centres have the highest availability of financial services. 
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This leaves other rural and undeveloped regions with limited access to financial services, thus 

encouraging cash saving among individuals. In many lower-income markets research shows 

poor people are enormously exposed to loss of savings through theft, they keep money under 

the bed, get robbed, the house burns down, or they bury money and someone else digs it up, 

Jozwiak, (2015). The situation of having cash as a form of saving and conducting business 

transaction leaves the region vulnerable to money laundering activities as most illegal 

transactions are made using cash as there is the smallest risk to leave no trace Friedrich, (2010).  

Further less than one in five African adults have access to a formal or semi-formal financial 

intermediary. This is a reflection of the low-income levels and infrastructure weaknesses across 

the continent, (Honohan, 2008). 

2) Complicated requirements imposed by banks such as high minimum balance 

requirements, high ATM charges and bank charges prevent large portions of the 

population from accessing formal financial services in East Africa. Ouma, (2012), the 

average cost of ATM transaction is $1.8 to $2.3 per transaction proof as to why people 

prefer to save their money at home rather than having a bank account. This not only 

discourages saving but also can have complications in terms of accessing of funds. 

Further, according to the World Bank, (2005), The AML/CFT regulations impose even 

more serious effects to the financial institutions in East Africa, where most of the 

financial institutions serve a majority of low-income clients. Further, the additional 

costs associated with the compliance of anti-money laundering rules and regulations 

coupled with harsh restrictions may have a direct consequence to these institutions, 

especially driving away low-income clients from using the formal banking sector. But 

bear in mind that the region is still embracing cash-based economy that make it even 

harder for banks and financial institutions to keep track on the source of money and spot 

money launderers easily, World Bank, (2005). The challenge that faces the regulators 
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to support the developing countries is to be able to find the right balance that promotes 

sensible practices at a reasonable cost for financial services that that offer financial 

packages to its people the most of whom live on under 1 dollar a day. The AML/CFT 

regulations should be implemented in a flexible manner to ensure that they do restrict 

the easy access to formal financial services for low-income people, (World Bank, 2005).  

3) The existence of a large number of illiterate people in East Africa discourages people 

from saving with banks or any other formal financial institutions. This is true because 

most of the documents are in foreign languages such as English and this proves a barrier 

among individuals’ due to their lack of expertise in those languages. The only way 

people will be encouraged to use formal banking services is by having documents 

written in the local language which is being used in that particular area. The African 

Economist, (2013), gave an analysis on the level of illiteracy in Africa. Kenya had 15%, 

Tanzania 30.6% and Uganda 33.2%. This indicates that there is a high level of illiteracy 

in the region; hence banks need to adopt some measures to ensure that this population 

is encouraged to open bank accounts by educating them on their importance. The 

government also have a significant role to play to tackle this issue, (The African 

Economist, 2013).  

Most of the East African countries struggle to deal with the expansion and liberalization of 

financial sector, ADF, (2007). They are urged to make a deep reform of the financial sector, by 

having strong prudential supervision and reconstruction of their financial systems in order to 

have an effective implementation of anti-money laundering measures. ADF, (2007). Banks are 

required to ensure that systems are secure against money laundering and financing of terrorists; 

seen to be of great importance to the law and policy makers across the globe. In addition, the 

best way to achieve such a goal is to ensure that there is an active assistance towards the banking 

industry particularly for key banking personnel who are responsible for running the daily 
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activities of banks, KPMG, (2012), The interest concerning anti-money laundering (AML) has 

increased dramatically over the recent years among board of directors’ different banks across 

Africa, according to KPMG, (2012).   

The increase in significance of money laundering in East Africa have resulted in most financial 

institutions losing faith with their customers and as the rules concerning money laundering are 

being tighten up banks prefer not to take any chance that might jeopardize their status, 

Fulbright, (2014). Nevertheless, this does hinder their growth because most customers have 

decided to bail out and use other forms of financial services that has resulted in the development 

and the emergence of unregulated forms of financial systems in the region such as Mobile 

Money. This is one of the means of conducting day-to-day transactions and regarded as the 

easiest and efficient means of savings. This has resulted in people opting to switch from using 

formal banking services into Mobile Money known famously in East Africa as M Pesa. This 

decision of individuals to opt for Mobile Money rather than the formal banking system is due 

to the simplicity, easy access that most banks in East Africa are struggling to come to terms, 

The Economist (2013). This has proved to make it even more difficult to detect money 

laundering, as it does not encourage keeping of customer information. FATF demands banks 

to keep records and account books of all transactions for at least 5 years for the purpose of 

monitoring and supervision. Nevertheless, Dion, (2012), has highlighted that, for fact that 

banks undertake monitoring in order to detect suspicious transactions is not an assurance that 

control systems will be effective. Moreover, lack of a proper financial infrastructure especially 

in the developing countries has led to a failure to facilitate the compliance with anti-money 

laundering recommendations, Mugarura, (2013). In countries like Uganda, The KYC paradigm 

is one of the anti-money laundering recommendations used by banks but has proved to be 

ineffective as customer information that is being held by the banks is unreliable and the gaps 

in it restrict regulators in making accurate strategic decisions, (Nguyen, 2018; Mugarura, 2013). 
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According to “know-your-customer” (KYC) rule, there is a need for financial and banking 

systems to be transparent: every transaction within the system needs to be traced to an 

identifiable individual, (Nguyen, 2018; Ardizzi et al, 2014). Furthermore, the monitoring of 

customer accounts and cash flows in order to determine the original source of the income and 

in order to ascertain if there are any elements of money laundering has proved a failure. As has 

been said earlier, this is due to the lack of reliable customer records that makes it difficult for 

regulators to come to a concrete conclusion. As the majority of the population haven’t got bank 

accounts also proves makes this a difficult task as most people save their money at home, 

According to Bester et al, (2008), only 19% of Kenyans had bank accounts through formal 

regulated institutions in 2006. This acerbates the risk that money laundering imposes in the 

region due to a small number of people using formal banking system, (Bester et al, 2008). 

Few would have a reservation of the worthy aims of the Anti-Money Laundering (AML) rules, 

but they are possibly a great business inhibitor. Conversely, from a bank perspective, it means 

sorting through huge volumes of data that accumulate continually across all locations and 

dealing with potentially conflicting legal requirements, (Future of Finance Council, 2013). In 

this process bank customers are inconvenienced, as they are increasingly required to provide 

proof of identity when conducting certain money transactions. Apart from being an 

inconvenience for the customers, this increases the bank costs: there are no visible benefits, but 

at the same time, it is a task of great importance to society in general, Future of Finance Council 

(2013). Nevertheless, the KYC regulation mostly affects the public as stated earlier. It compels 

financial institutions to ensure that customers are really whom they claim to be, and they do 

this by requiring documentation and verifying the client’s identity, Looney, (2012). 

Consequently, most people in East Africa, especially due to globalization and the advancement 

of technology have a need to use the financial system at some point in their lives. It is therefore 

important, that the socially or financially disadvantaged such as the elderly, the disabled, 
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students and minors especially those who are in the rural areas should not be barred from 

obtaining financial services just because they do not possess evidence of identity or address 

where they cannot reasonably be expected to do so, Chowdhury et al, (2003). In these 

circumstances, a common-sense approach and some flexibility without compromising 

sufficiently demanding anti- money-laundering procedures is suggested. Internal procedures 

put in place must have room for this kind of situations and must provide appropriate advice to 

its staff members on how identity can be confirmed in these exceptional circumstances. The 

important point is that a person's identity can be verified from an original or certified copy of 

another document, preferably one with a photograph (Chowdhury et al, 2003).  

Future of Finance Council (FIS), (2013), suggest that at a time of low business margins, banks 

need to find ways of providing great customer service and generating revenues. Banks are 

argued to do this while remaining within the law and keeping a watchful eye on suspicious 

transactions in order to avoid money laundering, (Future of Finance Council, 2013; Verhage, 

2009). 

2.4 The FATF Anti-Money Laundering Recommendations 

The emergence of FATF has acted, as a valuable campaigner for having strong global 

AML/CFT controls and its achievement in raising and increasing awareness on issues regarding 

the dangers of money laundering and terrorist financing and in trying to persuade countries all 

over the world to improve their controls and supervision on these two key areas, (Brandon, 

2011; Leong, 2007; Johnson and Lim, 2002). The initial role for FATF was to assess the mutual 

efforts regarding money laundering and to recommend additional preventative efforts, Looney, 

(2012). The recent fines imposed on major banks once again affirm that banks face 

extraordinary pressure to comply with financial crime regulations. Based on recent reports 

regulators have collected more than $10 billion worth of fines and settlements on banks over 
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the last few years, demonstrating the determination and ability of regulators to use civil and 

criminal law to enforce financial sanctions on a global level, Proviti, (2014). The international 

community has long acknowledged that the problem of money laundering and terrorism 

commands a coordinated approach. For so many years, a number of international bodies have 

developed standards and guidelines for combating money laundering, terrorism, and terrorist 

financing. These standards are comprised of common ideas for promoting actions to deny 

criminals, terrorists, and those who assist them access to their funds and the world’s financial 

services businesses, Office of the Comptroller of the Currency, (2002). Many international 

treaties and resolutions outline similar standards or build upon each other. The Financial Action 

Task Force on Money Laundering (FATF) is an important inter-governmental body that makes 

and promotes policies to combat money laundering mainly focused on 

• Monitoring the implementation of its recommendations  

• Spreading the anti-money laundering message to all continents and regions of the globe.  

• Examining and publishing money laundering developments and measures to tackle 

them, Office of the Comptroller of the Currency, (2002) 

FATF is an international anti-money laundering body that deals mainly on ensuring that the 

countries comply with anti-money laundering regulations aimed at fighting against money 

laundering, (Brandon, 2011; Leong, 2007). The purpose of FATF is to promote an effective 

implementation of any operational and legal measures aimed at combating and minimizing 

threats of money laundering and terrorist financing, which are currently major concerns in the 

world. In response to the growing concern about money laundering in the world, in the financial 

action task force (FATF) was first established at the G7 summit held in Paris back in 1989, 

(Brandon, 2011; Leong, 2007). After recognising the threats that are facing the banking system 

and other financial systems, the head of states of the G7 countries and the president of the 
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European commission started discussing the prospects of formulating FATF. The task force 

was handed responsibilities for reviewing the current techniques that were used for money 

laundering, and the regulations and policies that were available at the time for the aim of helping 

in setting out new regulations that could be used to combat money laundering and terrorist 

financing, (Brandon, 2011; Leong, 2007; Johnson and Lim, 2002).  

Less than a year later, in 1990 the FATF issued a report that contains a set of 40 

recommendations that provides a brilliant platform needed to help in the fight against money 

laundering. In 1996 the Recommendations were revised for the first time to reflect evolving 

money laundering trends and techniques, and to broaden their scope well beyond drug-money 

laundering. In October 2001, the FATF expanded its mandate to deal with the issue of the 

funding of terrorist acts and terrorist organisations and took the important step of creating the 

Eight (later expanded to Nine) Special Recommendations on Terrorist Financing, (Leong, 

2007; Johnson and Lim, 2002). The FATF Recommendations were revised a second time in 

2003 together with the addition of the Special Recommendations. The special 

recommendations have been endorsed by over 180 countries and are universally recognised as 

the international standard for anti-money laundering and for countering the financing of 

terrorism (AML/CFT), FATF, (2012).  FATF works hand in hand with member countries in 

assisting them to identify national threats relating to financial systems and recommend best 

measures that can help to overcome such threats, FATF, (2013). It is necessary for the 

regulators to conduct an investigation in order to gain a deeper understanding into different 

types of FATF Recommendations and exactly what goes into building a strong domestic 

AML/CFT regime to match the requirements of the developing countries, Brandon, (2011). In 

recent years, there have been on-going incidences of serious ethical failures, professional 

misbehaviour and compliance failures at financial institutions. As a result, a long list of huge 

fines and penalties have been imposed on the financial institutions and to a lesser degree 
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punishment and dismissals of employees.  Since 2008, fines imposed on the largest banks have 

so far topped $100 billion, Dudley, (2014). Developing countries face much criticism based on 

the challenges that they are facing in curbing money laundering and terrorism financing, 

Ayodegi, (2011). Practically all developing countries have Anti-Money Laundering laws in 

place; though, they are not as advanced as those in developed countries due to the differences 

in the level of economic development, (Ayodegi, 2011).  

The international anti-money laundering standards that are formulated and enforced by FATF 

could have a major impact on cost for both international trade and domestic institutions 

Brandon, (2011). Although, most banks have significantly invested in advancement and 

improvement in their ability to monitor the compliance process based on new requirements. 

Nevertheless, trying to address both types of behavioural requirements through the traditional 

“compliance-driven” approach can result in having unreliable outcomes and confusing 

compliance values across businesses in various jurisdictions, which has proved to be a 

challenge for global banks. Furthermore, compliance-driven tactics can result in ineffective 

utilization of resources, with staff members in banks spending much of their time on tracking 

and reporting rule non-compliance, which does not give a guarantee of delivering long lasting 

good behavioural effects, Furguson et al, (2015). Nevertheless, Moshi, (2007), has criticised 

the global initiative of FATF and other financial standards that are responsible for regulating 

financial crimes for not presenting more realistic and practical methods on how to detect and 

prevent money laundering and terrorist financing on the African environment. Further, 

according to Moshi, (2007:7), most of the standards do not sufficiently recognise that most of 

the African countries economies are; (i) largely cash based, (ii) there is a heavy dependence on 

a parallel informal banking system, and (iii) informal value transfer methods are considered as 

a normal trend or tradition. Moreover, researchers such as Christensen, (2009), have argued 

against those claiming that money laundering is a structural problem and placed responsibility 
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on a lack of political will. In order to ensure that there are reliable financial systems, East 

African countries have sought to have effective anti-money laundering policies and procedures 

that are in line with international anti-money laundering standards, (Chatain et al, 2009). Given 

the economic, social, cultural and political situation of developing countries is quite different 

than that of developed countries Dion, (2015). According to Tang and Ai (2010), some 

developing countries either hand-pick the given AML international standards to be actually 

implemented or choose to implement international standards without any enforcement 

mechanism in place.  

FATF recommendations set out the principles for action and allow countries a measure of 

flexibility in implementing these principles according to their particular circumstances and 

constitutional frameworks, Leong, (2007). Intended to be implemented at the national level 

through legislation and other legally binding measures. (Makin, 2017; Leong, 2007). The 

following are Key FATF recommendations explored in this research study together with their 

connection to various dimensions of money laundering, national and institutional culture, and 

financial infrastructure. 

Table 2 Summary of FATF recommendations and their connection to the three areas of 
research 

 FATF Anti-money 
laundering 

Recommendations 

Summary of the 
Recommendation 

Area addressing the 
recommendations 

1 AML/CFT policies 
and coordination 

The key objective of the 
AML/CFT regulations is to 
design an effective system of 
incentives and procedures. 
Anti-money laundering 
regulation should be designed 
of systems of procedures and 
incentives that encourages the 
financial institutions to act 
efficiently on issues 
regarding the keeping and 
production of necessary 

National and institutional 
Culture 
Having strong AML/CFT rules 
enhances the stability and integrity 
of the financial institutions which in 
return helps to facilitate the 
country`s integration into the global 
financial system. Further, it helps to 
strengthen the fiscal administration 
and governance. The integrity of 
financial systems is vital to the 
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information aimed at pointing 
out any suspicious activities 
especially money laundering 
criminals trying to abuse the 
system, (Ricardo, 2010). 
 
 

survival of the financial 
institutions, (IMF, 2015) 

2 Money laundering 
Criminalization 
and confiscation 

According to this 
recommendation banks are 
obliged to follow particular 
procedures such as freezing 
customer accounts. This 
action may directly affect 
their customers, while at the 
same time the banks still owe 
some duties to them 
customers (i.e. to honour 
payments), (Beneficiario, 
2012). 

Dimensions of money laundering;  
The great mobility of capital 
nowadays makes it even more 
difficult to identify and freeze or 
restrain stolen assets long enough to 
initiate the recovery process with a 
reasonable and fair chance of 
recovering them, (Ayogu and 
Agbor, 2014), 

3 Preventative 
measures 
 
 
 
 
 
 
 
 
 
 
 
 

According to this 
recommendation, countries 
are required to modify 
secrecy laws to enable an 
effective implementation of 
FATF’s Recommendations, 
but also paying attention to 
effective customer record 
keeping and due diligence, 
(Proviti, 2014). 

National and institutional 
Culture 
Otusanya and Lauwo (2012), 
pointed that “we cannot avoid 
money laundering if there is bank 
secrecy”. Further, (McLaughlin 
and Pavelka, 2013, Geister 2008); 
have also pointed that the 
application of customer due 
diligence measures is considered as 
one of the most effective ways of 
safeguarding against money 
laundering activities and other 
financial delinquencies.  

4 Politically exposed 
Persons 

Defined by FATF, (2013) as 
“Individuals who are or have 
been entrusted with 
prominent public functions in 
a foreign country, for 
example Heads of State or of 
government, senior 
politicians, senior 
government, judicial or 
military officials, senior 
executives of state owned 
corporations, important 
political party officials 

National and institutional 
Culture/Financial Infrastructure 
Otusanya and Lauwo, (2012), 
provided some evidence on the 
involvement of politically exposed 
persons in exploiting the weak 
financial infrastructures that exist 
in developing countries, to launder 
their money to offshore centres 
using the professionals and 
financial institutions 

5 Terrorist financing 
and proliferation 

This recommendation, 
requires countries to 
criminalize the financing of 
terrorists’ acts, terrorism and 

Financial Infrastructure 
It is difficult task to detect and 
prohibit the flow of funds to 
terrorist groups, and represents just 
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terrorist organisations 
regardless of whether the 
funds are obtained legally or 
illegally, (The United Nations 
Counter-Terrorism 
Implementation Task Force, 
2009) 

one of the many challenges to 
combat terrorist financing 
especially among the financial 
institutions specifically the banking 
sector, (Brandon, 2011) 

6 Transparency of 
legal persons and 
arrangements 
 
 
 
 
 
 
 
 
 
 
 
 

According to, FATF Report, 
(2013), criminals would seek 
out the participation of legal 
professionals in their money 
laundering plots. 
Occasionally, legal 
professionals are involved in 
completing certain 
transactions and also in 
accessing specialised legal 
and notary skills and services 
that could be of great 
assistance in laundering the 
proceeds of crime and in the 
financing of terrorism. 

National and institutional 
Culture 
Having weak legal system and 
political dishonesty remains as a 
significant issue in the process of 
combating and fighting against 
money laundering in developing 
countries especially in Africa, 
(Shawgat, 2011) 

7 Powers and 
Responsibilities of 
competent 
authorities 

Countries and competent 
authorities are urged to take 
into consideration the need to 
have an effective supervision 
of all bodies regulated and 
controlled under the 
AML/CFT requirements, 
(FATF, 2014, Risk-Based 
Approach, Guidance for The 
Banking Sector) 
 
 
 
 
 
 

National and institutional 
Culture 
An investigation conducted by 
FSA, (2011); indicated that in some 
banks money-laundering risk seems 
to be treated as just a simple 
regulatory risk issue. Most of the 
senior management are seemingly 
eager to take on extremely high-risk 
customers because they are deemed 
to be profitable and contribute to 
the survival of the bank especially 
in today’s world where there is a 
great deal of competition among 
financial services. 

8 Operational and 
Law enforcement 

FIU (Financial Intelligent 
Units) must have “sufficient 
operational independence and 
autonomy to ensure that it is 
free from undue influence or 
interference”. (FATF, 2006). 

National and institutional 
Culture 
The efforts of tackling ‘dirty 
money’ are mostly reliant on 
cooperation between law 
enforcement and various financial 
professionals, Godefroy et al, 
(2011). Moreover, the existence of 
a weak legal system and political 
dishonesty remains a significant 
issue in developing countries 
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especially in the war against money 
laundering 

9 International 
Cooperation 

The main emphasis is to 
promote international 
cooperation and establishing 
a coordinated and effective 
international AML/AFT 
regime, (Moshi, 2007) 

Dimensions of money 
laundering/Financial 
Infrastructure 
Money laundering can effectively 
be tackled through continuous and 
effective cooperation between 
countries and their organizations, 
with an emphasis on such issues as 
common laws, sharing of 
information and cooperation 
between police forces and other 
affected countries, (Lilley, 2006) 

 
The conference on ways of countering the Financing of Terrorism, held in The Hague in March 

2006, raised some concerns that most if not all the countries face some encounters in in the 

process of implementing the FATF Recommendations, (FATF, 2013). Further, financial and 

resource constraints facing most of the developing countries makes it particularly difficult for 

these countries to fully implement all the FATF recommendations, Moshi, (2007). Nonetheless, 

FATF has set anti-money laundering recommendations that each country should follow. The 

following are the key FATF anti-money laundering recommendations explored in this research 

study; as highlighted by (FATF, 2013).   

2.5.1 AML/CFT policies and coordination 

The on-going fight against organised crime, this has led to money launderers preferring means 

in regions and countries weak or ineffective at implementing and adopting anti-money 

laundering (AML) legislation or preventative guidelines, (Gilmour and Ridley, 2015; Koker, 

2006). The Anti-money laundering regulations (AML) are facing difficulties in different sectors 

especially financial institutions, as one of the main organisation used in the fight against money 

laundering and terrorist financing, (Ricardo, 2010; Koker, 2006; Masciandaro, 1999). The key 

objective of the AML regulations is to design an effective system of incentives and procedures. 
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Also, to encourage financial institutions to act efficiently in the keeping and production of 

necessary information aimed at pointing out any suspicious activities especially money 

laundering criminals trying to abuse the system, (Nobanee and Ellili, 2018; Koker, 2006). 

Further, although there are a number of reasons as to why financial institutions may be the main 

focus of money laundering and terrorist financing, the main one is that most banks are only 

focused on making huge profits and neglect the principle of “know your customer”, Ricardo, 

(2010). There has been some evidence in the last decade that points to the inability of financial 

institutions to perform proper checks on their customers. This has resulted in hefty fines being 

imposed to them, thereby creating an environment for money launderers to explore that 

weakness of financial institutions focusing on profits to launder their illicit proceeds, (Ricardo, 

2010).  

Having a strong domestic supervision and oversight system that efficiently monitors the 

financial institutions and banking entities is perhaps the most essential element for any country 

to have effective AML/CFT controls that work in practice Brandon, (2011). Ensuring that 

financial institutions have appropriate procedures and policies in place and that these 

procedures are, actually operating correctly is also considered key, Brandon, (2011). The initial 

process of developing a risk-based AML/CFT approach within the banking sector, aided by the 

consultations of the Basel II agreements entrusted the banking professionals with the obligation 

of evaluating the risks that they face in the implementation of AML/CTF approach (Pradier, 

2006; Gallati, 2003). The same approach was later also endorsed by the Financial Action Task 

Force (FATF), which has urged all the financial players to implement a risk management 

process when it comes to dealing with money laundering and terrorism financing. The process 

comprises of undertaking an assessment of the risks, recognizing the existence of the risks and 

developing strategies to manage and mitigate the identified risks, Godefroy et al, (2011). The 

effective compliance with the AML/CFT international standard plays a vital role in enhancing 
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the world’s financial system integrity. As money laundering and terrorist financing can occur 

through many different avenues in different sectors of the individual country`s economy, the 

standard itself has become equally broad in scope. The scope and depth of AML/CFT 

assessments also reflect the natural evolution of the FATF’s peer review process, which over 

the past twenty years has prompted the gradual expansion and refinement of the 

recommendation, (Gilmour and Ridley, 2015; Concepcion, 2011).  

Ill-gotten Funds are often transferred to locations with weaker AML/CFT regimes because the 

activity is less likely to be identified, reported and investigated, while the proceeds are less 

likely to be confiscated and offenders less likely to be prosecuted, (Gilmour and Ridley, ,2015; 

FATF Report, 2010). Many countries in the world have very strict bank privacy or secrecy laws 

that prevent the effective implementation of FATF Recommendations. This is particularly true 

for certain investigations and disclosures that are essential for an effective AML/CFT regime, 

World Bank, (2009). Although most financial laws contain provisions protecting the 

confidentiality of information held by financial institutions, they should not act as an obstacle 

to access and disclosure by supervisors, FIUs, law enforcement, and other competent 

authorities. Supervisors and other competent authorities should have adequate and, in the case 

of financial sector supervisors, unrestricted access to customer information and all other 

relevant information required for the proper discharge of their functions. Such information 

should be handled with utmost care and caution by the recipients to preserve confidentiality 

and should be protected against unlawful use, (Dion, 2012; World Bank, 2009). 

Having strong AML/CFT rules enhances the stability and integrity of the financial institutions 

which in return helps to facilitate the country`s integration into the global financial system, 

IMF, (2015). Further, it helps to strengthen fiscal administration and governance. The integrity 

of financial systems is vital to the survival of the financial institutions, IMF, (2015). Countries 
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all over the world together with businesses and financial institutions are required to implement 

the set anti-money laundering measures. Currently most of the African counties are in the 

process of formulating or implementing the anti-money laundering laws and regulations 

(AML/CFT). The laws formulated are required to comply with the international anti-money 

laundering standards, drafted and enforced by FATF, Koker, (2006). Anti-money laundering 

recommendations require financial institutions to identify and verify the identity of its clients 

with the main aim of ensuring that the financial institutions understand and knows what they 

are dealing with in order to reduce the risk of perspective money laundering criminals abusing 

the financial services, Koker, (2006). Further, AML/CFT gives the authorities the ability and 

willingness to punish those institutions that violate the law or have sufficiently poor AML/CFT 

controls, in order to induce widespread adherence to laws and regulations and to create a culture 

of robust compliance. Achieved through having effective government supervision and 

oversight; It is not an easy task as one might think. It requires a certain minimum level of 

bureaucratic and authoritative capacity and political will, (Brandon, 2011; Koker, 2006).   

Assessing the risk and National cooperation 

FATF promotes the invention of a worldwide anti-money laundering network based on the 

development of regional anti-money laundering bodies, close co-operation with relevant 

international organizations, Office of the Comptroller of the Currency, (2002). Countries are 

required to identify and assess the risk of money laundering and terrorist financing and they are 

obliged to take necessary actions to make sure that appropriate measures taken in making sure 

that there is the right framework in place to tackle all situations relating to money laundering 

and terrorist financing. Not only in East Africa but in Africa as a whole there are bodies that 

have been established in order to guide and help in tacking money laundering (FATF, 2013). 

Countries have an obligation to protect the financial integrity of their financial systems in their 
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respective jurisdiction. Countries have flexibility on how they can achieve this objective 

through adopting a risk-based approach, World Bank, (2005). For example, if the regulators 

decide that an institution’s operations represent a low risk for money laundering and the 

financing of terrorism, they can exempt some of these financial service providers from 

compliance with AML/CFT regulations. If, based on risk analysis, the regulatory authorities 

decide that there is a need to implement AML/CFT regulations; they still have significant 

autonomy on how to implement the anti-money laundering measures. In order to establish a 

risk-based approach to anti-money laundering regulations, this requires an extensive analysis 

and an understanding on the nature and the risk imposed by money laundering and the financing 

of terrorism within the country, (World Bank, 2005). 

The implementation of AML/CFT recommendation requires the creation of a specialized 

government unit, usually known as the Financial Intelligence Unit (FIU) as a central unit that 

is responsible for monitoring transactions and collecting valuable information concerning 

money laundering and terrorist financing, see (section 2.5.6) (FATF, 2013). Moreover, there is 

a FATF-style regional body, which coordinates efforts on AML/CFT in East Africa, conducting 

research, developing strategies and conducting mutual evaluation assessments of the 

AML/CFT frameworks in member countries.  

Eastern and Southern Africa Anti-Money Laundering Group (ESAAMLG) 

Founded in 1999, the group’s efforts aimed at cooperation with other international 

organizations concerned with combating money laundering and terrorist financing as well as 

studying and researching regional typologies and coordinating technical assistance, Mullei, 

(2004), Pg-7. Member countries agreed on actions and strategies in order to curb the money 

laundering problem, this includes the establishment of Dar-es-Salaam Eastern and Southern 

Africa anti-money laundering group which is aimed at promoting and coordinating policies and 
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measures that can help to eradicate money laundering. The group have made notable progress 

in its quest to establish proper anti-money laundering policies and regulations in the region. It 

has managed to put pressure on member countries to establish their national task force, which 

will work hand in hand with the group to ensure that anti-money laundering policies and 

regulations are properly implemented. Most member countries especially in East Africa have 

managed to establish their National Task Force but their efforts are yet to be noticed due to the 

on-going increase in money laundering cases in the region, (Mullei, 2004; Goredema et al, 

2003) 

Roles played  

• Development and review of the implementation of national AML/CFT strategies  

•  Sustaining the evaluation and monitoring of ESAAMLG members’ compliance with 

the international standards against money laundering and terrorist financing  

• Undertaking research and analysis exercises to better understand money laundering and 

terrorist financing risks and vulnerabilities in the region and effectively contributing to 

regional and international AML/CFT policy formulation 

• Expansion of ESAAMLG membership  

•  Strengthening regional cooperation among member countries  

• Strengthening ESAAMLG cooperation and participation in the AML/CFT global 

environment  

•  Consolidating regional AML/CFT capacity building, training and awareness raising 

programmes  

The AML/CFT framework in East Africa is not well established and it is yet to reach the level 

of other developed countries in the world. Both the Financial Action Task Force (FATF) and 
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the Eastern and Southern Africa Anti-Money Laundering Group (ESAAMLG) have identified 

a number of states in East Africa demonstrating weak implementation of international standards 

on anti–money laundering (AML) and the fight against terrorism financing, (Mullei, 2004; 

Goredema et al, 2003). In East Africa, Kenya has been placed within the FATF International 

Cooperation Review Group due to their failure to adapt to FATF anti-money laundering 

policies. South Africa is the only African active member of FATF due to its active 

implementation of the recommendations; Nigeria has been removed from the FATF list of non-

cooperating countries in 2006 Giancarlo, (2011). According to the interim findings by institute 

of security studies, research project has shown a significant large scale of money laundering 

carried out in the region of ESAAMLG. It is estimated around $22 billion was laundered in 

1998 in the region and researchers are yet to provide a current figure that portrays the nature of 

money laundering in the region, (Goredema et al, 2003). 

Economically Kenya is regarded as the major financial centre in East Africa; it signifies the 

major source of money laundering and terrorist financing risk in East Africa, along with 

Somalia, Herman, (2009). Money laundering in Kenya has led to several offenses being 

committed in the country, which includes political corruption, drug trafficking, wildlife (which 

involves illegal exportation of both elephant and rhino tusks) and tax evasion. Money launders 

in East Africa use several methods to cover up their illicit proceeds, including investing in real 

estate, charitable trusts and foundations, casinos, bureaux de change, election finance, and 

remittance companies. In Tanzania, corrupt politicians have been buying luxury houses in the 

UK, US, Dubai, South Africa and elsewhere as a part of the way used to conceal their illicit 

proceeds as a result of money laundering scam, Herman, (2009). The absence of effective AML 

controls has made majority of developing countries vulnerable to terrorist financing, (Leong, 

2007; Koker, 2006). This is a major concern, given the presence of a terrorist group and their 

activities in East Africa, Karlon, (2012). Al shabaab (the terrorist group) use illegal poaching 
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of elephants, where tusks are worth nearly 3500 Tsh or nearly US$50 per kilo as part of their 

methods of financing their terrorist group, (Solomon, 2018; Karlon, 2012). Taking into 

account that trade in ivory has multiplied in recent years as the price of this commodity has 

increased between two and fourfold in markets throughout the globe, The Hague (2007). This 

is a major concern because according to The UN Monitoring Group on Somalia and Eritrea 

gives a clear picture of the threat that the region faces from this terrorist group, example of a 

recent terrorist attack by Al shabaab group in Nairobi Kenya has led to the Anti-Terror Police 

Unit and other state security agencies in Kenya are trailing suspicious financial transactions 

and illegal cash dealings for possible links to Al-Shabaab, (Solomon, 2018; Okoth, 2014). The 

money that is being trailed is that which is flowing out of Mombasa, Nairobi and the North-

Eastern part of Kenya are suspected of financing the terrorist group in Somalia and the police 

are also investigating individuals who are Kenyan citizens suspected of financing the terrorists 

in Somalia, Okoth, (2014).  The Kenyan Parliament adopted a watershed AML law in late 2009 

and by April 2012, the first real steps toward Implementation were starting to take place, Ali et 

al, (2012). The Financial Reporting Centre (FRC) established the Financial Intelligence Unit 

(FIU) in Kenya as a requirement in law. The FIU was never active and independent enough to 

have authority to seek power independently to look for evidence from foreign financial 

intelligence units (FFIUs). The anti-money laundering law (AMLL) does not include the 

definition of terrorist financing and it does not provide for asset seizure arrangements, Ali et 

al, (2012). Additionally, the financial sector supervision and law enforcement authorities have 

been unable effectively to investigate and prosecute money laundering and terrorist financing 

offenses. The private sector in Kenya, including the finance sector, is anxious to see Kenya 

acquire an effective AML/CFT system. Law enforcement authorities are also enthusiastic, but 

the slow pace of implementation suggests limited political will, Ali et al (2012). Perhaps partly 

because money laundering currently plays a significant role in financing electoral campaigns. 
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Given the atmosphere of uncertainty that currently pervades Kenyan politics, elites are 

unwilling to foreclose financing options. 

The AML/CFT landscape in Africa is different and varies according to the region’s threat 

towards money laundering. While all African countries have established some legal provisions 

relating to AML/CFT, these are usually not particular stand-alone laws because; they are built 

into general criminal offence frameworks that raise the problem of their compatibility with 

serious criminal cases, Koker, (2006). The same applies to the implementation of the measures; 

some countries of the African countries have active Financial Intelligence Units (FIUs) i.e. 

South Africa, while most countries especially in East Africa are still struggling with problems 

regarding capacity, law enforcement and resources to cope with the expansion of money 

laundering. Fragile political and governmental situations in many African countries especially 

in East Africa have influenced the money laundering crime to a great extent and government 

efforts towards AML/CFT, Koker, (2006).  Due to the presence of informal financial services 

in many countries, criminal activities may simply move away from the official financial system 

into less regulated and supervised ones. A good example according to Delloite, (2013), is that 

Tanzanian banks have lost a sum of 34.4 billion Tanzanian shillings (Tshs) which is the result 

of informal financial services in the period of October 2012 to October 2013. The report also 

added in the same period a sum of Tshs 471 billion has been declared lost by banks in East 

Africa. One significant concern regarding AML/CFT in East Africa is the costs arising from 

AML/CFT measures taken. These are especially hard to bear for those institutions serving the 

poorest parts of the population, including microfinance institutions, cooperatives and 

rural/agricultural banks and may hence hamper financial sector development, (Koker, 2006). 
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2.5.2 Money laundering criminalization and confiscation 

Customarily the task of fighting against crimes focused on solving the particular crimes. 

Nevertheless, in the early 1990s, people who deal with fighting crimes have also wanted to 

prevent criminals from enjoying the proceeds of crime through paying more attention to the 

confiscation of proceeds of crime, (Ayogu and Agbor, 2014; Beneficiario, 2012). Recent years 

has seen the introduction of unusual or suspicious transaction reporting by the regulated sectors, 

especially the financial sectors, where the flow of money is being investigated even before a 

criminal offence has been detected, (OECD, 2009). In relation to compliance with money 

laundering based on this anti-money laundering recommendation, banking institutions have 

found themselves in a situation where they failed to deal with the dilemma of meeting either 

their responsibilities towards their customers or their duties towards the Government. 

According to this recommendation banks are obliged to follow particular procedures, for 

example; freezing customer accounts, Beneficiario, (2012). This action may directly affect their 

customers, while at the same time the banks still owe some duties to their customers (i.e. honour 

payments). The Government order to freeze an account could prove to be costly to the bank, 

because banks will be liable for damages suffered for breach of contract with their customers 

in case the call for freezing customer account was a mistake, (Alexander, 2009; Beneficiario, 

2012). Further; Ayogu and Agbor, (2014), the great mobility of capital nowadays makes it even 

more difficult to identify and freeze or restrain stolen assets long enough to initiate the recovery 

process with a reasonable and fair chance of recovering them. Nevertheless, FATF encourages 

countries to adopt a comprehensive interpretation of the confiscation of the proceeds of crime, 

in agreement with the Vienna and Palermo Conventions World Bank, (2009). In the past, 

confiscation was largely restricted to instruments used in committing a crime, i.e. the weapon 

used in a murder or attack, or the subject of the crime, such as drugs involved in drug 

trafficking, as opposed to the proceeds resulting from such a crime. Such an approach has 



 
 

78 

proved insufficient in light of the use of the proceeds made from crimes and the ease with which 

these proceeds can be moved globally, World Bank, (2009). Further, criminals are likely to 

convert specific assets to another form to avoid an order, disguising particular proceeds and 

transferring the converted assets beyond the borders of the jurisdiction. This is why FATF, 

requires countries to extend confiscation measures and related provisional measures to property 

laundered, proceeds from money laundering or predicate offenses, instruments used in or 

intended for use in the commission of these offenses, or property of corresponding value, 

(World Bank, 2009).   

The criminalization of money laundering should be done in agreement with the United Nations 

Convention against Transitional organised crime of 2000 (Palermo Convention) and the United 

Nations Convention against illicit Traffic in Narcotic Drugs and Psychotropic Substances of 

1988 (Vienna Convention), Schott, (2006). The relevant facts of these conventions are Article 

6 section one of the Palermo convention and Article 3 section 1 b and c of the Vienna 

convention. The criminalization of money laundering and terrorist financing according to the 

Articles is considered as the first recommendation of FATF, (FATF, 2013). Most countries all 

over the world have signed for these conventions, even if they are deemed insufficient to 

comply with the recommendation. In addition, countries are advised to comply and implement 

domestically the relevant articles, Schott, (2006). The Vienna convention is only focused on 

Drug trafficking and does not use the money laundering terminology, the three categories of 

offence specified in the Vienna Convention form the basis of money laundering offences, 

(Schott, 2006). The following are the categories of offences under the convention; 

i) The transfer or the conversion of any property with a clear knowledge that the 

property is as a result of drug trafficking offence for the purpose of disguising 
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and concealing its origin or providing assistance to any person involved in drug 

trafficking offence to equivocate the legal consequences of his or her actions. 

ii) The disguise or concealment of the true, source, location, nature, movement in 

respect to the ownership of the property with a clear understanding that the 

property is the product of drug trafficking offence. 

iii) Possession, acquisition or use of any property with a clear knowledge that the 

property derived from the drug trafficking offence. 

The first two sections according to the Vienna convention are compulsory and should be 

incorporated into the domestic laws of the country, Schott, (2006). The third section is not 

mandatory, and it is subject to the country’s constitutional legal system and constitutional 

principles, (Schott, 2006).  

The Financial Action Task Force Recommendations require the criminalization of Money 

Laundering. The present approaches to international crime and terrorist financing aim to keep 

terrorists from accessing funds and make criminal activities unprofitable, (FATF, 2013). These 

objectives cannot be accomplished without effective confiscation and having various laws in 

place to help the authorities to permanently deprive criminals and terrorists of their ill-gotten 

proceeds. FATF encourages countries worldwide to adopt laws authorizing a comprehensive 

interpretation of the confiscation of proceeds of crime in accordance with the Vienna (1996) 

and Palermo Conventions (1988).  FATF specifically advises that banking secrecy laws, or 

other privacy protection laws are designed in such a way that, they do not create barriers to 

such disclosure or seizure for these purposes, (FATF, 2013).  

In today`s world, funds can now be transferred out of a country with a keystroke on a computer. 

Therefore, the authorities should be allowed the power to take precautionary measures for 

example; the authorities should be able to, seize and freeze assets that might be subject to 
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confiscation, Schott, (2006). This authority is a necessary condition for an effective law 

enforcement framework for preventing the laundering of money, Schott, (2006), estimated that 

37% of Africa’s assets are held abroad, Fapohunda, (2002). The recommendations call on 

countries to adopt legislative and other measures in order to freeze, seize and confiscate 

criminal proceeds. The proceeds of crime represent criminal income. They are marked assets 

and some of those assets are the objects of the crime, i.e. the stolen funds, criminals forced to 

launder the proceeds to hide the origins. There is always a link between the criminal’s assets 

and their crimes and, in the joint report to establish Stolen Assets Recovery Initiative in (2007), 

the United Nations office on Drugs and Crime (UNODC) and the World Bank came to the 

conclusion that challenges are still encountered in locating and retrieving proceeds of crime. 

This is particularly true where there are proceeds of corruption by political leaders are involved 

or where the proceeds have moved across borders, (Mendes and Oliveira, 2012; Mugarura, 

2010; World Bank, 2007; Heilman and Ndumbaro, 2002). Corruption cases are difficult to 

prove, using direct evidence because the culprits are skilled and tricky may exploit the services, 

of lawyers and accountants to cover the trace of the funds. The underlying principle of this law 

is that a person should never become unfairly rich because of criminal conduct. Therefore, 

people who have gained material advantage from the commission of serious offences will be 

deprived of this advantage. Anyone who uses the property or allows it to be used to commit a 

serious offence. Will have the property forfeited, e.g. the former head of state of Nigeria, Sani 

Abacha, had moved illicit proceeds to Switzerland in the sum of $700 million, which in 2009 

was recovered by the Nigerian government with the help of Switzerland FIU’s (RALIAT, 

2013). 

Once the measures mentioned above are incorporated into the legislation this will empower 

public authorities to question the sources of wealth and to detain any assets whose acquisition 

is the result of crime, RALIAT, (2013). A number of studies have documented that most 
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developing countries had long been placing assets offshore and but recently has seen a 

significant increase in cases of assets being laundered through the use of offshore havens, 

(Watts, et al, 1994; Hampton, 1994). The Anti-money laundering measures will easily fit into 

and will secure existing laws that target the proceeds of corruption, Goredema, (2004). In 2001 

Charter House Bank reported to the central bank of Kenya, the receipt of US$25 million into 

the account of a company known as Crucial Properties. This notification lead to the fraud 

investigation unit of the central bank of Kenya, to apply for the order from the magistrate court 

to freeze the account, crucial properties and warrants to search the company. This enabled the 

unit to investigate the account. The results from the investigation unit’s investigation stated that 

it believed that the money is the results of proceeds of a theft (Case Republic v Crucial 

Properties Ltd, 2001). 

It is vital as part of the wider anti-money laundering measures that East African states co-

operate in ensuring that assets accrued from stolen wealth is recovered by societies where the 

money originally came from, The Global Witness report, (2009). Asset recovery is a vital 

approach to the global threat of money laundering. In developing countries, corrupt leaders 

steal almost 40 per cent of the money meant to fund national budgets, but also 70 per cent of 

the population live on less than US$1 a day, Transparent International Report, (2009). These 

countries would have been ultimate beneficiaries of the laundered money, and moreover, are 

rightfully entitled to it. Organisations such as the World Bank Stolen Asset Recovery Initiative 

(StAR), aimed at providing technical and financial assistance to requesting nations, are 

thriving. While the fact that these asset recovery efforts exist is a testament to the fact that 

corrupt money ends up in banks through loopholes in the regulatory and enforcement system. 

The Global Witness report, (2009), supports these asset recovery efforts though it believes that 

it would be far easier, cheaper and more effective to place more emphasis on tightening up the 

holes in the system that allows dirty money into banks in the first place. 
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The major obstacles and limitations in the process of recovery of the stolen assets are thought 

to be the lack of enough interest shown by most of the developing countries in assisting in the 

process of reimbursing the recovered assets back to the countries of their origin, and also the 

existence of complex negotiation formalities and legal issues involved in the process, 

(Heggstad and Fjeldsstad, 2010; Chaikin and Sharman, 2009). The process of recovery of illicit 

proceeds of crime requires the cooperation of banks and other financial institutions in different 

countries all over the world to allow the information to be shared among the authorities and 

most importantly, restraining the concealment and easy movement of proceeds of crimes from 

one account to another undetected. Further, the investigators argue that the related banks should 

exchange some basic information required initially to facilitate the investigation. Also stalling 

or freezing the process of the money transfer, to allow their clients time to relocate their assets 

(Heggstad and Fjeldsstad, 2010 Goredema, 2009) concludes that effective strategies and laws 

to trace illicit financial flows are still inadequate in the region. 

2.5.3 Preventive measures 

Money laundering is difficult to uncover, investigate and prosecute, consequently allowing 

huge sums of ill-gotten gains to move through the international financial system without fear 

of the law by the money launderers. It is often found that there are insiders within a financial 

institution who compromise the institution`s financial system by significantly facilitating 

money laundering plots, Lacey and George, (2003). According to this recommendation, 

countries are required to modify secrecy laws to enable an effective implementation of FATF’s 

Recommendations. Carlin and Lokanan, (2018); Otusanya and Lauwo, (2012), pointed out that 

money laundering cannot be avoided if there is bank secrecy. Also, to facilitate information 

sharing between appropriate authorities and further outline several measures or controls for 

financial institutions to relieve risks and prevent money laundering and terrorist financing, 
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(Proviti, 2014; Ping, 2010). This includes having an effective customer record keeping and due 

diligence. According to Lanier et al, (2015), considering the difficulty of uncovering complex 

money laundering schemes, a bank’s failure to discover a financial crime does not necessarily 

mean that the bank has a weak anti–money laundering program. The Under Secretary of the 

US Treasury Department have acknowledged, it is not possible or practical for a financial 

institution to detect and report every single potentially criminal transaction that flows through 

the institution. In most cases banks and other financial institutions fail to uncover money-

laundering activities due to inappropriate measures or anti-money laundering programmes in 

place used to deter money launderers from using the financial institution channel, (Lanier et al, 

2015; Ping, 2010). 

Customer due diligence and record keeping 

The Customer due diligence (CDD) procedures are designed for helping banks to understand 

who their customers are. In addition, demanding them to gather information through filling 

forms and attaching relevant documents detailing why they require banking services and what 

kind of job or business they do to determine whether their source of income is genuine or not 

Simser (2012). CCD objective is to conduct ongoing due diligence on the business relationship 

and enquiry of transactions undertaken during the course of that relationship, by guaranteeing 

that the transactions being undertaken are coherent with the institution’s knowledge of the 

customer and the nature of their business, Nguyen, (2018). During early stages of the CDD 

procedure is designed in such a way as to help banks evaluate the money laundering and 

terrorist-financing risks connected with the anticipated business association. Banks should be 

able to establish the level of CDD to be applied and discourage persons from establishing any 

business connection, which is related to illegal activities, (FATF, 2014, Risk-Based Approach, 

Guidance for the Banking Sector). Additionally, according to Nguyen, (2018); Williams, 

(2009), “know your customer” (KYC) and “customer due diligence” (CDD) checks must 
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continue even after the bank has accepted the client by conducting checks of transactions to, 

inter alia, ensure the legitimate provenance of funds being held or moved through the bank. 

McLaughlin and Pavelka, (2013); Geister (2008), have noted that the application of customer 

due diligence measures is considered as one of the most effective ways for safeguarding against 

money laundering activities and other financial delinquencies. This is particularly true due to a 

number of reasons. First and foremost, money laundering activities are considered by nature as 

illegal and discriminating, thus making those institutions with ineffective or weak internal 

controls on customer due diligence to be exclusively exposed to exploitation and to become a 

major target to money launderers to use such institutions for money laundering activities. If the 

financial institutions are not well situated to prevent and recognize the illegal activities at the 

beginning, the likelihood of detecting money-laundering arrangements decreases (McLaughlin 

and Pavelka, 2013; Geister 2008). 

Recent evidence suggests that most banks are all more than willing to turn a blind eye to dirty 

money and do not perform enough checks to identify the beneficial owners of their customers, 

Global witness, (2014). The reason being that most banks stand a greater chance of making 

huge profits from accepting to have a business relationship with the dodgy rich customers. 

Despite the existence of rather strict and sound anti-money laundering laws. The potential risks 

faced by banks for taking tainted assets are very small, and these banks have rarely been caught 

and even when caught, the punishment is small compared to the magnitude of the crime. The 

fines may seem large to members of general public, Often, only a fraction of the bank’s profits 

generated from such business dealings; and there is very limited, if no personal responsibility 

from individual bankers, Global witness, (2014). A good example; is the recent scandal 

involving StanBic bank in Tanzania which saw more than Tsh12 billions of public funds being 

laundered by political figures and other high-profile government officials with the help of the 

bank. In return, the bank has been fined Tshs3 billions because of such crime. When you 
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compare the fine and the actual amount involved it shows why banks are more than willing to 

take such risks. The fine is only 25% of the total amount of money laundered, Daily News, 

(2016). This shows that the regulators need to step up their game in terms of increasing the 

penalties in order to discourage banks from getting involved with high risk customers and also 

improve customer checks before the bank decide to enter into any kind of business relationship. 

According to (Dion, 2012; Otusanya et al, 2011; PricewaterhouseCoopers, 2008), Banks are 

increasingly facing a predicament with their clients whose increasing desires for confidentiality 

and safety are equivalent to their irresistible need for efficient means of moving money across 

the border. This poses a great deal of challenges because most customers’ needs are rather self-

contradictory. Protection and Privacy often demands extra controls while well-organized global 

access demands less. Banks are motivated to assist their wealthy customers with managing their 

wealth irrespective of the origin of the funds, because of the nature of banking business, which 

makes the large customers more attractive due to their contribution towards the survival and 

future prosperity, (Heggstad and Fjeldsstad, 2010, Palmer, 2009). Global Witness has 

documented that high-ranking politicians have been helped by banks to transfer large amounts 

of public funds into secret or hidden offshore private accounts, (Global Witness, 1999; 2009a; 

2009b). Conversely, FATF, the Basel Committee on Banking Supervision and the Offshore 

Group of Banking Supervisors argue that banks put themselves in a high-risk situation if KYC 

routines are not followed. Serious banks should therefore not engage in business transactions 

when the legitimate origin of the funds is unclear, (Heggstad and Fjeldsstad, 2010). 

Having a comprehensive customer due diligence program is considered by banks as the most 

effective artillery against money launderers and terrorist financing, Otusanya et al, (2011). 

Effectively knowing your customers, which includes depositors and other users of bank 

services information, requiring appropriate identification, and always being alert to unusual or 

suspicious transactions can help prevent and detect money laundering and terrorist financing 
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schemes through banks, Ping, (2010). Further having an effective due diligence system is also 

fundamental to help ensure compliance with suspicious activity reporting regulations. These 

regulations require banks to report transactions that have no apparent lawful purpose or are not 

the sort in which the particular customer would be expected to engage, (Ping, 2010: Office of 

the Comptroller of the Currency, 2002).    

The UK Financial Conduct Authority, (2014), revealed serious weaknesses in the level of 

enhanced due diligence carried out on high-risk customers and PEPs among banks. The quality 

of enhanced customer due diligence has remained the weakest area for most banks. Many banks 

struggle to understand what, and how much, enhanced customer due diligence information they 

are required to collect and how they should use such information. Further, banks have shown 

lack of will to ask for information from prominent PEPs customers and were therefore unable 

to carry out adequate enhanced customer due diligence. According to Asian Development 

Bank, (2003), under this recommendation banks are required not to keep any anonymous 

accounts in apparent fabricated names. All banks are required to establish the identity of their 

customers on the basis of reliable or official documents and always maintain records of their 

customers on a frequent basis when establishing business relations or carrying out transactions, 

Asian Development Bank, (2003). In order to have efficient customer due diligence and record 

keeping. Financial institutions need to take necessary measures:  

1. To verify that any person claiming to act on behalf of the customer is given, the 

authority and the identity of that person verified.  

2. To verify the legal existence and physical look of the customer by obtaining 

records either from a public register or from the customer or both. Also proof of 

incorporation, including information concerning the customer's name, legal 

form, address, directors and provisions regulating the power to bind the entity. 



 
 

87 

The public confidence and the stability of the financial institutions, the customer identification 

and due diligence procedures, also known as Know Your Customer (KYC) rules, are part of an 

effective AML/CFT regime, Schott, (2006). These rules are vital for enhancing consistent, safe 

operation of the banks. These policies and procedures are effective tools for risk management. 

A good example is in situations where a given individual or corporation may own several 

business ventures that are seemingly separate entities and a Bank has a complete knowledge of 

that particular customer’s business ventures by performing KYC procedures, Schott, (2006). 

The particular bank can limit its exposure to that borrower and thereby, it is lending risk. 

Because of the risk management benefits of KYC procedures, the Basel Committee on Banking 

Supervision incorporates a KYC policy as part of its Core Principles for Effective Banking 

Supervision, aside from the AML reasons, (Schott, 2006). 

According to Pedro & Alessandra, (2012), most people in developing countries have limited or 

no access to the bank accounts. Physical closeness is one of the first challenging factors that 

come to mind, nevertheless sometimes, the main reason why most people in the developing 

world fail to have a secure place to store their saving is as simple as not having a paper that 

identifies or proves who they are. Banking regulations varies between countries and some 

countries allow banks to set their rules on what proof of identity is required when opening a 

bank account. According to Pedro & Alessandra, (2012), most of the banks in Tanzania have 

tried to overcome the problem of customer identification through accepting the use of driving 

licences or the letter of identification from the local government authority if an individual does 

not have any form of identification. Proof of residence is still an obstacle because the formal 

address system covers just a fraction of the entire country and so it is difficult for an individual 

to obtain any form of proof of address Pedro & Alessandra, (2012). These contradictions or 

obstacles are less likely to affect the international banks operating in Tanzania than the 

domestic banks, which are more inclined to serve less profitable clients, and they cannot afford 
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to reject a customer on the grounds of lack of proper proof of ID or residence. This can have 

two possible effects that are all negative. Banks may be violating the KYC anti-money 

laundering guidelines which requires banks to have enough information about the customer in 

order to minimize any difficulties for the banks to account each customer`s account when the 

need arises. In addition, lack of proper sanctions and penalties for noncompliance with the anti-

money laundering laws and standards has led to local banks in Tanzania feeling relaxed about 

having proper customer data, (Pedro & Alessandra, 2012). 

The Basel Committee issued its Core Principles for Effective Banking Supervision in (1997) 

where Banking supervisors must determine that banks have adequate Practices, policies and 

procedures in place, including strict “know your customer” rules, that promote high ethical and 

professional standards in the financial sector and prevent the bank from being used; 

intentionally or unintentionally, by criminal elements, (Otusanya et al, 2011; Schott, 2006). 

There is a need to ensure that those financial institutions and all other designated non-financial 

institutions and professions should carry out proper customer due diligence before creating any 

business relationship with the customer. This includes; understanding the source of wealth and 

the sources of funds and finding out the information if the customer might be a politically 

exposed.  Further, according to, Chatain, (2004) each country is required to enact laws to 

institute a comprehensive domestic regulatory and supervisory regime for financial institutions, 

including banks, in accordance with Article 7 of the Transitional Organised Crime Convention. 

The Financial regulatory authorities in each country are required to play a vital role in the 

supervision of banks and non-bank financial institutions. A regulatory and supervisory regime 

should guarantee that these institutions are complying with record keeping, customer 

identification procedures, reporting of suspicious transactions and making efforts to prevent 

money-laundering criminals using banks and other financial institutions for the purpose of 

money laundering and other unlawful transactions, (Chatain, 2004). 
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The failure of banks to detect money laundering through customer due diligence on the early 

stages, it significantly increases the possibility that the money launderers will never be caught. 

Secondly, lack of complex customer due diligence policies in tackling money laundering, 

signifies the failure of the financial institutions to keep pace with the increasingly dynamic and 

complex environment in which they function, thus increasing the likelihood for money 

laundering activities to flourish in such financial institutions, McLaughlin and Pavelka, (2013). 

Historically, money launderers have injected dirty money into legitimate financial institutions 

using common means such as the cash bank deposits. In today`s world due to the advancement 

of technology in the banking system, other less evident means such as loaded credit cards are 

increasingly used by money launderers to avoid detection. The main ways to deal with such 

developments is to ensure that customer due diligence is well enforced and compel financial 

institutions to report any large and suspicious monetary transactions and to flag them to 

authorities (McLaughlin and Pavelka, 2013; McLaughlin et al, 2010). 

In order to have effective KYC programs, they must take into account new money laundering 

and financial crime threats brought about due to the advancement in technologies Deloitte, 

(2015). Given this dynamic, the regulatory difficulty is to create more mature KYC programs. 

Guaranteeing against costly regulatory actions, a national security threat, reputational risk, and 

shareholder lawsuits, financial institutions should allocate the resources necessary to improve 

their KYC and AML programs. Optimizing a KYC program can be a complex task, but the 

seven dimensions, necessary characteristics, vulnerabilities and action steps, and key 

considerations outlined in this paper are designed to suggest a path forward, (Deloitte, 2015).  
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2.5.4 Politically exposed persons 

Defined by FATF as “Individuals who are or have been entrusted with prominent public 

functions in a foreign country, for example Heads of State or of government, senior politicians, 

senior government, judicial or military officials, senior executives of state owned corporations, 

important political party officials. Business relationships with family members or close 

associates of PEPs involve reputational risks similar to those with PEPs themselves. Otusanya 

and Lauwo, (2012), provided some evidence for the involvement of politically exposed persons 

in exploiting the weak financial infrastructures that exists in developing countries, to launder 

their money to offshore centres using the professionals and financial institutions. It has been 

noted that most corrupt PEPs have certain advantage when it comes to laundering of their funds 

that is not available to other ordinary money launderers, Lishan, (2013). The PEPs illegal 

conduct of laundering proceeds of crime is mainly motivated by greed or a desire for increased 

power within the position he/she holds. He/she seeks to remove funds from public or business 

sectors for personal benefit. In the case of PEPs from unstable countries such as the East African 

countries, they look to move their proceeds of crime to another location where they will be 

safer, (FATF Report, 2010). Further, it has been argued that poverty and lack of education can 

be seen as an opportunity for politicians to enrich themselves, (Markovska and Adams, 2015; 

Omekwu, 2006; Olagoke, 2004).  

According to the United Nations Office of Drug and Crime and the World Bank (2007), it was 

estimated that the corrupt money received by public of officials in developing and transition 

countries ranges from $20 to 40bn per year, a figure equivalent to the annual gross domestic 

product of the world’s 12 poorest countries, Chhina, (2017). Over the last 25 years, the whole 

world has become aware on how corrupt politically exposed Persons “PEPs” have been utterly 

abusive of the national resources, and several scandals have been unfolded involving PEPs, 
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which involves looting of state assets, giving and accepting of bribes and corruption, 

(Mugarura, 2010; Theodore et al, 2009; Heilman and Ndumbaro, 2002). They use their powers 

to access domestic and international financial systems to launder their proceeds, (Mendes and 

Oliveira, 2012; Mugarura, 2010; Theodore et al, 2009). Public assets stolen by prominent 

public office holders, commonly referred to as “grand corruption” are commonly laundered 

through financial institutions, particularly through banks. Efforts to estimate the sums of money 

laundered by PEPs is hampered by the fact that it is considered as the most hidden crime due 

to the nature of people involved. The overall information that is available on corruption and 

bribery offenses help to give a glimpse of the order of magnitude and according to the World 

Bank estimates there are more than $1 trillion paid in bribes each year. The proceeds of 

corruption laundered from developing countries alone range from $20-$40 billion per calendar 

year. This is equivalent to the Gross Domestic Product (GDP) of 12 of the world’s poorest 

countries with more than 240 million people, (Mendes and Oliveira, 2012; Theodore et al, 

2009). Further, according to Levi, (2013). Huge sums of money are often reported as laundered 

by public officials, especially in Africa. Nevertheless, only a fraction of the money laundered 

was detected in the overseas accounts and an even smaller amount recovered. This indicates 

that money laundering is a problem in the continent and urgent efforts are required in order to 

neutralize the situation. The main reason why this problem is increasingly becoming a threat in 

Africa is due to the fact that most of the financial institutions, especially the banks, simply feel 

intimidated or owe loyalty to their country`s political leaders. These are from the same ethnic 

group which may benefit from the “trickle down’ symbolized by the title of Wrong (2009)’s 

book it’s Our Turn to Eat” cited by Levi, (2013). The Global Witness report, (2009); shows 

that available evidence leads to one clear conclusion and that is the banks have in one way or 

another conducted business with high profile customers famously known as “PEPs” who might 
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be involved in some way with the capture of the state’s resource revenues. This casts immediate 

doubt over the bank’s ethical decision-making.  

While the international anti-money laundering laws and regulations can be useful in bringing 

high profile political figures to be held accountable for money laundering acts, Chaikin, (2010), 

this situation is unrealistic based on domestic anti-money laundering regulations in East Africa. 

The institutions involved in implementing anti-money laundering regulations domestically 

might be under pressure due to the powers possessed by PEPs, Pedro & Alessandra, (2012). 

Efforts to establish effective anti-money laundering regulations were/ are delayed and 

compromised by these people. “Slow progress in the region is not only about lack of resources, 

but also lack of will to institute a functioning system”, ESAAMLG, (2009). 

Major financial scandals have broken out in East Africa without resulting in any sort of 

prosecutions or other legal actions taken as a result of the allegations. For example, the former 

prime minister of Tanzania, Edward Lowassa, resigned in Feb 2008 after the parliamentary 

Committee carried out an investigation which at the end showed that he was involved in the 

bidding for an electricity contract which was awarded to the Texas based Richmond 

Development Company (RDC). According to the findings the parliamentary committee came 

up with the contract costs Tanzania's taxpayers approximately $140,000 a day in terms of 

payments remitted to RDC. Further, the findings also revealed that the company had no legal 

registration neither in US nor in Tanzania at the signing of the contract back in 2006. Moreover, 

the company had no expertise or experience to execute the power generation project in 

Tanzania. After he resigned, no case was brought against him or legal action taken up to this 

moment (BBC News, 2008). In another case, a recent scandal broke when there was a 

parliamentary debate on the disappearance of more than $200 million from the central bank of 

Tanzania. In addition, according to the investigations, the money was wired to several accounts 

in the local banks and several high profile political individuals were involved in this scandal. 
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Was it the fault of the Central bank personnel whom would have prevented money laundered 

from the bank? Not necessarily, it may be because of the influence of politically exposed 

persons that simplified the transfer of the money without any questions asked. It is difficult to 

answer these questions because in end no action taken against these political figures, (Athuman, 

2015). Similar cases have also been experienced in Kenya, The Kroll Report, (2011), has also 

suggested that relatives and other close associates of former President Moi siphoned off more 

than $1.8 billions of governments money into banks abroad. The government decided to ignore 

the allegations. The Charterhouse Bank scandal involved prominent businesspersons and 

politicians, but none have been prosecuted or had their accounts frozen amid allegations of 

massive tax evasion, fraud, and money laundering, including massive transfers into different 

accounts abroad, (Kroll Report, 2011).  

The fact that prominent businesspersons and politicians involved in money laundering appear 

to enjoy immunity and have not been called to account for fleecing and laundering billions of 

dollars in the region thus undermines the economy and international integrity, Choo, (2008).  

Illegal acts in East Africa are so embedded that having tough legislation that curbs money 

laundering could impose a heavy cost on the East African economy that might hamper its 

growth. Corruption in government and private sectors, cross border money transfers, tax 

evasion and funds from undisclosed sources, plays an important role in damaging the economy 

of East Africa. Choo, (2008), has argued that customer due diligence measure may be 

inefficient when it comes to political exposed persons as most financial transactions, even 

business relationships are regarded to be of high risk to money laundering, hence a great deal 

of enquiry or examination is required before making any financial transactions or building 

relationships with such people.  

Money laundering activities carried out by PEPs have been going on for such a long time that 

citizens question why these people are not criminalized up to this moment. Apart from banks 
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conducting customer due diligence it is advised that financial institutions should ensure that 

they have more appropriate management system that can be used to determine whether a 

customer is PEPs. Senior management should be contacted in order to approve to establish any 

form of relationship or conduct a financial transaction with such individuals and make further 

enquiries to ensure that the sources of wealth and funds for such individuals are clearly known 

(Choo, 2008. Pg375). Ndikumana and Boyce, (2008), have further stressed the impact of money 

laundering in Africa that has resulted in the continent being a creditor to the developing 

countries. A few greedy individuals have caused the majority of people to suffer. That some of 

the funds laundered in the region are used to finance terrorist groups’ e. g. Al-Shabaab in 

Somalia is due to the amount of wealth laundering. It is a high time these politically exposed 

people take responsibilities for their actions, and various law enforcement bodies should make 

sure that no matter the status of a person, actions are taken in order to save the Economy of 

East Africa. 

PEPs are considered as high risk in today’s regulatory environment. In East Africa because of 

their political powers they have easy access to those who have the powers and influence over 

the banking institutions. If the PEPs chose to abuse their powers they can accept bribes, 

embezzle money, or even receive kickbacks and may use their powers to disguise their 

proceeds, Walker and Unger (2009), Hitesh and Bharat, (2012). Many PEPs in developing 

countries such as East African countries accumulate their wealth through illegal means and use 

their status as a means to move their proceeds across the border through the banking systems. 

Most banking institutions are currently taking PEPs to be of higher risk and they are required 

to apply enhanced due diligence to the accounts and transactions associated with these people. 

Financial institutions are faced with a tough challenge with regards to maintaining proper 

checks and risk-based procedures while dealing with PEPs.  
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According to an investigation conducted by FSA, (2011); have indicated that at least a third of 

banks investigated the management of customer due diligence records deemed insufficient and 

some of the banks were unable to give a summary of their high-risk or PEP relationships easily. 

This show how seriously impeded these banks are in terms of their ability to assess money-

laundering risks on a continuous basis. Moreover, nearly half the banks failed to review high-

risk customers or PEP relationships regularly. The reason being that the relevant review forms 

often contained recycled information used year after year without conducting any reviews. This 

leads to one conclusion that these banks are not taking their obligation to conduct enhanced 

monitoring of PEP relationships seriously and that’s why as days goes by more and more banks 

are being fined millions of monies for their failure to fully implement the required anti-money 

laundering guidelines. 

2.5.5 Terrorist financing and financing of proliferation 

A further factor which accounts for the increased focus on money laundering and its regulation 

is the current surge of international terrorism activities, Chong and Lopez-de-silanes, (2015). 

Terrorists are not really troubled with disguising the origin of their money, yet, they are more 

concerned with disguising its destination and the purpose for collected the funds collected. 

Terrorists and terrorist organizations therefore employ techniques similar to those used by 

money launderers to hide their money, O’Halloran et al, (2018). Terrorists use the formal 

financial system as channel for financing of terrorism due to its variety services and products 

by which terrorists can move their funds, and due to the “speed and ease” with which funds can 

be transferred “efficiently and effectively between and within countries” (Tofangsaz, 2015; 

Runder, 2010). Financial institutions face a great task in identifying patterns that would 

differentiate terrorist criminals from other legitimate clients, especially in the context of billions 

of transactions being conducted, Simser, (2011). According to Brandon, (2011), there has been 
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a common misunderstanding in regard to the issue of terrorist financing on what it usually looks 

like and what is done in reality and academics and the media have done very little to provide 

an insight on this issue. When an average person is asked to explain the true meaning of terrorist 

financing through an example, their typical answer might be: “It involves the transfer of funds 

to a terrorist’s bank account, which are then used to carry out deadly attacks.” Brandon, (2011). 

Terrorist financing is a complex issue, this is due to the fact that some of their money might 

originate from legitimate sources, mixed with illicit proceeds, making the process of detection 

even more difficult, Leong, (2007). The terrorist-related money laundering process is 

sometimes acknowledged as “reverse money laundering” which means to the use of “clean” 

money for “dirty” ends (Leong, 2007; Graham et al., 2003; Cassella, 2003; Aufhauser, 2003). 

While the distinct acts of terrorism are definitely among the possible activities conducted 

through terrorist financing, these activities are occasional and though they inflict serious harm 

to properties and innocent people nevertheless, the groups behind such despicable acts must 

have some money available to finance their day-to-day activities, (Brandon, 2011; Leong, 

2007). The overhead costs for things such as training, food, transportation; rent, etc. sum up a 

significantly larger portion of terrorist organizations’ operating costs than the amount used to 

carry out the actual terrorist acts. Without the availability of enough financial resources to cover 

their daily operating expenses, the terrorist group’s continued existence, not to mention its 

ability to carry out attacks, would be in great danger. That is to say, the large portion of funds 

raised and sent to terrorist groups are used to finance their own personal needs and not to carry 

out terrorist acts. It is clearly a difficult task detecting and prohibiting the flow of funds to 

terrorist groups and represents just one of the many challenges of combating terrorist financing 

especially among the financial institutions, specifically the banking sector, (Brandon, 2011). It 

has been debated that drying out the monetary flow from terrorist financers to terrorist groups 
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can fundamentally hinder terrorist abilities to conduct attacks (Tofangsaz, 2015; Krieger and 

Meierrieks, 2011).  

Irwin and Slay, (2010), make an important point that not all terrorism financing comes from 

illegal means i.e. black market, human and drug trafficking etc. Significant terrorist funds 

raised through legitimate businesses, fund raising efforts and donations that make the task of 

identifying the funds intended for such criminal organisations difficult to trace especially by 

banks through which most of these funds are believed to pass. The current trick of following 

the money trail is a sound counter-terrorism tactic, Irwin and Slay, (2010), Croissant, and 

Barlow, (2007). Following the money trail can help to identify donors, intermediaries, recipient 

cells, and their members, which can help to curb and put an end to this growing crime. Though, 

there is no significant evidence to suggest that cutting and destroying the money channels of 

the terrorists’ groups would likely put them out of business however, (Irwin and Slay, (2010), 

Nacos, (2008) and Bosworth-Davies, (2007), all maintain that, “in order for these groups to 

support themselves, operate training facilities, acquire weapons, and travel, terrorists need 

substantial financial resources to cover all these costs”.  

The process of channelling of funds to finance terrorist activities often takes place via formal 

financial institutions. Nevertheless, informal financial networks are also commonly proffered 

means of channelling of illicit proceeds especially in East Africa where the cash-based 

economy is still widely embraced. These are systems where formal rules and guidelines 

required in the medium of exchange are not adhered to; (Heggstad and Fjeldsstad, 2010, Passas, 

2003, 2006). Further, the preferred means of transfer of illicit proceeds of crime to finance 

terrorist activities is using underground (hawala) banking system used for legal transfers 

between countries. According to Kochan, (2005), the significance of the role of banks in the 

war against terrorism especially terrorism financing could not have been explained more clearly 
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than by George W Bush, shortly after September 11th, 2001 terrorist attack. He said, "We're 

putting banks and financial institutions around the world on notice, we will work with their 

governments and ask them to freeze or block the terrorist ability to access funds." Kochan, 

(2005).  The message was clear: banks were given the responsibility to be in the front line as 

government agents on war on terror and terrorist financing. Nevertheless, years later, a draft 

report on the financial institutions’ success on the war on terror can be prepared and the results 

are not looking very promising due to the number of high profile cases and fines that have fallen 

upon the financial community, Kochan, (2005). Moreover, terrorists have developed an 

understanding on the way anti-money laundering systems operate and how to bypass them. Still 

the question remains as to whether the financial institutions have understood the terrorists and 

developed a financial system that understands terrorists enough to monitor and finally 

confiscate their money, (Whitlock 2008, Brzoska, 2009). The September 11th attack undeniably 

triggered a massive clampdown on loose practices especially among the banks. This resulted 

in the strengthening of internal controls on customers, and identity checks imposed routinely 

for new customers and determining their source of income. Financial institutions and Banks 

have invested heavily, contracting large numbers of anti-money laundering (AML) 

professionals to work hand in hand to curb this ever-growing threat, (Kochan, 2005). 

The aftermath of the September 11th terrorist attacks, led to the introduction of Financial Action 

Task Force’s Special Recommendations on Terrorist Financing, aimed at intercepting financial 

flows towards the terrorist organisations. Later it extended into international framework and 

became part of the FATF`s special anti-money laundering recommendation, aimed at fighting 

money laundering and terrorist financing, (Matsuoka, 2018; Krieger and Meierrieks, 2011). 

The FATF Surveillance Survey, (2009), has indicated that globally, the physical movement of 

cash within jurisdictions and the cash smuggling across the borders are constantly used to move 

the proceeds of crime and play an important role in financing of terrorism. As more AML/CFT 
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controls have been placed on the financial sector in recent years, criminals look at different 

means to move their illicit proceeds intended to finance such a criminal act, FATF Report, 

(2010). The table below shows some examples of terrorist attacks and the estimated costs 

incurred to undertake such acts,  

 
Table 3 showing the summary of estimated costs of terrorist attacks both in East Africa 
and of the rest of the world 

Location of the attack Year of the Attack Estimated costs 

US embassy bombings in 
Kenya and Tanzania 

1998 $30,000‐ $70,000 

9/11 attacks in New York 
and Washington 

2001 $400,000‐ $600,000 

 
7/7 attacks in London 2005 15,000‐17,000 

Sources; Krieger and Meierrieks, (2011), Whitlock (2008), Brzoska, (2009).  

The terrorist attacks completely transformed the scope of AML measures of every country and 

of the FATF, Matsuoka, (2018). The United Nations Global Counter-Terrorism Strategy 

(General Assembly resolution 60/288), adopted according to the agreement by all Member 

States on 8 September 2006, highlighted the importance of addressing the financing of 

terrorism and the need for Member States to implement comprehensive measures that meet all 

international standards, (The United Nations Counter-Terrorism Implementation Task Force, 

2009). According to this recommendation, it requires countries to criminalize the financing of 

terrorists’ acts, terrorism and terrorist organisations regardless of whether the funds were 

obtained legally or illegally. Each country in the world is required to implement measures that 

freeze the funds or any other assets of terrorists or those who finance terrorist organisations in 

accordance to the UN declarations. Further, it requires countries to take actions that authorises 

the competent authorities in a country to confiscate and seize any property that were obtained 



 
 

100 

as a result of or used in financing terrorism acts, Schott, (2006). According to Kumar and 

Campbell, (2009), based on Sheik Saeed, one of the top key al Qaeda leaders in Afghanistan, 

was asked in an interview in May 2007 “What are the most important needs of a successful 

Jihad in Afghanistan?” His response was that, “the most important need is money, and added 

that there are hundreds wishing to carry out martyrdom seeking operations, but they can’t find 

the funds to equip themselves”. This response has revealed the main significance of financing 

terrorist operations. The money is required to carry out a terrorist operation is directed to 

training camps, weapons, travel and propaganda, (Kumar and Campbell, 2009).  

Detecting suspicious transactions that may be suggestive of terrorist financing activity is a 

relatively new and difficult task. Traditionally, anti-money laundering programs have focused 

on large, suspicious cash and non-cash transactions, both domestic and international, (Office 

of the Controller of the Currency, 2002). Terrorist financing may also involve smaller amounts 

that enter the country, and the funds often be utilized in a usual retail consumer way. The risk 

imposed by terrorist financing may exist in a variety of bank products and services. The danger 

of terrorist financing activity may be higher in larger institutions and domestic branches of 

foreign banks, because of the international nature of their businesses and size and breadth of 

their international branch and affiliate networks, (Office of the Controller of the Currency, 

2002).  In most countries in the world, money laundering and terrorist financing has raised a 

significant concern with regard to detection, prosecution and prevention. The sophisticated 

techniques that are used by money launderers and financing terrorism has added a new 

dimension in the complexity of the money laundering issues IMF, (2015). The sophisticated 

techniques used by money launderers involve the use of various financial institutions. Achieved 

through several financial transactions, made through different institutions and other entities 

such as shell corporations and financial advisors, these seem to be the main tools for concealing 

the money laundering proceeds, by aiding the transfer of funds to different countries. Money 
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laundering and terrorist financing frequently exhibit similar transactional features and the most 

common one is the concealment of illicit proceeds. Money launderers often inject illicit 

proceeds through legal channels in order to conceal their origin. A similar story can be told 

about terrorism financing where those who finance terrorist activities always conceal the origin 

of legal or illicit proceeds in order to prevent the authorities from tracing the source, (IMF, 

2015).  

FATF has not specifically defined the term of terrorism financing. Though, it has emphasised 

to countries that they have to comply and implement the UN international convention in 1999, 

in the process of fighting against terrorism financing, Moshi, (2007). The international 

convention for suppression of financing of terrorism which was first drafted in 1999 and came 

into force late 2002 requires countries to criminalize any act which involves financing of 

terrorism and terrorist groups and the convention also put into force some provisions 

concerning the role of financial institutions in reporting and detecting any terrorism financing.  

International Convention for suppression of financing of terrorism (The SFT Convention, 

1999) 

This convention requires countries all over the world to criminalize terrorist organisations and 

any terrorist acts. This applies to the offence of complicity or direct involvement in unlawful 

and international collection or provision of funds to terrorists. This may be either actual or 

attempted, with knowledge or intention that part or all of the money or funds used in carrying 

out terrorist offences, as described by the convention or act intended to cause serious bodily 

harm or death to any person or a group of people. This convention requires each country to 

adopt appropriate measures in accordance with their domestic legal principles for detecting and 

freezing any funds that are intended for terrorist offences, (World Bank, 2009). 

The East African region is considered as the most vulnerable when it comes to terrorism in 

Africa, Bashir, (2007). The reason why money laundering and terrorist financing are major 
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concerns for the international economic community is because it may threaten the integrity of 

global financial institutions and add more risks to financial transactions, Kumar and Campbell, 

(2009). East African countries have been victims of various terrorist acts, these acts have been 

carried out against the country’s nationals for an internal cause or they have focused on extra-

national or extra-regional targets, such as the targets allocated by the Western countries in the 

region (Rosand and Ipe, 2009).   

Terrorism financing is much more difficult to detect compared to other common money 

laundering activities, Goredema et al, (2003). Terrorism financing often involves clean money 

that is used to finance illegal activities such as the acts of terrorism. In addition, terrorist 

financiers transfer funds through sophisticated means; this is beyond the use of traditional bank 

methods and the use of wire transfers (still the most preferred method). They also use other 

methods such as investing in securities and the movement of money through related 

transactions, which is difficult to detect, Goredema et al, (2003). Financial institutions that have 

any suspicions or reasonable grounds to suspect that funds or moneys are linked or in any way 

related to, or are to be used for terrorism, terrorist acts or by terrorist organizations should report 

them straight away to the competent authorities, (Schott, 2006) 

2.5.6 Transparency of legal persons and arrangements 

Money laundering is continuously becoming a serious global threat. The countries flooded with 

illicit funds are more vulnerable than ever, to the breakdown of the rule of law, the corruption 

of public officials, and weakening of their economies, (Bureau for International Narcotics and 

Law Enforcement Affairs, 2015; Heilman and Ndumbaro, 2002). The emergence and the 

development of new technology and the prospect of linkages among illegal activities that 

generate considerable proceeds, transnational criminal organizations, and the funding of 

terrorist groups only aggravate the challenges faced by the financial, law enforcement, 
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supervisory, legal, and intelligence communities, (Bureau for International Narcotics and Law 

Enforcement Affairs, 2015). According to, FATF Report, (2013), criminals would seek out the 

participation of legal professionals in their money laundering plots. Occasionally, legal 

professionals are involved in completing certain transactions also access specialised legal and 

notary skills and services that could be of great assistance in laundering the proceeds of crime 

and in the financing of terrorism. Although not all legal professionals are actively concerned in 

providing these legitimate legal services that may be abused by money laundering criminals, 

the use of legal professionals to provide a layer of decency to the client’s activity, and access 

to the legal professional’s client account, is attractive to criminals, (FATF Report, 2013). Often 

Money laundering occurs through corporate entities or “legal persons.” According to FATF 

legal persons is defined as any “bodies corporate, foundations, partnerships, or associations, or 

any similar bodies that can establish a permanent customer relationship with a financial 

institution or otherwise own property”, World Bank, (2009). The perception of a legal person 

or corporate liability for crimes varies significantly among different countries; FATF 

recommends that, all related entities should be subject to criminal liability. In the alternative, 

significant civil or administrative sanctions could be a sufficient substitute in cases where the 

legal or constitutional framework does not subject corporations to criminal liability. Any 

measures taken against the legal person should not preclude criminal action against individual 

officers, employees, agents, or representatives of the legal entity, (World Bank, 2009). 

This recommendation provides proper guidance on measures that are supposed to be taken in 

order to prevent the misuse of legal persons or legal arrangements i.e. trusts for money 

laundering and terrorist financing, including bearer shares or bearer share warrants, by 

facilitating the collection of and access to beneficial ownership and control information, Proviti, 

(2014). FATF Recommendations require all countries to ensure that there is no unlawful use of 

legal persons and arrangement by the money launderers. By ensuring that there is adequate 



 
 

104 

accurate information on the beneficial ownership and control of funds, skilled individuals who 

are engaged in illegal activities and have a strong incentive to cover their identity. One of the 

ways to do this is to launder money through hiding behind corporate vehicles or other legal 

structures, which includes partnerships, limited liability companies and trusts. Major corruption 

cases that have occurred in different developing countries especially East Africa indicates that 

the misuse of corporate vehicles to hide ownership or to disguise illegal activities is increasing 

(Star, 2011; FATF, 2006b). The practice of using client accounts is one of the most important 

services that lawyers can provide to money launderers to launder their dirty proceeds. The 

reason being, it is quite easier for money laundering criminals to introduce funds into the 

banking system through an intermediary such as a lawyer. The lawyers may receive cash 

deposits on account, issue or cash cheques, which assist them with the purchase or sale of stock 

and send or receive international funds transfers. Lawyers may also provide advice on how to 

avoid leaving a money trail, or how to avoid raising any suspicions in the institutions through 

which funds go through, (Crime and misconduct commission, 2005). 

Criminals rely on a variety of legal structures to conceal the proceeds of their crimes, but 

transparency by those legal entities helps to create difficultly for criminals to conceal their 

identities or hide their assets behind legal persons and arrangements, (Van der Does de 

Willebois et al.. 2011).  FATF anti-money laundering recommendations require the existence 

of reliable information about the beneficial ownership and control of trusts, companies and 

other legal persons or arrangements. The recommendations also contain tougher requirements 

that are used for electronic funds transfers to reduce the loophole of transferring illicit proceeds 

abroad. The above measures will help to increase transparency to a greater extent for the 

ownership and control of legal persons and legal arrangements and parties to electronic funds 

transfers and this will strengthen global anti-money laundering efforts (FATF Annual Report 

2011/ 2012). Hence, East Africa Member countries are required to adopt various measures that 
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will help in preventing unlawful use of legal persons by the culprits of money laundering. By 

recognising that preventing the misuse of legal persons is a core element of the fight against 

money laundering in East Africa member countries. Nobanee, and Ellili, (2018), stressed that 

in order to combat money laundering more effectively and efficiently, the responsibility should 

not be shouldered by the government alone, but there should be a solid establishment of AML 

awareness. Another example of corporate vehicles used by money launderers apart from 

lawyers, are auditors and accountants, (Crime and misconduct commission, 2005). These 

professionals may use their expertise (on banking procedures, sophisticated international 

financial instruments, investments, company structures, trusts etc.) to advise criminals how to 

launder their money; or the professional advisers may arrange paperwork and conduct illicit 

transactions themselves, (Crime and misconduct commission, 2005). A good example, for 

illustration, is the case connected to the Kenyan auditor Peter Odhiambo who managed to 

expose billions of Kenyan shillings that were the results of tax evasion and money laundering 

at his former employer Charterhouse Bank, where he used to work as an internal auditor of the 

Bank. Another money laundering case involved a group of major companies partly owned by 

one of the famous businessperson John Mwau and Member of Kenyan parliament William 

Kabogo. On 20th July 2003, Odhiambo briefed the law enforcement agency on the details of 

the crime that came to his attention and revealed that he had received several death threats and 

a frightening attempt by some of the Kenyan police officers who even issued out a bogus 

warrant of his arrest. The people involved in the in the scandal are dangerous and have a huge 

influence and protection from the Government of Kenya, (Kenya Stockholm Blog, 2011). This 

case shows that the legal personal have a challenge in upholding the law. East African Countries 

should consider measures that facilitate access to beneficial ownership and control information 

for financial institutions undertaking the requirements set out in Recommendation 5. This 

recommendation states that; financial institutions or designated non-financial businesses and 
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professions should take actions to implement the anti-money laundering recommendations. 

These references require countries to take measures that will oblige financial institutions or 

designated non-financial businesses and professions to comply with each recommendation 

(FATF, 2004). 

2.5.7 Powers and responsibilities of competent authorities and other 

institutional measures 

Money laundering has a significant impact on the economy of East Africa and it hinders the 

economic development of the countries in the region. The issue of money laundering and the 

finance of terrorism has weakened most of the banks and other financial institutions and has 

threatened the reputation of the financial sectors in the region, (Verhage, 2009; Brent, 2002). 

Nonetheless, supervision has a strong role to play in improving the banking culture. 

Supervision is not regulation, which is rule making and which has a limited role in the area of 

values, conduct, and culture. The Supervisory Function and organisations need adequate 

resources to perform the monitoring role, (Furguson et al, 2015). An investigation conducted 

by FSA, (2011); indicated that in some banks money-laundering risk seems to be treated as just 

a simple regulatory risk issue. Moreover, most of the senior management seem eager to take on 

extremely high-risk customers because they deemed to be profitable and contribute to the 

survival of the bank, especially in today’s world where there is a great deal of competition 

among financial services, FSA, (2011). Banks investigating money-laundering risks had given 

as much weight to the investigations as they are supposed to then it might be a different story. 

A clear bill of health tends to be given as long as the credit risk is within risk tolerance and the 

business relationship between the customer and the bank is likely to be profitable, regardless 

of the nature of the customer or business involved. Banks tend to focus only on regulatory, 
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reputational, and credit risks rather than money-laundering risk which is unfavourable to banks’ 

understanding and successfully managing their money-laundering risk, (FSA, 2011).  

Kimani (2011), many bank officials tend to rely on the belief that people are honest and cannot 

commit any financial crime. Biegelman, (2009) has acknowledged that identity theft is one of 

the fast-growing financial crimes in the world, so banks in East Africa should stop making 

assumptions about people just because they are famous in order to reduce the increasing growth 

of money laundering in the region. 

According to Gladwell, (2013) audits and investigations covering the period 1999 – 2006 that 

was conducted on the Charterhouse Bank in Kenya indicated that; the bank had violated the 

central bank of Kenya rule of know your customer (KYC) procedures. Over 80 percent of its 

customer accounts were missing basic details such as the customer’s name, addresses, ID photo, 

or signature cards, Gladwell, (2013). This increases the loophole for money launders to do their 

job well and leads to the continuing increase in financial crimes in East Africa. In terms of the 

governance of finance and banking, Williams Wechsler, former Special Adviser to the 

Secretary of the US Treasury, has argued that having weak banking systems and poor 

supervision are the main growing threat to any country`s interests, Williams, (2001), not only 

in terms of their contribution to financial crises but also in terms of the problems and challenges 

that global financial abuses present to law enforcement agencies and the national security in 

general, Williams, (2001). The Basel committee on banking supervision, formed in 1974, states 

that the main purpose of the committee is to ensure prudential supervision of banking. This 

committee has no formal intentional supervisory authority of force of law; still, it formulates 

broad supervisory guidelines, standards and recommendations on best practices on a wide range 

of supervisory issues in banking institutions. The Basel committee issued a statement on 

prevention of criminal use of the banking system for the purpose of money maundering in 1988, 
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this statement outlines the basic principles and procedures that bank managements should 

ensure they are in place to succeed in crushing money laundering through the banking system, 

both domestically and internationally, (Schott, 2006).  

Apart from having KYC procedures and other banking policies in place, countries and 

competent authorities are urged to take into consideration the need to have an effective 

supervision of all bodies regulated and controlled under the AML/CFT requirements, Otusanya 

et al, (2011). Further, this will render some support in providing an equal playing field for all 

the banking service providers and help the banks to avoid higher risk activities and possibly 

shift the risk to other institutions with inadequate or insufficient supervision, (FATF, 2014, 

Risk-Based Approach, Guidance for The Banking Sector).  

2.5.8 Operational and Law Enforcement 

The increasing incidents of the abuse of the financial system for illegal activities, such as money 

laundering and terrorist financing, is increasingly a growing concern for the government 

agencies and the law enforcement agencies all around the world, Rees, 2010). This 

apprehension has resulted in significant international and academic debates concerning the 

issue of finding the right balance between the two conflicting priorities, which are; to safeguard 

the financial system and ensuring it remains easily accessible, (Rees, 2010).  

The efforts of tackling ‘dirty money’ are mostly reliant on cooperation between law 

enforcement and various financial professionals, (Godefroy et al, 2011; Otusanya et al, 2011). 

Moreover, the existence of a weak legal system and political dishonesty remains a significant 

issue in developing countries especially in the war against money laundering, Godefroy et al, 

(2011). By using laundered money, delinquents try to influence the weak regulatory 

administration of these developing countries, i.e. East African countries. It is not always easy 
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for the developing country’s financial institutions to conduct appropriate checks and take legal 

actions against all the fabricated transactions, if they are not having full support by the 

regulatory authorities’ example; legal system, central bank and government administrations, 

etc. Consequently, even though there are in existence rules and regulations, challenges remain 

in implementing these rules and regulations by the financial institutions in developing 

countries, Shawgat, (2011). Although the legal system in many countries all over the world 

provides a strict non- secret outer structure in which the financial institutions must function, 

such institutions continue to operate as either aware or unaware accomplices in illegal money 

laundering activities. Further, management within the financial institutions sometimes 

overlooks apparent signals of the possible illegal source of deposits of huge sums of money 

from their customers in order improve their profit margins in the expense of reporting such 

illegal transaction, (Lacey and George,2003).  

FIU (Financial Intelligent Units) must have “sufficient operational independence and autonomy 

to ensure that it is free from undue influence or interference”. FATF, (2006). A good example; 

is when FIU might be subject to undue influence by more powerful (and corrupt) officials 

rendering it open to charges of abuse of function, FATF Report, (2010). According to Schott, 

(2006), each country is required to provide some effective mechanisms which are put into place 

in order to help the policy makers, the law enforcement authorities, FIU`s and other relevant 

authorities to corporate with one another under the country`s enforcement systems and laws. 

This requirement further extends into coordination and implementation of various anti-money 

laundering and terrorist financing policies. This recommendation ideally emphasises that 

country’s laws and policies should be conducive to and encourage cooperation among 

competent authorities as well as facilitating coordination among them.  Most importantly, a 

country’s laws and mechanisms should not be barring or restricting such cooperative efforts. 

The financial intelligence units (FIU’s) are agencies that are established for the aim in dealing 
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with reports of suspicious transactions that are made by people, financial institutions and other 

entities, which are then analysed and publicized to the local law-enforcement agencies and 

foreign FIUs in order to take further actions against the party involved, Musonda and 

Muhammed, (2012). Most of FIU’s are independent organisations that are formed or 

established by the government for the purpose of combating all financial related crimes 

especially money laundering. The FIU initially came into existence in Tanzania, in September 

2007, operating under a certain department in the ministry of finance, Ministry of Finance, 

(2012). While the Kenyan financial intelligence unit also known as the financial reporting 

centre (FRC) was established under the Proceeds of Crime and Anti-Money Laundering Act, 

2009 (POCAMLA) and came into operation on 28th June 2010, Laws of Kenya (2012).   

Presently there is no financial intelligence unit in Uganda, but The Ugandan authorities are 

waiting to enact their financial intelligence unit after the approval of the Anti-Money 

Laundering Bill, No. 13 of 2009, by the Ugandan parliament, IBA anti-money laundering 

forum (2013). Kenya is the only country in East Africa that is currently under FATF’s watch 

list due to its weak anti-money-laundering laws and enforcement policies, Irungu, (2012). For 

East African countries to accomplish their goals of minimizing the risk of money laundering, 

the FIU’s have a tough role to play and the governments have to make sure that there are enough 

resources to aid the units. This will give a major boost towards the success of any Anti-Money 

Laundering (AML) reporting system. The success will depend on the authority that is enforcing 

the system. Due to corruption being at the heart of all activities in East Africa, member 

countries face a major challenge to ensure the implementation of money laundering regulations, 

(Irungu, 2012).  

The difficulty in combating money laundering originates from the information asymmetry in 

principal-agent relationships between the State (the principal) (charged with implementing the 
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fight against money laundering) and the financial sector (the agent), because it is the only entity 

that has the data on illegal transactions, Thony, (2000). The struggle lies in the fact that the 

authorities responsible for implementing policies to combat money laundering, have the 

authority to act but do not have reliable access to information that would allow them to act, 

Thony, (2000). The international standards to combat money laundering and terrorist financing 

provide that the supervisory body responsible for anti-money laundering in the jurisdiction 

should have enough powers to monitor and ensure proper compliance by banks which includes 

the authority to be able to compel the banks to produce any information which is relevant in 

monitoring compliance. To fulfil this obligation, the supervisory body must have free access to 

complete bank information. The supervisor must not be obstructed by any kind of bank secrecy 

laws that could limit any access to relevant information (Chatain et al, 2009).  

According to Paragraph 14 of Article 16 of the Transitional Organised Crime, convention 

provides the protection against the extradition of any person for the sole purpose of prosecuting 

or punishing the person because of his/her “political opinions”. Nevertheless, such safeguard 

should also be applicable only when the requested country has “considerable evidence” for 

believing that, that is the case, and should not be misused, taking into account the gravity of 

economic crime which causes or risks causing substantial loss to a country. Haynes, (2004). 

Further, each country should be able to afford to one another the measure of mutual legal 

assistance in investigations, prosecutions and judicial proceedings in relation to economic 

crime including money laundering in accordance with Paragraph 1 of Article 18 of the 

Transitional Organised Crime convention. Each state is required to take into consideration the 

possibility of concluding bilateral or multilateral agreements or arrangements as provided in 

Paragraph 30 of this Article, FSA, (2006). In a case where a country does not have such 

agreements or arrangements, the law enforcement authorities of that country should attempt to 

explore all possible measures, including using diplomatic channels, to request and obtain 
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assistance from a foreign country in relation to money laundering investigations, (Gill and 

Taylor, 2004).  

According to Furguson et al, (2015), the current disciplinary list of the judiciary and regulatory 

authorities and the relentless political pressure are unlikely to diminish unless there are 

demonstrable improvements in overall conduct and culture. This is particularly true because 

without looking at and improving the existing customs and culture in the organisation, it is 

difficult for the law enforcement to work effectively to eradicate money laundering especially 

in the banking sector.  

2.5.9 International cooperation 

International cooperation and national strategies to address money laundering are challenged 

because countries have different legal description of specific acts such as money laundering, 

Schlenther, (2013). The international community has acted on many fronts to respond to the 

growing complexity and the international nature of rapidly evolving methods of laundering 

money and financing terrorism. The main emphasis is to promote international cooperation and 

establishing a coordinated and effective international AML/AFT regime, (Moshi, 2007, Ping, 

2010). Money laundering is considered as a worldwide activity. Criminals have embraced the 

21st-century global economy rather more effectively and quicker than governments and 

lawmakers have. Most countries still think of money laundering problems in a national 

perspective rather than international terms. Money laundering can effectively be tackled 

through continuous and effective cooperation between countries and their organizations, with 

an emphasis on such issues as common laws, sharing of information and cooperation between 

police forces and other affected countries, Lilley, (2006). Further money laundering is 

increasingly becoming a major global threat because of the convergence of several changes in 
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world markets (i.e., the globalization of markets). The increasing growth in international trade, 

the lowering of barriers to international travel, the expansion of the global financial system and 

the surge in the internationalization of organized crime have altogether provided the source, 

opportunity, and the means for changing illegal proceeds into what appears to be legitimate 

funds, (Ping, 2010; Chowdhury et al, 2003). Baker, (2007), estimated that dirty/ illicit money 

ranges between 1.0 and 1.6 trillion dollars a year. The World Bank has also approved this 

estimate; Further, Baker, (2007) estimates that half of the estimated amount, (500 to 800 million 

dollars) a year, originates from developing and transitional economies Which are considered to 

have the weakest administrative structures, legal structure, and far too often, economic and 

political elites who want to take their money out by any means possible.   

Effective implementation of Anti-Money Laundering guidelines and recommendations rests on 

the cooperation of countries around the world, Ayodegir, (2011). Further, this cooperation is 

dependent on other factors other than the ideal of preventing money laundering. It is also 

subject to political pressures as well as differences in national legislation and regulations, 

Ayodegir, (2011). Further, according to The United Nations Counter-Terrorism 

Implementation Task Force (CTITF), (2009), some being politically justified by their goals and 

intention observe terrorism financing. This insight tends to erode the political will to address 

terrorism financing, impedes the effectiveness of international and national efforts to combat 

terrorism and its financing, and distracts attention from the fact that it is a criminal act.  

The international community has given as a priority the fight against money laundering and 

terrorist financing; recently the International Monetary Fund (IMF) has raised concern on the 

possible impact that money laundering and terrorist financing has on the stability and integrity 

of the financial institutions, IMF, (2015). These criminal activities can cause instability to the 

financial institutions and its systems and as a result affect the foreign investments and distort 
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international capital flows, IMF, (2015). The banks that are located in the secrecy jurisdictions 

exposed as playing a significant role in enabling the concealment of laundered money from 

Africa due to the existence of bank secrecy that exists among banking and other financial 

services, (Carlin and Lokanan, (2018); Heggstad and Fjeldsstad, 2010; Ping, 2010; Murphy, 

2008; Kapoor, 2007). Due to the increasing number of money laundering cases and penalties 

imposed on the banking sector, banks argued that more transparency and cooperation is 

required in both banking and financial sector in these jurisdictions. They are required to do 

everything possible to limit criminals, business and PEPs, i.e. high-level politicians and their 

associates, from finding ways to hide their ill-gotten money, (Shawgat, 2011; Arasa and 

Ottichilo, 2015; Furguson et al, 2015). 

Efforts taken in order to ensure international cooperation includes; a global programme 

established to fight against money laundering (GPML), established in 1997 under the United 

Nations drugs control programme (UNDCP). The aim of this programme was to raise public 

awareness about all aspects of money laundering and terrorism financing played a major part 

in strengthening the government measures on anti-corruption policies. It also acts as a centre 

of anti-money laundering expertise and countering of terrorism financing. It provides training 

and advice to regional anti-money laundering groups and governments all over the world on 

issues concerning money laundering (GPML, 2011). Further establishing an efficient 

confiscation system for domestic purposes only is not the only solution towards eliminating the 

profitability at the heart of so many international money-laundering activities. One key attribute 

to the overall success of confiscation effort is creating cooperative mechanisms for enforcing 

cross-border confiscation orders. Countries may enable the relevant authorities to implement 

confiscation requests from other countries, employing such measures as identification, tracing 

freezing, and seizure. As a motivation for international cooperation, countries may consider 

establishing asset-sharing arrangements. The general principle in the disposal of confiscated 
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assets is that the disposal should be subject to the domestic laws and regulations of the country 

that performed the confiscation order, (Schott, 2006).  

According to Chong and Lopez-de-silanes, (2015), this recommendation allows banks and 

other financial institutions, and international law enforcement agencies to cooperate among 

each other in order to control and monitor the flaw of currency across the borders by providing 

details and disclosure of the source of money. Kenya has established various forms of 

international cooperation. The cooperation involves law enforcement agencies such as Interpol 

that works hand in hand with the Kenyan police and other law enforcement agencies for the 

purpose of recovering of stolen assets and alerting the Kenyan authorities about a possible 

terrorist attack. Kenya has also established good relationship with the neighbouring countries, 

Uganda and Tanzania; where they cooperate to ensure peace and security maintained in the 

region and this helps to trace any stolen assets shipped across the neighbouring countries 

(Fighting Terror through Justice, 2012). There are several plans that are in progress for the 

purpose of providing training to bank Personnel, law enforcement agents, prosecutors and 

judicial officers to detect and fight money laundering and terrorist financing (World Bank and 

IMF, 2003). With regards to the sharing of information, the Basel Committee released 

principles, which are applicable to all banking superiors. These principles are founded in the 

Customer Due Diligence paper, issued by the Basel Committee in October 2001. Specifically 

branch superiors of banking groups should not be compelled to share consolidated reports 

concerning to customer deposits or notification of funds under management if the home country 

superior needs this information. The host authority should give permission to foreign home-

country superiors or auditors to carry out on-site check-ups to confirm whether they comply 

with home country Know Your Customer (KYC) procedures and policies at the local branch 

level and among other affiliates of foreign banks. This procedure will require viewing customer 

files and random sampling of accounts. Managers should have measures in place to safeguard 
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information regarding individual accounts obtained through cooperative arrangements to make 

sure it is used exclusively for lawful supervisory purposes, and that it can be safeguarded by 

the recipient in an adequate manner, (Schott, 2006). 

An effective AML/CFT regime obliges that the supervisors of financial institutions, law 

enforcement authorities, prosecutors etc. should be able to cooperate among each other and, 

subject to the country’s legal system, organize their efforts regarding AML/CFT issues. 

Recognizing this, the FATF makes inter agency cooperation a requirement under this 

Recommendation. Countries should ensure that there are mechanisms in place to enable its 

agencies to collaborate and coordinate their policies and activities to combat money laundering 

and terrorist financing World Bank, (2009).  

Having cross-border corresponding banking relationships is another source of possibly of 

challenge among financial institutions. Having such relationships could be a way for persons 

or entities from countries with negligent arrangements to gain access to the global financial 

system without enduring proper due diligence procedures, Schott, (2006). Nevertheless, before 

entering into corresponding banking relationships with a cross-border banking institution, the 

following are the requirements according to, Schott, (2006).  

• Establish the nature of the respondent bank’s business, its reputation, and the 

quality of its supervision. 

• If “payable-through-accounts” are to be a report of the business relationship, 

assure that the respondent bank verifies the identity and conducts on-going due 

diligence of its customers  

• Assess the AML/CFT controls of the respondent bank  

• Obtain senior management approval for the relationship, Schott, (2006). 
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FATF further stresses that the corresponding banking relationships with institutions located in 

countries classified by FATF as “non-cooperative countries and territories” should be avoided 

as much as possible. No transactions should be accepted or conducted with “shell banks” which 

is a good example of a bank that is incorporated in a jurisdiction in which it has no physical 

presence and that is not associated with any regulated financial group. In addition, it is seen to 

be of a high risk to have any relationship due to its association to anti-money laundering and 

terrorist financing groups, (Schott, 2006). 

Since the financial systems have become global, national boundaries are now considered to be 

irrelevant as far as money laundering is concerned, much of which takes place through financial 

institutions especially in banks and the links between them, Carr and Golby, (2009). In recent 

years strong efforts have been made to internationalise the fight against money laundering 

through the application at State level of international AML standards. The worldwide AML 

network therefore can potentially make a significant contribution in locating assets, which 

originated from the proceeds of corruption, which is a first step towards their recovery, Carr 

and Golby, (2009). An effective domestic AML/CFT regime requires that certain structural 

elements be in place, such as a good regulatory framework, appropriate measures to prevent 

corruption, rule of law, and government effectiveness, culture of compliance, an effective 

judicial system. The lack of such elements, or significant weaknesses or shortcomings in the 

general framework, may significantly impair the implementation of an effective AML/CFT 

framework Concepcion, (2011). To successfully combat money laundering and terrorist 

financing also requires collaboration in a variety of areas among countries and international 

organizations (Banks, et al, 2007). Diplomatic efforts seem to be essential in the maintaining, 

strengthening and implementation of international money laundering and terrorist financing 

laws and to persuade more countries to give their support to international treaties and 

organizations responsible for money laundering crimes. For that reason, different forms of 
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cooperation and building of coalitions among countries is seen as a vital move, to making the 

international money laundering system work well and assist in taking care of both global and 

regional money laundering problems, (Marquina, 2009). 

Therefore, it is reasonable to put forward the following research objectives of this study: 

1. To assess money laundering awareness in East Africa. 

2. To assess the benefits of information sharing and how it can be used to detect the flow 

of terrorist finances in East Africa. 

3. To assess the benefits of training to Know Your Customer (KYC) in East Africa. 

4. To investigate corruption culture and how is has made it difficult to determine the 

wealth of politically exposed persons in East Africa. 

5. To investigate and analyse the nature of financial Infrastructure in East Africa. 

6. To assess the current money laundering situation in East Africa. 

7. To assess whether the current FATF anti money laundering recommendations cater for 

the needs of East African countries. 
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CHAPTER 3 

3.0 The theoretical framework  
According to Smith, (2015), without having proper theoretical foundations in any research 

work it might result into difficulty in solving the research problem. Further, there must be some 

theoretical justification for the question addressed and the research approach adopted. On the 

other hand, the theory will not always come first in the research process but often be led by the 

interesting ideas or some confusing observations by the researcher. Nevertheless, a theoretical 

framework is still a necessity in explaining the relationship between different ideas under the 

investigation. This research project aims at investigating FATF anti-money laundering 

recommendations among banks in East Africa. The main function of theoretical framework is 

to help in research design, which is useful in informing the rest of the design by assessing the 

research objectives, which in return will help in developing realistic and relevant research 

questions and appropriate research methods, which might also be an advantage in identifying 

potential validity threats to the conclusion, (Maxwell, 2013). According to Smith, (2015), 

without having proper theoretical foundations in any research work it might result into 

difficulties in solving the research problem. Further, there must be some theoretical justification 

for the question addressed and the research approach adopted. This research adopts convergent 

parallel mixed methods research design, where, the researcher merges qualitative and 

quantitative data in order to provide a more comprehensive analysis of the research question, 

(Smith, 2015; Johnson et al, 2007). With this design, the researcher usually collects both set of 

data at around the same time, and then incorporates the information collected in the 

interpretation of the general results. Any contradictions in findings are explained in this design. 

This research design fits this research study as it combines both methods in the process of data 

collection and analyses the results using both methods. This is essential because due to the 

nature of this topic it is very difficult to use only the survey to arrive to a conclusion because 
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some crucial information would be left out. Thus, the use of both methods can help to bridge 

the gap left from the use of one method at the expense of the other. Further, it helps to increase 

the credibility of the information acquired that is not analysed or judged based on bias. Based 

on this research work, which looks at the compliance of FATF anti-money laundering among 

banks in East Africa, will require the use of a survey that will be distributed across different 

banks in East Africa. The reason being that due to the time constraints and the nature of the 

topic the use of a survey will help in acquiring the majority of the information needed for this 

research work. Similar studies that have used surveys in the process of data collection include: 

Cihak and Podpiera, (2005), KPMG Survey, (2012) and KPMG survey (2014). The use of 

qualitative research is also helpful for this research work because it will promote further 

discussion for the research questions, which will enable the researcher to come to a reasonable 

conclusion. Some similar studies that have used mixed method in the process of data collection 

include, Modell, (2010 and McNabb, 2008).  

3.2.1 Institutional theory 

The existing field of institutional theory in the area of organisations stretches back more than 

forty years. This describes the so-called new institutionalism, which is used as a theory to 

provide sociological views on institutions. These terms are in contrast to the earlier theories of 

organisations in cultural and social aspects all together called old institutionalism, Hirsch & 

Lounsbury, 1997). In the earlier days, the institutional theory went through a period where 

people paid minimum attention towards its contributions but later in the early 1970 it started 

receiving recognition in the field of organisations and their social cultural aspects by 

emphasising the dependence of organisations to their environment, (Meyer, 2007). 

Institutional theory according to (Scott, 2007) has been portrayed in different ways but 

generally it refers to the systems of social beliefs and socially organised practices that are 
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associated with the dynamic functional areas of the social systems example: politics, religion, 

work, and laws. Scott (2007); provided a further realistic picture that reveals the major concepts 

and relationships that are involved in the institutional theory. According to Scott (2007), three 

levels help to analyse the institutional theory. The first level is the highest where there are 

global and community institutions. Here the models are formally proposed to be injected into 

the society or organisation informally. This provides the institutional framework more 

acceptance and legitimacy.  

The next level consists of governance structures that consist of organisations and organisational 

fields. The organisational fields are simply defined as the organisations that are operating in 

the same industry. The organisational level of study is also important as most organisations 

vary in terms of size, function, field, culture, and lastly the capacity for change Scott (2007). 

All these are mainly the above-mentioned factors influenced by institutional environments and 

organisational fields. Further every economic imperative needs a minimum institutional 

infrastructure for it to function effectively. The importance of such institutional infrastructure 

has repeatedly placed more emphasis on business pursuits in emerging or developing 

economies such as East Africa, (Khanna and Palepu 2006). Nonetheless, Mahoney et al. (2009) 

was clear in asserting that there are circumstances in which public institutional environments 

impact positively on value creation in the private sector. Banking industry union or reform in 

response to institutional crisis represents a typical example. In support, Naim et al, (2012), 

stated that the first step that is required is to successfully combat money laundering in the fight 

against financial and administrative corruption, and this implies that the real fight against 

money is not just professed but also put in action. It is appropriate that the set of anti-money 

laundering legislations has been re-written in order to enable central banks to extend their 

control more effectively over private banks and monitor their application and their 

implementation to all banking sectors, without exception (Naim et al, 2012). 
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Finally, there are actors in the institutional setup, which may consist of groups, or individuals. 

Each of these actors can influence and be influenced by the powers of diffusion and imposition 

of the institutional norms, Hartley, et al.  (2002). Institutional theory considers the processes 

by which different structures, which include norms and rules, become trusted guidelines for 

social behaviours Hartley, et al.  (2002). The institutional theory seeks to understand how these 

structures were created, integrated and adopted in the organisations over a period and how they 

might have an impact, Scott (2007). Institutional theory tends to address the question on why 

almost all organisations tend to behave and look the same. The main concept or idea of 

institutional theory is to understand how organisational structures and processes tend to gain 

their own meaning and manage to achieve their own stability without being reliant on their 

efficiency and effectiveness in achieving their objectives, (Miles, 2012).  

Furguson et al, (2015), state that good or bad culture means for the behaviour of bank 

executives might seem spontaneous, culture impacts on other serious factors such as reputation, 

trust, ethics, values, mission, purpose and conduct are not as direct as one might believe. The 

reason being that the concept of culture is vague. We need to detect and comprehend how 

culture spreads and that means looking at what the transmission mechanisms are that aid the 

implant of the desired values and conducts in both small and large banks. 

The creation of a reassuring and positive culture of money laundering compliance is an 

important, yet often overlooked, aspect of having an established and well-designed anti-money-

laundering program especially on issues relating to KYC. Further, major risk-based 

assessments are conducted throughout the organization, frequently on a daily basis, Deloitte, 

(2015). Although the anti-money laundering compliance programs helps in facilitating some of 

these assessments, promoting a good, open and friendly atmosphere may be of great help in 

promoting “risk intelligent” behaviour in the organisation, this includes:  
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• Persuading other employees to follow proper standards  

• The understanding and ability to apply the organization’s risk approach  

• Taking personal responsibility to manage risk in the organisation  

The obstacles surrounding compliance of anti-money laundering programmes may have 

increased as most financial institutions want to achieve growth in revenue through having 

bigger and possibly in some cases, more global and complex organizations. Nevertheless, the 

organisations can still achieve their compliance duties through outlining and implanting a risk-

aware culture, which can play a great role in strengthening major compliance priorities, which 

includes accountability, information accessibility, information accuracy, information integrity, 

security, and standardization. Further ensuring the organization values and places more 

emphasis on KYC as an important risk management tool, as opposed to a mere compliance 

requirement, will help build a more effective program, (Deloitte, 2015).  

Most organizations especially the banking sector are prone to yielding to forcible and normative 

pressures arising from their institutional context (for example banks adhering to capital base 

requirements or to a corporate governance code) as these are due to deliberate social privileges 

from their stakeholders, Olushola, (2014). The use of institutional theory has helped to guide 

an understanding of how national culture and social institutions are possible factors that 

determine management and institutional practices, (Pillay  and Dorasamy, 2010). The nature of 

the institutions and their controls over activity in social scientific thinking: the theory states 

that organizations will take on structures that are of similar structure with the institutional 

environment in which the organization exists, and by doing so discusses the rightfulness of 

resources and a survival advantage to these organizations (Glynn and Azbug, 2002). A good 

example is the banks where the bank supervisor customarily does the supervision and 

compliance of anti-money laundering regulations in the banking sector. Understood to be the 
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most credible organisational model, Chatain et al, (2009), it has several advantages; one of the 

advantages is that money laundering and terrorist financing risks are monitored just like any 

other types of compliance risks for which the bank supervisors are responsible. Another, 

advantage is that the supervisory personnel in the banks are considered highly skilled and 

knowledgeable about different risks that may affect proper functioning of the bank, (Chatain et 

al, 2009).  

Effective KYC procedures comprised of practices for proper management, oversight, systems, 

controls, segregation of duties, training and other related policies, are the board of directors’ 

duty, Arasa and Ottichilo, (2015). But lower staff motivation can be dented due to poor working 

conditions, which is more likely to have a substantial impact on the performance and the quality 

of work, which in turn results in money laundering being more likely to occur. The study 

conducted by Mamontov, (2007) has found that instructions on the organization`s legal and 

reputation risk management systems in most of the banks place more emphasis on risk 

management with the main focus on the risk of trailing reputation. Consequently, it results in 

non-compliance with the KYC legislation and non-cooperation with the anti-money laundering 

regulators; additionally, it leads to fruitless internal control rules and divergence from 

involvement in the KYC regime, (Mamontov, 2007).  

The institutional theory goes further in that existence of certain norms in the organisation will 

influence directly the behaviours of its people, Masciandaro, (1999). This brings us to the 

reasons as to why money launderers prefer to use financial sectors in their money laundering 

activities. This is due to the efficiency that the financial institutions provide and the willingness 

of the bank officials to help in the process considered a normal practice among banks in East 

Africa (Masciandaro, 1999). This has led to an increase in money laundering crimes within the 

banking sector because there are no proper customer checks conducted to ensure the legitimate 
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source of their customer income verified. Most of the times the bank officials in the region tend 

to form relationships with the customers that have jeopardized the whole process of eradicating 

money laundering by the fear of losing them to their competitor. In most cases bank supervisors, 

because of practical concerns may not give anti-money laundering regulations the priority the 

government wants and in other circumstances may not have the right resources to fully 

implement the anti-money laundering regulation. As a result, the compliance of anti-money 

laundering regulations may not get the attention that it deserves. Hence, money laundering and 

terrorist financing is likely to occur, Chatain et al, (2009). Further, the traditional concern of 

institutional theory mainly focuses on the protection of the legality and standing by groups and 

organizations through conformation to rules and norms in their institutional environment, 

(Scott, 2007). Nonetheless Zucker (1987) perceived that normative pressures from within or 

outside an organization (e.g. government or other organizations) could have a great influence 

or limit managerial action. A good example is that politically exposed persons might have a 

certain influence that might intimidate senior managers in banks into abiding by their demands. 

Yet, senior managers authenticate such pressures through a close association between the 

organization and its institutional environment. Institutional theorists generally find some 

comfort in the belief that the structural forms (together with dominant values and identities) of 

relevant external institutions impose themselves unto entities dependent on them for the 

purpose of legitimacy, staffing or resourcing (Child 1997:45). While the organizational 

structure surrounding AML/CFT supervision may differ from country to another, the 

AML/CFT supervising authority, whether it is the bank supervisor, the FIU, or some other 

government agency, must have independence, Pierre et al, (2009). Unless provisions are 

already in place to guarantee this, such independence for the AML/CFT supervisor should be 

made clear in the mandate of responsibilities, possibly with a specific grant of authority, (Pierre 

et al, 2009). 
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Despite making some progress in developing money laundering controls and improving the 

financial regulatory organisations, several scandals involving banks opening and maintaining 

accounts for politicians and heads of corporations by diverting illicit proceeds proves that banks 

continue to be a key enabler of money laundering in Africa, Mailey, (2015). Based on Customer 

Due Diligence for Banks, according to the Basel Committee on Banking Supervision paper 

(2001), the concept of PEPs introduced by banking supervisors are a special group of 

individuals who expose a bank to significant reputational and legal risks.  The paper further 

recognized the significance of providing proper guidance on the prudential risk presented by 

PEPs, stating it is clearly unethical, detrimental and inappropriate to the fit and proper conduct 

of banking operations, to accept or continue a business connection if the bank is aware or has 

some doubts that the funds originate from corruption or misuse of public assets, (Theodore et 

al, 2009).  

In support of institutional theory, Nel et al, (2004), come up with some general assumptions 

which are: the way in which tasks of an organisation are to be done, setting appropriate 

organisational goals which also encourages personal goals for each employee. All mentioned 

assumptions are the things that create some sort of psychological contract among members of 

the organisation. Which leads to the future success of the organisation only if the tasks set are 

manageable and can be encouraged in the organisation. This concept is particularly true because 

most organisations tend to set goals for their employees without thinking how those goals will 

enhance their inner desires to achieve their own objectives Nel et al, (2004). On that note, most 

of the banking institutions and other institutions in East Africa have a tendency to issue out 

instructions on what is supposed to be done but not explaining the reasons as to why the 

employees are required to do a particular task KPMG, (2014). This is similar to anti-money 

laundering recommendations developed by FATF that banks and other financial institutions are 

required to implement. The implementation has been below average as indicated on KPMG, 
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(2014). The Global Anti-Money Laundering Survey states that most banks are still facing 

difficulties to ensure that its employees effectively implement these recommendations. 

Moreover, the problem does not lie on the proposed recommendations, but on how well the 

culture that exists in the organisation has promoted or encouraged employees to take an 

initiative to ensure that they implement the required recommendations for the benefits of the 

organisation. Institutional theory has also been used to describe both institutional and individual 

actions together with management and institutional practices (Dacin et al, 2002). 

One of the aspects that cause money laundering to flourish is the existence of the culture that 

exists especially among financial institutions in East Africa countries that believes that the best 

possible way to succeed in business and make money is through investing in the capital cities 

and town areas, Dacin et al, (2002). This culture has also affected the banking sector and other 

financial institutions where most of them have established their headquarters in the town areas 

and have completely ignored the rural areas. This has resulted in money launderers using that 

loophole to launder money due to weak financial infrastructure. In support, Furguson et al, 

(2015), finds that most banks may choose not to pursue any social outcomes and build a culture 

solely consistent with profit maximization and satisfying shareholders, objectives that dominate 

most banks to date.  

Sander, (2001), indicated that only the capital cities and regional trading centres have the 

highest availability of financial services in East Africa. This leaves other rural and undeveloped 

regions with limited access to financial services, thus encouraging physical cash to be saved at 

home by individuals, a practice that has contributed to the failure of banks to have control over 

the money laundering. There is a lack of reliable financial services in the rural areas as a result 

of existing culture that discourages doing business or investing in the rural areas that has left 

institutions vulnerable to money laundering risks. 
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Shaw, (1997), further supports the institutional theory that the institutional culture consists of 

ethical values shared across the organisation and they tend to have a great influence on the 

behaviour of the employees. These ethical values tend to stick with the organisations for 

generations to come even if there are changes of personnel running the organisation. A good 

example of behaviour that exists among East Africans is people embracing the use of the 

informal banking system which system has turned out to be a major obstacle in the process of 

minimizing money-laundering activities in East Africa. (Competitiveness Report, 2011) 

indicated that, more than 80% of the population in East Africa do not use the formal banking 

system. This is due to widespread cash-based economies that results in a lack of proper 

monitoring and control of transactions conducted among individuals, which leaves no trail at 

to where the money comes from and where it is heading to, (Nantege, 2013; Ping, 2010). The 

main aim of this research study is to investigate and assess the compliance of FATF Anti-

money laundering recommendations by banks in East Africa. Looking at different factors that 

might affect and influence or affect compliance, some of these factors are the different ways 

money laundering is being carried out, national and institutional culture and lastly the financial 

infrastructure in East Africa. Additionally, (Chong and Lopez-de-silanes, 2015 and Becker, 

1968) provided some valuable ideas regarding the role that different money laundering 

regulations can play in order to increase the probability of bringing the money launderers to 

justice. Having clear disclosure and liability rules on money laundering can create some 

incentive to the key participants who are devoted in the fight against money laundering and 

ultimately reduce the cost of compliance.  

The key participants are the financial institutions because most of the money laundering 

activities are carried out through banks and other non-bank financial organisations. Thus, 

bringing us into the main purpose of this research project, which is to determine to what extent 

banks in East Africa have adopted various measures to reduce the risk of money laundering 
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and ultimately to reduce the cost of compliance to ensure that there is efficiency. Having proper 

regulations in place will ensure that that all bank employees adapt to such regulations, which 

later create some sort of a tradition that, the whole organisation follows. As a result, money 

laundering activities would be reduced to a minimum because of having such a tradition and 

ultimately reduce the cost of compliance which most banks find it difficult to keep up with. 

Other theories such as Hofstede builds up and provides a substitute and deeper understating of 

culture that relates the differences between institutional functioning, Pillay and Dorasam, 

(2010). This theory refers to the extent to which less powerful members in the organizations 

and institutions accept the fact that power is evenly distributed. Power distance is an important 

aspect in corruption and growth in financial crimes this is because power distance implies no 

questions asked to the top authorities. In the country concerning their actions, (Hofstede and 

Hofstede, 2005) nonetheless, according to Lund, (2003); a good organisational culture is the 

one that allows the management to recognise the aspects of corporate culture and its effect to 

the behaviour of the employees. any country’s national culture is being shaped by variables 

different which includes level of discretion, hierarchical system, decision making powers and 

social economic factors, (Pillay and Dorasam, 2010). Nerveless the use of institutional theory 

has helped to guide and gain a deeper understanding of how national culture and social 

institutions are possible factors that determine management and institutional practices, (Pillay 

& Dorasam, 2010). The nature of the institutions and their controls over activity in social 

scientific thinking: the theory states that organizations will take on structures that are of similar 

structure with the institutional environment in which the organization exists, and by doing so 

discusses the rightfulness of resources and a survival advantage to these organizations (Glynn 

and Azbug, 2002). Unlike Hofstede which focuses only on power distribution and less on nature 

of institutions and how they can influence management and institutional practices. 
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Theoretical framework and Hypotheses  

A. Hypotheses relating to money laundering Awareness  

The concept placement, layering and integration has been the basis for the most worldwide anti 

money laundering (AML) training, Murray, (2018). The fundamental weaknesses of the 

concept appear to hamper the process of tackling money laundering as it occurs.  As a 

consequence, this situation has opened up opportunities for deliberate blindness on AML 

systems due to the practice of money laundering being understood in incomplete and 

misleading ways, Murray, (2018). According to Shawgat, (2011), the reason to why banks are 

increasingly becoming a main target for money launderers to execute their money laundering 

operations is that, they offer a range of financial services and instruments that can help to 

conceal the original source of money. Banking institutions also provide an easy means of 

transferring of assets or money into other banking institutions whether with in the country or 

outside the country with simplicity. Institutional theory considers different aspects such as, 

norms and rules, and how they can become trusted guidelines for social behaviours in the 

organisation, Hartley, et al.  (2002). The institutional theory seeks to understand how these 

structures were created, integrated and adopted in the organisations over a period and how they 

might have an impact, Scott (2007). Shaw, (1997) adds to the institutional theory that the 

institutional culture consists of ethical values shared across the organisation and they tend to 

have a great influence on the behaviour of the employees. According to scholars, (Brandon, 

2011; Leong, 2007; Johnson and Lim, 2002) The emergence of FATF has acted, as a valuable 

campaigner for having strong global AML/CFT controls and its achievement in raising 

increasing awareness on issues regarding the dangers of money laundering and terrorist 

financing and in trying to persuade countries all over the world to improve their controls and 

supervision on these two key areas. Moreover, Nobanee, and Ellili, (2018) stress that in order 
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to combat money laundering more effectively and efficiently, the responsibility should not be 

shouldered by the government alone, but there should be a solid establishment of AML 

awareness. World Bank and IMF, (2003), also emphasised that, there is a need of providing 

training to bank personnel, law enforcement agents, prosecutors and judicial officers to detect 

and fight money laundering and terrorist financing. Therefore, reasonable to put forward the 

following hypotheses:  

A.1 

H1 – An employee’s awareness of FATF anti money laundering recommendations is associated 

with regular anti money laundering training. 

A.2 

H2 – An employee’s awareness of current money laundering issues is associated with regular 

anti money laundering training. 

A3 

H3 – An organisation’s ability to update its current anti money laundering policies is associated 

with regular anti money laundering training. 

A4 

H4- There is a difference in regular AML trainings conducted between local and international 

banks  

 

 

 

B. Hypotheses relating to Transaction monitoring and Detecting Terrorist Financing 
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Transaction monitoring is one of the most essential weapons used to fight against money 

laundering especially in East Africa McLaughlin and Pavelka, (2013). Further, (McLaughlin 

and Pavelka, 2013; Geister, 2008), Institutions with ineffective or weak internal controls, which 

include ineffective transaction monitoring systems, are more likely exposed to exploitation, and 

become a major target to money launderers. According to (Dion, 2012; Otusanya et al, 2011; 

PricewaterhouseCoopers, 2008), Banks are increasingly facing a predicament with their clients 

whose increasing desires for confidentiality and safety are equivalent to their irresistible need 

for efficient means of moving money across the border. Due to the increasing desire of 

confidentiality, the financial system is striking a potential means for the financing of terrorism, 

terrorists can move their funds, and due to the “speed and ease” with which funds can be 

transferred “efficiently and effectively between and within countries” (Tofangsaz, 2015; 

Runder, 2010). Additionally, for fact that banks undertake monitoring in order to detect 

suspicious transactions is not an assurance that control systems will be effective and can detect 

all suspicious transactions, (Dion, 2012). As a Consequence, the following hypotheses were 

formulated: 

B.1 

H1 – Updating the transaction monitoring system is associated with investing in the transaction 

monitoring system. 

B.2 

H2 – Detecting terrorist financing is associated with information sharing 

B.3 

H4 - There is a difference between Detecting terrorist financing and countries 

 

C. Hypotheses relating to Know your Customer (KYC) 
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The institutional culture consists of ethical values shared across the organisation and they tend 

to have a great influence on the behaviour of the employees, Shaw, (1997). Effective KYC 

procedures comprised of practices for proper management, oversight, systems, controls, 

segregation of duties, training and other related policies, are the board of director’s duty, Arasa 

and Ottichilo, (2015). Having an effective due diligence system “Know Your Customer” is 

fundamental to help ensure compliance with suspicious activity reporting regulations. These 

regulations require banks to report transactions that have no apparent lawful purpose or are not 

the sort in which the particular customer would be expected to engage, (Ping, 2010: Office of 

the Comptroller of the Currency, 2002). According to an investigation conducted by FSA, 

(2011); have indicated that at least a third of banks investigated the management of customer 

due diligence records deemed insufficient and some of the banks were unable to give a 

summary of their high-risk or PEP relationships easily. Moreover, if financial institutions are 

not well situated to prevent and recognize the illegal activities at the beginning, the likelihood 

of detecting money-laundering arrangements decreases (McLaughlin and Pavelka, 2013; 

Geister 2008). Thus, this study proposes the following hypotheses: 

C.1 

H1 – An employee’s awareness of know your customer policies is associated with regular 

training on know your customer. 

 

C.2 

H2- There is a difference in KYC trainings conducted between local and international banks.        

 

 

D. Hypotheses relating to National culture and Politically exposed persons 
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According to, Holbeche, (2005), culture is composed by many factors these includes the society 

in which the organisation is situated, market and competition, and technology. Culture is born 

through social interaction among individuals whom at the end form one agreement on how to 

interact and behave collectively. This interaction might form a positive or negative culture 

depending on the ability of the society to adopt behaviours that are suitable and beneficial to 

all members in the society. According to Kemal, (2014); Carr and Golby, (2009), money 

laundering activities, especially relating to the proceeds of corruption, normally take place 

through the money transfers channelled through the world’s financial systems. That is why 

financial institutions are considered vulnerable as far as money laundering is concerned in East 

Africa; the situation further fuelled by the existence of corruption, which makes the task of 

detecting and fighting against money laundering a difficult task for regulators, (Mugarura, 

2010; Carr and Golby, 2009). Over the last 25 years, the whole world has become aware on 

how corrupt politically exposed Persons “PEPs” have been utterly abusive of the national 

resources, and several scandals have been unfolded involving PEPs, which involves looting of 

state assets, giving and accepting of bribes and corruption, (Mugarura, 2010; Theodore et al, 

2009). They use their powers to access domestic and international financial systems to launder 

their proceeds, (Mendes and Oliveira, 2012; Mugarura, 2010; Theodore et al, 2009). Thus, 

Corruption is considered as big hindrance for the campaign against money laundering. 

(Markovska and Adams, 2015; Idowu and Obasan, 2012). CCD emphasise on the need to 

conduct an ongoing customer due diligence on the business relationship and enquiry of 

transactions undertaken during the course of that relationship, by guaranteeing that the 

transactions being undertaken are coherent with the institution’s knowledge of the customer 

and the nature of their business, (Nguyen, 2018).  As a Consequence, the following hypotheses 

were formulated: 

D.1 
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H1 – Encouraging a business relationship with a PEPs is associated with banks being the most 

preferred vehicle by money launderers. 

 

D.2 

H2 – Establishing the source of wealth of a PEPs is associated with corruption. 

 

D.3 

H3 - There is a difference in establishing the source of wealth of PEPs between local and 

International banks.        

 

E. Hypotheses relating to Financial Infrastructure 

Criminal proceeds to be laundered are usually represented by cash. As it is well known, cash is 

different from other payment instruments in that it guarantees anonymity, Ardizzi et al, (2014). 

Additionally, Furguson et al, (2015), most banks may choose not to pursue any social outcomes 

and build a culture solely consistent with profit maximization and satisfying shareholders, 

objectives. Consequently, financial services are more expensive in terms of people’s 

affordability and accessibility to the banking services especially in the developing countries, 

Thorsten and Robert, (2013). Africa Competitiveness Report, (2011) indicated that more than 

80% of the population in East Africa do not use the formal banking system. This is due to the 

widespread cash-based economy that results in the lack of proper monitoring and control of 

transactions conducted among individuals, which leaves no trail as to where the money comes 

from and where it is heading to, (Nantege, (2013). According to Imala, (2004), most Africans 

prefer to use cash for all forms of transactions including the purchase of high-value items such 

as real estate and motor vehicles and most dealers or sellers prefer this mode of transaction 

because of a lack of trust that exist among people and fear that the use of cheques or bank 
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transfers might be fraudulent. This situation makes detecting the source of money difficult 

Masare, (2012). Further, (Gilmour and Ridley, 2015; Ping, 2010; Harvey, 2009) uncontrolled 

cash transactions, considered legal in many countries, are the key facilitators of Money 

Laundering. Thus, this study proposes the following hypotheses: 

E.1 

H1 – Complicated formalities in opening and maintaining bank accounts is associated with the 

number of registered banks.  

 

E.2 

H2 – A cash-based economy is associated with the number of registered banks. 

 

E.3 

H3 - There is a difference in the impact of cash-based economy between local and International 

banks 

 

F. Hypotheses Relating to Money laundering situation in East Africa 

According to Fulbright (2014), approximately 95% of banks in Africa are reportedly to have 

developed their own anti-money laundering regulations that are in line with the local anti-

money laundering regulations; this is aimed at meeting the international standards for anti-

money laundering compliance. The development of anti-money laundering regulations can just 

be on paper as security experts have warned that money laundering is on the rise especially in 

east Africa where banks have reportedly lost Sh4.06 billion ($48.3 million) to money 

laundering in the eighteen months ended June 2012, (Mumo, 2012) as they failed to keep pace 

with criminals, Competitiveness Report, (2011). More than 80% of the population in East 

Africa do not use the formal banking system, Nantege, (2013). This is due to the widespread 
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cash-based economy that results in the lack of proper monitoring and control of transactions 

conducted among individuals, which leaves no trail as to where the money comes from and 

where it is heading to, Nantege, (2013). Subsequently, this situation has caused money 

laundering flourish due to lack of proper monitoring and secrecy, (Otusanya et al., 2011; Nellen 

and Lankhorst, 2008; Sikka, 2008). This has seen several banking institutions land themselves 

in trouble and suffer hefty fines for encouraging money-laundering activities, Hitesh and 

Bharat, (2012). Therefore, it is reasonable to put forward the following hypotheses:; 

F.1 

 
H1 – Bank secrecy is associated with the rise of money laundering in East Africa 

 
F.2 
H2 – Corruption that exists in the society is associated with the rise of money laundering in 

East Africa.  

 
F.3 
H3 - Cash based economy is associated with the rise of money laundering in East Africa. 

 
F.4 
H4 - Difficulty in determining the source of wealth of PEPs is associated with the rise of money 

laundering in East Africa. 

 

 

 

 

 

 
 

Figure 2 Summary of conceptual framework  
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Connecting this framework to the research objectives (page 117): 

Objective 1 (to assess money laundering awareness in East Africa) and Objective 6 (to assess 

the current money laundering situation in East Africa) both connect to “Dimensions of money 

laundering”. Objective 4 (to investigate corruption culture and how is has made it difficult to 

determine the wealth of politically exposed persons in East Africa) connects to “National and 

Institutional Culture”. Objective 2 (to assess the benefits of information sharing and how it can 

be used to detect the flow of terrorist finance in East Africa), Objective 3 (to assess the benefits 
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of training to Know Your Customer (KYC) in East Africa) and Objective 5 (to investigate and 

analyse the nature of financial Infrastructure in East Africa) connect to “Financial 

Infrastructure). Objective 7 (to assess if the current FATF anti money laundering 

recommendations cater for the needs of East African countries) connects to “FATF Anti-Money 

Laundering recommendations”. 

Objective 4 

The reasons why this research project has placed more emphasis in these three main areas is 

because the FATF Anti-money laundering recommendations have added significant value to 

the banking sector in East Africa. Despite the efforts made by FATF, the banking sector has 

been facing an increasing dilemma when implementing the Anti-Money Laundering (AML) 

recommendations. Most scholars i.e., Brent, (2002), Vaithilingam and Nair, (2007), Hans and 

Oliver, (2007), Lewisch, (2008) etc. have placed more emphasis on the impact and effects of 

money laundering in the economy and society in general. There is limited attention paid to what 

causes money laundering to flourish in East Africa despite having several anti-money 

laundering laws and regulations in place. The main purpose of this project is to explore the 

level of compliance of FATF anti-money laundering recommendations among banks in East 

Africa. The three main angles explored are; 

• Dimensions of money laundering; which illustrates the seriousness of money 

laundering by looking at how money laundering is being carried out in the 

region by looking at the magnitude of money laundering through money flows 

in and out of the region through the help of banks; especially the flow of money 

to the terrorist group in Somalia (Alshabaab). Irwin and Slay, (2010), make an 

important point that not all terrorism financing comes from illegal means i.e. 

black market, human and drug trafficking etc. Significant terrorist funds raised 
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through legitimate businesses, fund raising efforts and donations that make the 

task of identifying the funds intended for such criminal organisations difficult 

to trace especially by banks through which most of these funds are believed to 

pass. The current trick of following the money trail is a sound counter-terrorism 

tactic, Irwin and Slay, (2010), Croissant, and Barlow, (2007). Following the 

money trail can help to identify donors, intermediaries, recipient cells, and their 

members, which can help to curb and put an end to this growing crime. Though, 

there is no significant evidence to suggest that cutting and destroying the money 

channels of the terrorists’ groups would likely put them out of business however, 

(Irwin and Slay, (2010), Nacos, (2008) and Bosworth-Davies, (2007), all 

maintain that, “in order for these groups to support themselves, operate training 

facilities, acquire weapons, and travel, terrorists need substantial financial 

resources to cover all these costs.  

• National and institutional Culture; this is another angle that this research 

project intends to explore by looking at an overall national culture in the region 

and narrowing it down to how it has affected the institutional culture and the 

way organisations think and operate. One of the aspects of national culture that 

have captured the attention is the existence of corruption especially how 

politically exposed persons (PEPs) have used it as a tool to launder millions out 

of the east African region. PEPs illegal conduct of laundering proceeds of crime 

is mainly motivated by greed or a desire for increased power within the position 

he/she holds, Otusanya et al, (2011). He/she seeks to remove funds from public 

or business sectors for personal benefit. In the case of PEPs from unstable 

countries such as the East African countries, they look to move their proceeds 

of crime to another location where they will be safer, (FATF Report, 2010). 
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Over the last 25 years, the whole world has become aware on how corrupt 

politically exposed Persons “PEPs” have been utterly abusive of the national 

resources, and several outrageous scandals have been unfolded involving PEPs, 

which involves looting of state assets, giving and accepting of bribes and 

corruption. They use their powers to access domestic and international financial 

systems to launder their proceeds, Theodore et al, (2009).  

• The financial infrastructure; this is one of the angles of this research project. 

Which explores to what extent the banking services is accessible, the cost and 

the cash-based economy in the region. Sander (2001), indicates that due weak 

financial infrastructures in East Africa have left a huge gap in the market for 

money transfer services which encourages movement of cash into and outside 

of the region without any restrictions. This has seen financial inflow/ 

remittances increasing into developing countries where estimated remittances 

into developing countries estimated at $88 billion in the year 2002, seem to be 

double the amount of development assistance given to these developing 

countries, Sander et al, (2003). Additionally, this indicates that the amount of 

money injected into developing countries especially in East Africa through cash 

transactions can raise concerns on whether weak financial infrastructure can 

result in money launderers using the loophole to launder their illegal proceeds.  

The three areas mentioned form a basis for this research project when looking at compliance 

with FATF anti-money laundering recommendations among banks in East Africa. This has led 

to the following research questions and application to Mixed methods 

RQ i. What are benefits of money laundering awareness in the process of implementation FATF 

Anti money laundering recommendations East Africa?  
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Quantitative method; the issue money laundering awareness mostly addressed 

through the survey, the reason being, issues relating to training, knowledge of 

money laundering issues did not require interviews to confirm the awareness 

information. But, the researcher used the interview process to conduct 

observation on the awareness of various money laundering issues and draw a 

conclusion.  

RQ ii. What is the importance of transaction monitoring system and how it can help in the 

process of detecting terrorist finances in East Africa?  

Both quantitative and qualitative methods; the reason for using both methods 

to address this research question is that, it helps to gather knowledge about how 

money laundering is being conducted in the region and how money flows to 

terrorist groups to lack of information sharing. The issue of information sharing, 

and terrorist financing are both addressed through both the interview and the 

survey. This is due to the nature and the sensitivity of the issues example; the 

issue of terrorist financing is very sensitive the respondents might feel 

uncomfortable disclosing the truth through the research survey and hence the 

interview comes in to help extract that extra bit of information that could not be 

disclosed through the interview.  

RQ iii. What are the benefits “Know your Customer” (KYC) training in the process of 

combating money laundering East Africa?  

Both quantitative and qualitative methods both methods are going to be used 

to address this research question. The reason being Banks are increasingly 

facing a predicament with their clients whose increasing desires for 

confidentiality that is the main reason why some of the issues concerning KYC 
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cannot be addressed through the survey example; when handling high risk 

customers such as the politically exposed persons. So that’s when the interview 

comes in to help extract more information.  

RQ iv. To what extent the corruption culture has contributed in the difficulty in determining 

the wealth of politically exposed persons in East Africa?  

Both quantitative and qualitative methods; the main reason as to why both 

methods are going to address the issue of national and institutional culture to 

obtain information such as anti-money laundering training and how having a 

good institutional culture reduces the risk on money laundering among banks. 

This can be addressed through the survey questionnaire, but possibly not issues 

concerning how they treat high value customers such as the politically exposed 

persons who are seen as a threat towards proper anti-money laundering 

compliance in the region, because they have the power and authority to compel 

the bank personnel to bow down to their demands. A scenario like this makes it 

difficult for bank personnel to admit that they feel intimidated by political 

figures or high value customers through a questionnaire, but they can feel 

relaxed when interviewed about such issues because they have room to express 

their emotions easily and also it allows a researcher to draw a conclusion 

through a simple observation. This is one of reasons why, mixed methods have 

been opted for this research work. Because, it gives freedom for the researcher 

to gather much evidence to support the study. 

RQ v. What is the effect of the current financial infrastructure that exists in East Africa having 

on the compliance of FATF anti-money laundering recommendations among banks in East 

Africa?  
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Both quantitative and qualitative methods; the issue of financial 

infrastructure is mostly addressed through the survey, the reason being, issues 

relating to operate in the region in terms of accessibility and other factors such 

as cash-based economy and complicated requirements are to be addressed 

through a survey.  

RQ vi. Do the existing FATF anti-money laundering recommendations have what it takes to 

tackle the current money-laundering situation in the Region?  

Both quantitative and qualitative methods; both methods are going to be used 

to address this research question. The reason being, the entire research comes 

down to whether, FATF anti-money laundering recommendations have what it 

takes to fully regulate money laundering, especially in the banking sector, taking 

into account different angles that have been explored which have indicated that 

it has contributed immensely to why money laundering activities are increasing 

in the region. Therefore, the use of questionnaire will help to answer some of 

the questions that are less sensitive, and the interview used to answer the 

questions that seem to carry some sort of sensitivity such as terrorist financing 

and politically exposed persons.   
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CHAPTER 4 

4.1.0 Research Philosophy 
 
The complexity of conducting any research project in today’s world is increasingly becoming 

a major concern for most researchers. This concern is caused by an increasing confusion in the 

classification of research philosophies such as ontology, epistemology, doxology and axiology. 

Different studies have used different classifications, categorization and description of the 

research philosophies in connection to the research methods, (Saunders et al, (2015), Ritchie 

and Lewis, (2003). This has resulted in even further confusion emerging from different debates 

of where and according to whom the research philosophy originated. Moreover, what 

connection does it have to the research approach? In turn, the on-going deliberations have taken 

a unique turn that has caused even further confusion among researchers on establishing the 

relevance of research philosophies to their field of research. Even though, there is an existence 

of different definitions of different research philosophies i.e. (ontology, epistemology, and 

axiology) they do have some common ideas but with a different meaning and emphasis, Mkansi 

and Acheampong (2012). This research work adopts “Interpretivism” research philosophy 

because, the research work is concerned with peoples’ view on money laundering and how 

national and institutional culture, financial infrastructure and dimensions of money laundering 

have in one way or another affected the compliance of FATF anti-money laundering 

recommendations. 

It is often perceived that qualitative research is exempted from ethical review. The arguments 

being the method is informal because it involves conversations and most researchers tend to 

preserve the integrity of data collected, Blanche et al, (2006). The participants of qualitative 

approach are entitled to some protection compared to those of quantitative research. Qualitative 

interviews are to be conducted through informed consent with a high level of confidentiality 
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and the application of meticulous analytical procedures to ensure that valid conclusion is drawn. 

Qualitative research stands a higher chance of causing distress and is more subjective to 

participants than quantitative research; there is need for the researcher to address this issue, et 

Blanche al, (2006). The issue of qualitative research as said earlier can cause a great deal of 

distress if it is not handled properly, the reason being that qualitative research involves face to 

face interview with the respondents and the conversation is being recorded. The information 

recorded is as sensitive as the topic itself because some of the things that the respondent could 

not answer through the questionnaire can be answered in great depth. Moreover, it helps the 

researcher to understand some aspects of the topic area that he/ she was not aware of. This will 

help an in-depth discussion when it comes to analysing the data collected because the interview 

will act as a support for the data collected through the questionnaire. Nevertheless, one of the 

problems of using qualitative research is that it lacks detailed typology in which the study can 

be pinned. Further, the existing typologies are limited to just a few of features of the study. 

Moreover, they contain little clarification on the actual interrelationship and functioning of the 

research design. Other methods apart from qualitative research method provide a better 

research design and help to provide a logical progression from the first stage of problem 

formulation to the last stage of conclusions that deem to be necessary for the success of any 

research study, (Marshall & Rossman, 1999 and Creswell, 2014). Nevertheless, Hammersley 

& Atkinson, (1995), have argued that a qualitative research design should be a straightforward 

process, which operates through every stage of the research project. 

According to Saunders et al. (2015), interpretivism philosophy has different assumptions about 

the way people view the world. For the case of this research study, different banking staffs 

working across different banks in the region have different views and assumptions concerning 

the issue of money laundering and anti-money laundering compliance. This research 

philosophy gives a clarification about the research strategy, and the method adopted in order to 



 
 

149 

facilitate the research study, Saunders et al. (2015). In order to provide a good distinction on 

the views of any research epistemology, this is one of the research philosophies that provide 

two options at each ending, which are interpretivism and positivism. Epistemology as a 

research philosophy focuses on how different individuals can determine the truth. Research can 

be done in Epistemological philosophy if it is aimed at pursuing the truth, Streubert Speziale et 

al, (2003). Epistemology is simply the relationship of researchers and the path that they will 

use in order to find out the truth, De Vos et al, (2002). The theory of epistemology is also 

mainly concerned with the query of what factors make up an acceptable knowledge and what 

makes that knowledge useful in the specific study Collis and Hussey, (2013). Based on this 

research study it adopts “Interpretivism” because the research is dynamic. This is because this 

research project deals with a variety of people in the process of data collection who work in the 

banking sector, and, as we are all aware different people have different ways of reasoning. 

Moreover, every person who is going to participate in this research project has got a different 

opinion to the other, on issues relating to money laundering and the compliance of FATF anti-

money laundering recommendations in the banking sector. This approach fits in well with the 

objectives of this research work because it allows the researcher to explore different opinions 

regarding the subject matter and helps to create some sort of a discussion, which in turn can 

help in arriving at a reasonable conclusion. Therefore, it is difficult to adopt positivism because 

it would limit the bank personnel from freedom to express their own views about the research 

topic. This, due to the fact that positivism is only works under a set of laws that need to be 

abide by in order to come into a conclusion without taking into account any other factor that 

might affect or alter the outcome. Further, the use of interpretivism is suitable to this study 

because it mainly deals with the study of human behaviour towards the world Brayman and 

Bell, (2003). Human beings by nature have got different perceptions regarding different issues; 

similarly, different individuals, therefore making the research outcome to be based on 
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professional perception towards the issue, can view the issue of money laundering differently. 

Interpretivist encourages people to express their own opinions unlike positivists whom are 

focused on what they think it is right regardless of the circumstances. Further, this research 

works against the “objectivism” which works hand in hand with the positivist because the 

information that is acquired cannot be measured or work on the further study. This is true 

because most of the information acquired through scientific experiments limit cannot be 

recommended for further study because initially the problem have already been established and 

the outcome has already been anticipated through scientific experiments. Compared to 

interpretivist studies, it gives room for further study because in the research process new 

knowledge is being developed which allows the researcher to recommend for further study for 

this research work. Several key further studies have developed over the course of research, 

which include “the money laundering threat imposed by the influx of mobile money in East 

Africa”. The objectivism as I said earlier it works hand in hand with the positivism, in other 

words they complement each other, (Saunders et al, 2015; Mkansi and Acheampong 2012).  

The difference between the positivism concept and the interpretivism is that it helps the 

researcher to understand the role played by the human being as an actor in society. This part of 

epistemology philosophy tries to provide an answer to the question as to how people make 

sense of the world that is surrounding them. This study is of high value to people who are 

concerned with organisational behaviours such as the human resource managers and the overall 

business management Brayman and bell. (2003). Interpretivists, have criticized the people who 

apply positivism as the social word comprising management and business it is really difficult 

to be tied down by the set of laws and guidelines. Because the social world is dynamic, so it is 

difficult for the businesses to have some common laws used as a determinant of the human 

behaviour as they vary Saunders et al. (2015). This is true because human behaviours are 

unpredictable, and they differ from one another, so this differs from Epistemology. Because in 
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most cases, Epistemology tends to consider the most appropriate ways of enquiring about the 

nature of the globe Jackson et al, (2008) and it also looks at what is knowledge, the sources of 

knowledge and lastly what is the limit of knowledge, Eriksson and Kovalainen, (2008). 

Epistemology helps in making decisions on the kind of research method and further according 

to Eriksson and Kovalainen, (2008), provides information on how epistemology can help to 

define knowledge and how knowledge obtained can be argued. Epistemology is the theory of 

the method of knowledge which is then expanded into a set of claims or assumptions about 

different ways on how to gain the knowledge of reality, how it exists and what basis of criteria 

have been used in order to satisfy it being knowledge, Blaikie, (1993). Conversely, Chia (2002) 

has described knowledge as what and how it is possible to know and the importance of 

reflecting on methods and standards through which reliable knowledge can be obtained. In 

summary epistemology is all about knowing exactly how knowledge generated and what 

criteria has been used to determine whether the knowledge is legitimate and how it represents 

the reality. 

4.1.1 The research approach 
 
The inductive research approach, is an approach that has been adopted for this research work, 

the main reason is that due to the application of interpretivist research philosophy, which 

involves searching for opinions without scientific experiments in order to support the theories 

and the literature review. The inductive approach comes in handy because the researchers have 

developed a body of literature and the research problems. After the researcher conducts an 

investigation in order to gather some opinions about the research study, the researcher intends 

to use both the interviews and questionnaires in order to gather opinion about the subject matter 

before arriving to a conclusion.  
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Interpretive perspective; is based on the assumption that the human actions are the result of 

external influences. These particular actions have a set of intentions and reflection that take 

place within a particular structure of rules and principles that bind the participants. The task 

that a researcher faces goes beyond measurement in developing the understanding of the 

scenario. In order to achieve this goal effectively active participation is required rather than 

sticking with observation, Smith, (2015). This research study is focused on the inductive 

approach where concepts and theories are developed beforehand. Then the outcome is 

determined by the results of the questionnaire and interviews that have been issued and 

conducted respectively in different banks in East Africa that the outcome of the investigation 

used to arrive at a conclusion on compliance of FATF anti-money laundering recommendations 

among banks in East Africa. This research work intends to explore how national and 

institutional culture, and financial infrastructure have contributed to the failure of banks to 

comply with these anti-money laundering recommendations. The interpretive perspective 

indicates that human behaviour is the result of external influences and this concept summarizes 

what this research work is all about. Then the study looks at the national and institutional culture 

in East Africa, affected by the corruption culture that exists in the society that has resulted in 

the surge of money laundering crimes in the region. After this the study moves to investigate 

why most banks in the region are facing difficulties in curbing the money laundering activities 

in the region as a result of the cash-based economy in the region which makes it difficult to 

keep track on where the money is originated from. All the scenarios indicate that there is an 

external influence that influences how people behave. In addition, unless the situation changes, 

people will continue to embrace and behave the same way. Therefore, the use of the inductive 

approach is the most appropriate because it is difficult to predict the actual outcome of the 

results, as there are no laws or experiments used or conducted in order to understand human 
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behaviour, because they are unpredictable, and one person’s opinion differs from the other. 

Thus, the study is based on the people’s perception, which is difficult to measure.  

The mixed method research approach (Convergent parallel mixed methods):  
 
This approach involves the collection of both qualitative and quantitative data, for the case of 

this research work quantitative and qualitative data were collected from East African Banks. 

This requires a researcher to base his/ her enquiries on the assumption that collecting various 

types of data best provides a more complete perspective of the research problem than basing it 

on only one type of data. Often the mixed method approach starts with a broad survey in order 

to take a wide view of the results of the sample of population studied. After that is when a 

qualitative, approach comes into play where, open-ended interviews are conducted in order to 

collect a detailed view from the participants of the initial quantitative survey. This approach 

shows how the weakness of one method can be rectified by the other, (Creswell, 2014). 

One of the criteria for selecting the mixed method approach for any research work according 

to Creswell, (2014), is because it is especially useful when qualitative and quantitative approach 

both have weaknesses. Using both methods helps to get the best results from the research 

problem.    

Though, some researchers have argued against the use of mixed methods. The reason is that 

both qualitative and quantitative methodologies have different epistemological assumptions 

that have different research backgrounds (Brannen, 2005, Scott and Briggs, 2009). The 

arguments are based on the idea that qualitative methodology is based on the inductive method 

of enquiry that is considered divergent to the deductive research approach that underpins the 

quantitative research method. These two methods speak different language when it comes to 

reality, thus causing implications in the derivation of the research questions because they both 

require different approach in that derivation, Gratton et al, (2011). Further suggesting that any 

attempt to use both methods will result in tension and difficulties in the interpretation of the 
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results. A good example is the deductive research approach, which requires more structured 

procedures, and representativeness of samples and thus the summarization of the results require 

a large sample, while the inductive approach does not require any large sample to summarize 

the results. Sale et al, (2002), have further stressed that two different methodological 

approaches are disproportionate and should never be used together. 

Nonetheless, Teddlie and Tashakkori (2010) have waved the criticisms of using a mixed 

method of research by claiming that a researcher is required to devote more attention to 

ensuring that the combination of qualitative and quantitative research results work in drawing 

conclusion in mixed methods research, although there is a considerable amount of text books 

giving an insight on how to integrate the two methods i.e. Creswell, (2014), and Teddlie and 

Tashakkori (2010). 
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CHAPTER 5 

5.0.0 Research Methodology  
 
This chapter provides a deeper discussion on the research methodology used in this research 

study and provides support to the theoretical framework for this study. The chapter presents 

details of the research design, types of research methodology, target population, sample and 

sampling procedures, description of research instruments, validity and reliability of 

instruments, data collection procedures, data analysis techniques and ethical considerations 

while conducting the study. 

This research project uses mixed methods specifically: “Convergent parallel mixed 

methods”. This involves the use of both quantitative and qualitative methods to analyse how 

the level of compliance with anti-money laundering recommendations among banks in East 

Africa affected by national and institutional culture, financial infrastructure linked to the 

dimension of money laundering.  

The reason behind the pursuit of mixed methods of research is entirely due to the existence of 

certain weaknesses between the two methods, hence the use of the mixed methods tends to 

compensate or balance the strengths and weaknesses of the two methods, (Tashakkori and 

Teddlie, 2010; Johnson et al 2007; Jick, 1979). Both methods combined in such a way that the 

strengths of each method overlap their weaknesses, hence increasing the creditability of the 

method, Johnson and Turner, (2003). The benefits of the mixed methods of research depends 

on the development of the research strategy which is effective at taking advantage of benefits 

of both research methods while reducing the cost or risks associated with the application of 

Both methods, Modell, (2005). The existing literature identifies several advantages of 

potentially using mixed methods of research. The following are some of the advantages of using 

mixed methods;  
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• Observe convergence in findings from different strands of the research, thereby building 

confidence in the research 

• Extend findings beyond those observables using a single method 

 

Qualitative research refers to an inductive, subjective, and holistic orientated process used to 

develop, describe, and interpret information based on a particular study. Sometimes qualitative 

research refers to as a systematic and subjective method used to describe real life experiences 

and give them clear meaning Burns & Grove, (2003). Qualitative methodology is considered 

as being interpretive and dialectic. During the interpretation of qualitative data, the researcher 

and the research participants uncover new information and the information is interpreted using 

qualitative method. (De Vos et al, 2002). Researchers who use this method tend to adopt a 

person centred holistic perspective that is used as a tool to understand the actual human 

experiences without putting much focus on specific concepts. The experience of using 

qualitative methods is unique in a sense that knowledge can be developed or discovered that 

represents actual real-life picture of experiences of the participants in a particular field. This is 

deeming to have a great importance to the researcher (Holloway, 2005). 

The use of Qualitative approach helps in providing a better understanding of the research area 

and in receiving different opinions and ideas that can help to widen up the scope of knowledge 

about the topic area, A person who uses qualitative research is required to have qualities such 

as; excellent listener, friendly, non-judgemental and flexible. Van der Wal, (1999). Qualitative 

approach is mostly associated with words, experiences and language rather than mathematical 

measurements or statistical figures. Holloway, (2005); Researchers tend to adopt a holistic and 

person-centred viewpoint to be able to understand the human experience without placing much 

focus on specific concepts.  The original perspective of the experience in using the qualitative 



 
 

158 

method is unique, it can help to develop in-depth knowledge, and an insight into the present 

situation based on the participants. 

The quantitative approach provides a good creditability to this research area that helps to arrive 

at a reasonable conclusion, though this research work is aimed at seeking for professional 

opinion on the subject. There might be some elements of quantitative data in this research work, 

but a large part of this research work will involve the use of the qualitative approach. On the 

other hand, the qualitative data will be analysed using diagrams and graphs that can help to 

provide a better understanding of the information. Qualitative data allows a research work to 

be studied into detail and depth that helps to understand the categories of information that have 

emerged from the data. Because this research area seeks for professional opinion on matters 

relating to money laundering from the bank officials’ then qualitative data seems to be more 

relevant in helping to achieve a reasonable conclusion. 

According to Yin (2006), the integration of qualitative and quantitative methods can occur in 

different way.  The expression of the research questions, the identification of the samples and 

the units of analysis use the method of data collection and lastly the analytic strategies 

employed by the researcher draw in the integrative quality of the mixed method research design. 

Further the more the integration of qualitative and quantitative methods the stronger the mixed 

methodology. Creswell, (2014) have further provided some insight and state that strong mixed 

methods research works integrate qualitative and quantitative research results into a more 

logical conclusion.  The integration of qualitative and quantitative results is the minimum for a 

research study to qualify for a mixed method research design. The mixed methods research 

studies that struggle to integrate the findings are in most cases those which use either qualitative 

or quantitative methods in developing the research questions and use mixed methods only in 

data collection which proves to be a difficult task. Mertens, (2007) states that developing an 
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overarching mixed methods question is a design prerequisite in mixed methods research studies 

if mixed methods researchers are to present coherent and integrated research results. 

The main research question is to identify the level of compliance with FATF anti-money 

laundering regulations in the banking sector in East Africa by looking at different factors such 

as the dimensions of money laundering, national and institutional culture and financial 

infrastructure and how they have contributed in one way or another to encourage or hinder the 

level of compliance. This means that the topic area requires bank officials’ subjective opinion 

concerning this question. In this research project, information and data collected using both 

primary and secondary data for primary data involves issuing of a questionnaire and conducting 

of interviews across different banks in East Africa. The main aim of focusing on the region 

rather than focusing on only one country is that it will help to broaden the understanding of the 

research field by getting different expert opinions, as after all they are all under similar anti-

money laundering regulations, similar cultural background and level of infrastructure.  As was 

said earlier, the questionnaire and interviews were issued and conducted across the region with 

the main target being the bank officials of different banks and the targeted population will be 

300 bank officials in East Africa. 

5.1.2 Primary Vs Secondary Research 
 
This distinction is quite frequently found in academic dissertations and has already been partly 

dealt with in this section of research Henrik et al, (1996). Primary research is the kind of 

research that involves gathering of original data using an acknowledged research methodology. 

Secondary research is a type of research whereby no original data is being collected but the 

research project draws current secondary sources alone Henrik et al, (1996). This comprises 

any research task involves the use of secondary data where primary or original data is being 

gathered or collected, 
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Secondary research aims to establish what work has been carried out in a particular area and 

this acts as a necessary pioneer to a research design. A result of the distinction between primary 

and secondary research is useful in the proceeding explanations between primary and secondary 

sources.  Henrik et al, (1996), in all research studies, in order to plan a good study, it is advisable 

to avoid random and regular errors. A study based on secondary information should be designed 

with the same care as other studies. For example, it is advised that a hypothesis should be 

specified, and a reasonable sample size estimated in order to get valid results. The existing 

literature on the value and importance of secondary data is mainly insistent on the completeness 

of the registration of the individuals and its accuracy. The value of good secondary data depends 

on the research question in mind. The purposes of this research study is to identify the level of 

compliance of FATF anti-money laundering in the banking sector in East Africa by looking at 

different factors such as the dimensions of money laundering, national and institutional culture 

and financial infrastructure and how they have contributed and affected the compliance of anti-

money laundering recommendations in the region.  

Further, Cowton, (1998), has emphasised the issue of ethics to business researchers, his main 

worries were “poor empiricism” this is a theory that stresses that knowledge can be acquired 

through sensory experience. The main argument is that researchers may not be aware of 

potential secondary data that can prove to be useful in providing a solution for a whole range 

of questions in a cost-effective manner. Further Harris, (2001) has provided some explanations 

to the effect that ethics research is mostly reinforced through the analysis of impartial secondary 

data sources and this is particularly useful when the subject matter is sensitive, threatening or 

incriminating. Harris, (2001) says that it can be a tough job to collect credible primary data. 

His study has made a use of content analysis of major newspapers to gather secondary 

information that supports a thorough investigation of business ethics. Further, the use of 

secondary data analysis has helped to restrict the researcher from falling into a temptation to 
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arrive at more broad conclusions than the user of primary data analysis would necessitate. This 

has helped in classification of secondary information and it has enabled it to with stand any 

scrutiny. This is true - the use of secondary data can help to provide support to the primary 

sources especially when the subject matter is sensitive. A good example is this research work, 

where money laundering is a sensitive matter and if not handled carefully it might result into a 

great distress. That’s why in most sections of the literature the researcher has tried to include 

some evidence published in either journal articles or newspaper articles in order to help the 

researcher to avoid coming to a broad conclusion, (Church, 2002).   

The calls for a greater use of secondary data revolve around the dialogue surrounding open data 

and open access.  Open data is simply a practice and philosophy that requires certain data to be 

freely available to everyone who needs it without facing any barriers from patents, copyright 

or any other form of control. The supporters of this particular model have confidence that comes 

from sharing the research information, Shawn & Terrence, (2008). There is an increasing 

awareness of the advantages of open data not only in the field of business research but also 

across all other disciplines. A good example is when slim results from the data set that has been 

collected for analysis from the top set of published journal articles psychology gives a clear 

indication that open data can benefit all researchers regardless of the discipline, (Wicherts et 

al, 2006). 

In response to Wicherts et al, (2006), a recent editorial column on nature has criticized the poor 

tradition that exists in psychology regarding the availability of data. A plan has been laid in 

which the Psychological associations requires all necessary information to be deposited in a 

supplementary electronic material APA data base, A Fair Share, (2006). The main benefit of 

using secondary information is that the information already exists, and it saves the effort of 

collecting data and time consumed in collecting the information, unlike the use of primary data 

sources where the information is collected from scratch, which helps particularly if the 
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researcher is running through tight deadlines. But, this has some limitations because, for any 

academic research especially in, a doctorial level is very difficult to justify the originality of a 

research work. If the data used is 100% secondary that is equivalent to one trying to republish 

someone else’s work, equally, secondary data used to validate the primary data adds credibility 

to the research work.  

Another advantage of using secondary sources is to save costs that are associated with the 

collection of the information, Henrik et al, (1996). It also reduces the probability of bias due to 

non-response or recalls which might occur in the process of collecting primary information. 

This can be of a great significance. This research, the process of data collection will involve 

three different countries, namely Kenya, Uganda and Tanzania, the costs involved includes 

travelling costs, hotel costs, food etc. If the researcher had decided to use secondary data, it 

would not have cost anything because the data already exists. The disadvantage of using 

secondary data is the fact that the methods of collection of data, quality of data and selection 

of the data is completely out of the control of the researcher and sometimes the information 

becomes difficult to authenticate, might be based on biased opinion, and the data might be out 

dated, (Henrik et al, 1996). 

Primary data is gathered specifically in the search of a particular research objective. It is new 

and original data, Henrik et al, (1996). Secondary data includes the rest, which includes 

statistical reports and information from the government or other agencies, books, various other 

documents etc. Primary data is the main source of information for this research work, as 

discussed from section 6.0 onwards, the data collection involves the use of interviews and 

questionnaires and as previously stated, primary data helps to justify the originality and having 

control of any piece of academic research. Still, secondary data is used to provide some 

credibility of the data collected. Primary data as being the primary source of information for 

this research, needs to be handled carefully due to the sensitivity of the topic, this is the reason 
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why secondary data becomes appealing because they have already passed through all the 

critiques and accepted for publication. Primary data plays a great part to ensure that the 

researcher remains in control of the information (Henrik et al, 1996). In order to have a 

substantial contribution to knowledge, which is one of the criteria of PhDs, the researcher must 

ensure that the data collected builds upon the existing knowledge, that’s where primary data 

comes in play. 

5.2.0 Research design  
 

The research design is useful to answer the research questions formulated in order to attain the 

specified objectives of our research. In the process of designing of our research it is useful to 

identify the common variables used in the research study and to sort out the characteristics and 

the similarities of the research variables Collis and Hussey, (2013). This is the most important 

aspect of the research study as the research questions require a detailed explanation on the 

reason to why, how, when and where the issue has occurred and what the conclusion is.  

In the process of developing the research design, the researcher needed to take few factors into 

consideration: 1) the purpose of the research 2) the theoretical paradigm that is helpful in 

informing the research, 3) the context in which the research carried out 4) the research 

technique used to collect and analyse all the data. All these factors were taken into account 

when drafting the research design. Based on this research work it has met all the four criteria 

as seen and discussed in various sections. The research design that links the research question 

to the execution of the research work developed through taking into account the four factors 

mentioned above, in order to produce a logical research guide that will help the researcher to 

obtain correct answers for the research question. This process was guided by two main 

ideologies of decision-making and these are design coherence and design validity. 
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5.2.1 Design Validity (External validity) 
 
This is one of the key attribute of a quality research design which focuses on whether the 

observed links can be generalized from the sample to the population validity, or ecological 

validity or even organisation contexts. For example: can results from the banking institutions 

in East Africa be generalized to the population of banking institutions (population validity)? 

Alternatively, generalized to other institutions in East Africa (ecological validity)? Any 

research that involves a survey, where data obtained from a wider group of individuals, 

institutions or other elements of analysis tends to have a wider external validity than the 

scientific experiments. These are artificially conducted and have a strong control over the 

variables that are irrelevant to give the findings less external validity to the real-life situations, 

whereas treatments and unrelated variables can never be controlled. The choice of the 

researcher over the research design is ultimately a matter of personal preference, and the 

proficiency and the level of internal and external validity that they deem appropriate, 

(Bhattacherjee, 2012). This fits in well with this research work because the research is based 

on collecting data from banking institutions in East Africa. And it also involves a group of 

individuals within the banking institutions; hence the analysis will have a strong external 

validity because it is based on real life situation unlike some scientific experiments which are 

based on artificial findings. This gives the researcher a strong control over the variables because 

they can manipulate them and probably affect the outcome, while in real life situations it is very 

difficult to have a total control over the variables because one`s perception might be totally 

different from another. That is why it is difficult to adopt scientific experiments on real life 

issues because there are no formulas to achieve a certain result. The researcher cannot change 

the variables or manipulate them and still arrive at the same conclusion. Hence it is fair to say 

that this research work has a strong external validity because money laundering is a real-life 

issue that has not specific causes, it all depends on how different individuals view the issue. 
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5.2.2 Mixed methods research design (Convergent parallel mixed 
methods) 
 
This is one of the primary models of mixed methods design, in which the researcher merges 

them. In other words, he/ she combines qualitative and quantitative data in order to provide a 

more comprehensive analysis of the research question Johnson et al, (2007). With this design, 

the researcher usually collects both set of data at around the same time, and then incorporates 

the information collected in the interpretation of the general results, (Smith, 2015; Tashakkori 

& Teddlie, 2010). Any contradictions in findings are explained in this design. This research 

design fits the bill for this research study as it combines both methods in the process of data 

collection and analyses the results using both methods. This is essential because due to the 

nature of this topic it is very difficult to use only survey method to arrive to a conclusion 

because some crucial information would be left out. Thus, the use of both methods can help to 

bridge the gap left from the use of one method at the expense of the other. Further, it helps to 

increase the credibility of the information acquired that is not analysed or judged based on bias. 

Based on this research work, which looks at the compliance of FATF anti-money laundering 

among banks in East Africa, will require the use of a survey that will be distributed across 

different banks in East Africa. The reason being that due to the time constraints and the nature 

of the topic the use of a survey will help in acquiring the majority of the information needed 

for this research work. Similar studies that have used surveys in the process of data collection 

include: Cihak and Podpiera, (2005), KPMG Survey, (2012) and KPMG survey (2014). The 

use of qualitative research is also helpful for this research work because it will promote further 

discussion for the research questions, which will enable the researcher to come to a reasonable 

conclusion. Some similar studies that have used mixed method in the process of data collection 

include, Modell, (2010 and McNabb, 2008). Some procedures that expand mixed method of 

research developed as follows; 
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1) One method could help in explaining and broadening the understanding of the 

research area using the other research method, achieved through exploring different 

research questions and knowing which research questions are relevant to what 

methods. Based on this research work the following are the research questions 

RQ. i What are benefits of money laundering awareness in the process of 

implementation FATF Anti money laundering recommendations East Africa? 

RQ. ii What is the importance of transaction monitoring system and how it can help 

in the process of detecting terrorist finances in East Africa?  

RQ. iii What is are the benefits Know your Customer (KYC) training in the process 

of combating money laundering East Africa?  

RQ. iv To what extent the corruption culture has contributed in the difficulty in 

determining the wealth of Politically exposed persons in East Africa?  

RQ. v What is the effect of the current financial infrastructure that exists in East 

Africa (Cash based economy, accessibility of financial services and cost of opening 

and maintaining of bank accounts) on the compliance of FATF anti-money 

laundering recommendations among banks in East Africa?  

RQ. vi Does the existing FATF anti-money laundering recommendations have what 

it takes to tackle the current money-laundering situation in the Region?  

Based on the above questions it is hard to focus on just one research method because 

it would be difficult to get the kind of results that would be a complete and sensible 

example; some issues regarding national and institutional culture are difficult to 

address using a questionnaire alone. Therefore, the researcher will be able to gather 

more information through face-to-face interview with the respondents. The same 

issue applies to the anti-money laundering recommendations. With issues like 

terrorism financing, it is not possible to exhaust every question through the use of a 
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questionnaire, so the use of interview comes handy to cover the gap left by the use 

of questionnaire. 

2) Means of integrating qualitative data and quantitative data. This done through using one 

method to check the accuracy of the other method. This is particularly true because both 

methods have their own weaknesses and so using both methods in this research work 

ensures that the weaknesses of both methods cancel each other out. This can be 

illustrated clearly in the first point where the questionnaire cannot address all the issues 

properly and similarly the use of interviews cannot address all the issues appropriately. 

So, by having both methods it is evident it will help to ensure that the research work is 

more robust and there no areas that have not been addressed in order achieve the desired 

goals 

3) One could build on other databases. In addition, use one database to rotate with another 

database. As explained in the previous section the advantage of using mixed methods, 

especially in this research work, is it helps to correct the mistake of one method using 

the other method. Further, it helps to build upon one another. More often a mixed 

method approach starts with a broad survey in order to take a broad view of the results 

of the sample of population studied.  A qualitative approach comes into play where 

open-ended interviews are conducted in order to collect a detailed view from the 

participants of the initial quantitative survey. This is going to be a key method in this 

research work because as the nature of the topic is very sensitive then it requires a focus, 

especially in the process of collecting data from the banks in East Africa. The key 

approach is to conduct a survey across different banks before actually conducting an 

interview to wrap up the process; this means that in order to achieve the intended target 

both methods are needed. Hence, this approach shows how the weakness of one method 

can be overcome by the other method, Creswell, (2014).   



 
 

168 

4) One method of data collection could lead to better instruments when the other method 

is not suitable for sampling. Questionnaires and interviews are the key research 

instruments for sourcing information from the respondents for this research study. The 

use of qualitative research is when the interview comes in play, because in order to 

gather all the information needed and bearing in mind that some information is better 

acquired through a face to face discussion with the respondent’s due to their sensitivity 

such as that about terrorism financing and handling of PEPs. The uses of the quantitative 

research method; the use of questionnaire comes in handy. Based on the research study 

not all the information can be collected using interviews due to time restraints, so the 

use of questionnaire can help to gather some information from the respondents at their 

own convenient time. That is to say, that both methods are useful for this research work 

and the omission of one can result to a setback when it comes to the collection of 

information.   

Further, the research designs were developed, and information added to aid the reader 

in understanding the designs. The challenges emerged in working with the designs, 

Creswell, (2014).  Practical More issues were discussed regarding the credibility of 

mixed methods.  

5.3.0 Sample and sampling procedure  

A random sampling technique was used in the process of collecting of data. According to 

Abudu, (2012), a random sample is a type of sample that is selected in a random fashion to 

achieve the research objective. The reason for choosing this type of sample is that it allows the 

researcher to collect accurate data without bias Because this research targeted individuals 

working in the banks starting with the frontline staff members (working behind the counters), 

head of departments and bank managers. The reason for choosing these people is because they 
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have knowledge about the topic area and they are responsible for enforcing anti money 

laundering laws and policies. That is the main reason for choosing this type of sampling because 

its intended target is a set of individuals who are working in banks across East Africa.  

5.3.1 Population target 

The population for this research project are all frontline and management staff working across 

different banks in East Africa. This research work involved the use of hard copy questionnaires 

distributed across the East African countries namely Kenya, Uganda and Tanzania. There were 

two set of questionnaires; the first set was meant for front line staff members, which includes 

people who work behind the counters and people working in various departments. The second 

was meant for the managers; consisting of banks managers and heads of departments. The 

reason to why this research work used two sets of questionnaires is to find out the truth about 

different issues relating to this research study. An example is AML training, where the 

managers indicate that they conduct intensive training to its frontline staff while frontline staff 

members are not receiving any AML training or the current AML policies and procedures.   

5.4.0 Research instruments 

Questionnaires and interviews are the key research instruments for sourcing information from 

the respondents for data for this research study. The questionnaires made use of open and closed 

questions. The open-ended questions seek to get the subject views of the respondents. Cooper 

and Schindler, (2003), have argued that the open-ended questions used in intensive interviews 

are crucial in determining the degree of sensitivity or disapproval behaviour, to discover 

salience or encourage natural modes of expression. Additionally, Mugenda and Mugenda 

(2003) have illustrated that the use of interviews can help to obtain data in greater depth. Using 

curious questions, which can help in collection of data that is relevant to the research objectives, 

through clarifications of intended choices, this is considered as one of the desirable ways that 
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can be used to gather data especially in this research work which is considered to be quite 

sensitive and requires a great deal of focus and strategy in gathering the information that can 

help in arriving to a good conclusion. Before commencing the entire process, a pilot study 

conducted in order to verify and give an insight of what to expect in the process of data 

collection especially the use of survey questionnaire as discussed in the next section. 

Pilot Study 

The population targets for this research project are all frontline and management staff working 

across different banks in East Africa. This research work involved the use of hard copy 

questionnaires distributed across the East African countries namely Kenya, Uganda and 

Tanzania. There were two set of questionnaires; the first set was meant for front line staff 

members, which includes people who work behind the counters and people working in various 

departments. The second was meant for the managers; this consists of banks managers and 

heads of departments. The main reason to why this research work used two sets of 

questionnaires is to find out the truth about different issues relating to this research study. An 

example is; AML training, where the managers indicate that they conduct intensive training to 

its frontline staff while frontline staff members are not receiving any AML training or the 

current AML policies and procedures.   

Significance of a Pilot study 

According to Blaxter, et al. (2001), made it clear, that “as a researcher might think that you 

know well enough what you are doing in relation to your topic area may be through previous 

experiences from the same subject area, the value of pilot research cannot be misjudged. 

Sometimes, things tend to never work as we might expect, even if the researcher have managed 

to complete similar things in the past, therefore, a researcher should be ready to encounter some 

nasty experiences, because sometimes things are not quite the same as one might expect”. 
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Therefore, it is very clear to any researcher that the pilot study in any research is quite crucial 

because it helps to prevent the waste of energy, money and time. Further, conducting a pilot 

study is of great significance because it helps to determine what the approval or agreement rate 

will be for participants in participating in the research study, Carfoot et al. (2002), as this will 

have a direct impact on planning how long it will take to recruit enough participants, with 

consequent implications for funding. The pilot study gave clear indication on how long it takes 

to have a response from the participants. In addition, an estimated amount of funding that is 

required in the process especially due to the research conducted in three different countries so 

travelling and accommodation is not out of the equation. 

Because there is no specific measurement that determines the number of participants for a pilot 

study in the social sciences, there for this research study internal pilot study used. This type of 

design the main study planned, and a sample size calculation performed on the best available 

data. The study started, and an internal pilot conducted on the first pre-specified number of 

participants who agreed to participate in the process. The sample size is recalculated from the 

estimates obtained from the pilot stage, and if the trial requires a larger number of subjects than 

first thought, then this becomes the new target figure, (Kieser & Friede, 2000 and Zucker et al. 

1999). This is very important for this research study because it shall give a clear insight on how 

many participants expected to participate in the research process for each bank. The reason 

being the initial estimates might be under estimated or overestimated, the completion of the 

pilot study it will give a clear insight on what to expect in terms of number of participants and 

the duration it is going to take.  

The research procedure of the pilot study in this research project includes the procedures 

mentioned earlier (section 6.1.0 research design) have explained how data collection for both 
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methods was achieved. The following diagram shows the summary of the research procedure 

that was used in the pilot study. 

Figure 3 summary of the Pilot study 

 

 
 
 
 
 

1. Drafted a questionnaire, explained in section 6.1.0 

2. Sent out to one selected bank used for the pilot study in East Africa to confirm their 

acceptance to participate in the pilot study. Diamond Trust Bank (DTB) agreed to 

participate on the pilot study; the main reason for choosing just one bank to conduct a 

pilot study is to allow the researcher to know the areas that need adjustments both on 

the questionnaire and interview questions before being sent out to other banks.  

1. Drafting of 
Questionaires

2. Sent a 
request to a 

selected bank 
that is going to 
be used for  the 

pilot study in 
East Africa

3. Sent out the 
questionnare

4. gathered  the 
response from 

the participants

5. analysis of the 
response and looking 
at the questions that 

required to be 
rephraised in order to 

get best possible 
response
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3.  The third step, sent out the questionnaire to the participants this shall give a bit of room 

for the researcher to arrange for interviews. This stage the DTB managed to instruct 10 

of its frontline staff members and 5 of its management staff members to take part in 

answering of the research questionnaires as mentioned in section 6.1.0 this was 

successfully completed.   

4. The next step, feedback gathered from the research questionnaire and the interviews 

conducted in order to start the process of analysis. During the process of analysing the 

responses from the questionnaire and interview, most questions had a positive response 

except for some few ones that were a bit unclear to the respondent’s this prompted an 

immediate adjustment in order to suit the purpose. Example of the research questions 

that some of the respondents indicated were a bit unclear; “Having complicated 

formalities during opening of an account has discouraged people to save with banks 

especially in the rural areas”. The respondents felt the question made them feel that they 

have put into place those formalities in order to discourage people from having access 

to banking services, which is not true. This is the main reason why pilot study is 

important, because at the initial stage the researcher thinks that the questions are perfect, 

and they are more than likely to serve the purpose. In actual sense, mistakes are borne 

to happen, and it is the responsibility of the researcher to ensure that, the research 

questions serve the purpose of achieving the overall research objectives and receiving 

a positive response as anticipated by the researcher.  

Analysis of the feedback in order to determine whether the methods proposed are 

suitable for this research study and whether the questions help in achieving the research 

objectives. In addition, rephrasing some of the questions from the questionnaires in 

order to make them guarantee the best possible response. As discussed previously some 

research questions needs altering and interviews need arranged well in advance in order 
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to meet the target. Overall, the mixed method seems to be working perfectly and it suits 

the overall research purpose.  

5.5.0 Data collection  
 
Data collection begins after the decision on how and where the data is going to be collected 

from, Talbot (1995). For this Research work, it uses both questionnaire and interviews as stated 

earlier as the method of data collection. One of the philosophers Saunders et al. (2015), backed 

the use of questionnaire as one of the most useful method of data collection of the fields related 

to management and business. The use of questionnaires enables the researcher to be able to 

collect both quantitative and qualitative data that can help to answer the research questions 

mentioned earlier. 

Questionnaires consist of a list of carefully structured questions chosen and tested with the 

main aim of getting reliable feedback from the chosen sample. The information used in sample 

selection is often vague in many research projects. This is because most researchers feel 

vulnerable about the procedures adopted. It is often clear that scientific methods have not been 

adopted and this is common in accounting research projects, when there is an over dependence 

on samples. It is obvious that it is an attempt by the researcher to complicate or create confusion 

in this regard, in trying to overlook the details and creating an impression that the sample 

selection is more organised and efficient while in reality it is not, (Smith, 2015). Most of the 

qualitative methods textbooks and articles devote more space to the strengths and the 

limitations of a particular method of data collection, (Bogdan & Biklen, 2006, Patton, 2000, 

Emerson et al, 1995). The main key design issues in selecting and using data collection methods 

are; the relationship between data collection methods and the research questions and the 

triangulation of different research methods. Maxwell, (2013), majority of researchers focus on 

translating their research questions into interview questions, there is little or no chance of 
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converting research questions into useful method of research. The reason being that research 

questions are solely to be used as the means of answering the research questions and not a 

logical transformation of the research questions into the means of research methodology, 

Maxwell, (2013). A good example is the interview questions where they are supposed to be 

derived logically from the research questions but whether they can provide information that 

can be useful in answering the research questions. 

According to Collin and Hussey, (2013), the aim of the questionnaire is to find out what is the 

perception of the participants concerning the topic area and their thoughts. A questionnaire is 

one of the main ways of collecting data from the participants and the more clearly phrased 

questions increase the likelihood of getting a positive response from the participants.  

According to Saunders et al, (2015), there are two basic types of questionnaires. The 

interviewer administered and self-administered. The self-administered questionnaire conducted 

using delivery and collection system. This comprises telephone questionnaires, postal 

questionnaires etc., Equally, Jankowicz. (2005) Insists that the use of the interpretivist approach 

which tends to use more of a qualitative approach but supported by a simple quantitative 

approach purely because it is mostly concerned with human behaviour and their thoughts 

towards the particular field of study. The interpretivists believe in the existence of multiple 

realities, Denzin and Lincoln, (2003). Interpretivists tend to work alongside other people who 

are familiar with the knowledge and who can make sense out of the particular knowledge. In 

order to interpret the experience of the interpretivists in relation to academic research, the main 

focus of the researcher is to try to understand and analyse the meaning of social actors and to 

understand their world from their point of view. This is considered as the key factor for any 

researcher Saunders et al, (2015). To understand how people, feel, think and communicate is 

deemed essential Jackson et al, (2008). The subjective nature of this approach and its emphasis 

on the language used makes it more relevant to qualitative data gathering. Due to the existence 
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of the close relationship between the researcher and the research there may be a high risk that 

any data collected and analysed will be based solely on what is in the mind of the researcher. 

This might result into bias hence the use of self-reflection is advised to researchers in order to 

avoid bias, Eriksson and Kovalainen, (2008).  Based on this research project it follows more of 

the interpretivist approach which enables the researcher to extract the views from bankers in 

various banks in East Africa on the issue of money laundering and the compliance of FATF 

anti-money laundering recommendations. The reason as to why positivist approach is not 

relevant in this research project is that the positivist approach originated from natural science 

and it is characterised by testing the already formulated hypothesis from the existing theory. 

This approach has assumptions that the social world exists independently and there is nothing 

or no one is responsible for its existence except for acts of nature. The knowledge is valid only 

if it is based on simple observation of the external reality, laws, and theories designed to support 

the knowledge. Positivism is based on the truth and values of reasoning and the focus is placed 

mostly on facts gathered through observations and relevant experience and measured strictly 

using quantitative methods, experiments and surveys and analysed statistically, (Saunders et al. 

2015, and Eriksson & Kovalaien. 2008). According to Hatch and Cunliffe (2006), if a positivist 

approach is related to an organisation, positivists have an assumption that what truly happens 

in the organisation is discovered through scientific measurements of the behaviour of the people 

working in the organisation. Moreover, its systems and the language of the people and the 

system is the true representation of the reality. 

The open questionnaire is the type of the questionnaire whereby the researcher does not place 

limitations on the respondents. That is the respondent is free to express what he or she feels 

rather than being tied down to questions. Closed ended questionnaires. This is the type of the 

questionnaire where the researcher limits the respondents by tying them down to some options, 
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where the respondent has no room to express their own personal opinion other than answering 

the questions according to the available option, (Dervin and Dewdney, 1986). 

4.5.1 Data collection process 

 
The process of data collection started mid-April 2016 and ended in Early August 2016. But, 

the researcher started establishing contacts one year prior to the start date of data collection 

because of the nature and the sensitivity of the topic area in the region. The researcher had to 

start building contacts in order to be able to gather enough data when the time for data collection 

came. And thankfully the researcher’s strategy of building contacts earlier helped to gather 

enough data because without building contacts one year before data collection, the researcher 

would have struggled to get enough response.  

As mentioned earlier the data collection started mid-April and 500 questionnaires were issued 

across banks in Kenya, Tanzania and Uganda. Among the 500 questionnaires issued, 300 

questionnaires were meant for front line staff members (bank tellers and staff members 

responsible for opening bank accounts) and 200 questionnaires were meant for management 

officials (Bank managers and heads of departments). 

The researcher sent out 25 letters to bank managers across 25 different banks in the region. 

Bank managers were interviewed is because they are responsible for day-to-day running of the 

banks. Moreover, they are responsible for monitoring compliance in their respective banks. 

The respondents who did not give their response after two- three weeks were reminded through 

a telephone call or email to remind them to assist in answering the questionnaire.  This increased 

the response rate because the method of dropping an email or giving a call to the respondents 

gives you a better hope that the questionnaire will be answered rather than posting letters, where 
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some might not even reach the respondents directly. (See appendix for a copy of the 

questionnaire) The data collection period for this research work was three months. 

The following steps were taken in the process of gathering the information through the 

“qualitative approach”,  

Step 1 The Researcher prepared the interview questions and the mode of Recording 

Step 2 The researcher made contact with the interviewee to arrange for an interview 

Step 3 The researcher met with the interviewee and conducted the interview, which 
lasted on average 40 minutes 

Step 4 The researcher reviewed the recordings ready for data analysis 

 

Step 1 

Involved the formulation and the preparation of interview questions and in addition, how the 

researcher was going to go about recording the entire process of the interview. The following 

are the six research questions; 

RQ i. What are benefits of money laundering awareness in the process of implementation FATF 

Anti money laundering recommendations East Africa? Shawgat, (2011), the reason to why 

banks are increasingly becoming a main target for money launderers to execute their money 

laundering operations is that, they offer a range of financial services and instruments that can 

help to conceal the original source of money. Further, the banking institutions also provide an 

easy means of transferring of assets or money into other banking institutions whether with in 

the country or outside the country with simplicity. It is important to bear in mind that banks 

provide an easy get away for money launderers. The reason being they can transfer any amount 

of money to anywhere in the world with minutes and it also allow them to clean the money 

without any difficulties. Therefore, it is important for banks to ensure that they always question 



 
 

179 

the source of money and reasons for any transfer without assumption even if that particular 

customer is well known 

RQ ii. What is the importance of transaction monitoring system and how it can help in the 

process of detecting terrorist finances in East Africa? According to McLaughlin and Pavelka, 

(2013), and Geister, (2008), Institutions with ineffective or weak internal controls, which 

include effective transaction monitoring systems, are more likely exposed to exploitation, and 

become a major target to money launderers to use such institutions for money laundering 

activities. In most cases, banks and other financial institutions fail to uncover money-laundering 

activities due to inappropriate measures or lack of proper transaction monitoring system or anti-

money laundering programmes in place that can be used to deter money launderers from using 

the financial institution channel, Lanier et al, (2015). This means that in order to prevent money 

launderers using the banking channel to launder their illicit proceeds it is advised that the 

transaction monitoring system in the organisation should be regularly updated in order to keep 

up with the pace and dynamics of money laundering criminals 

RQ iii. What is are the benefits Know your Customer (KYC) training in the process of 

combating money laundering East Africa? Based on the existing literature, it is increasingly 

getting more difficult to actually identify suspicious money laundering transactions, because 

criminals are becoming increasingly clever, therefore, they adopt new techniques every now 

and then in the process of cleansing their dirty money, Warutere, (2006). Further, illicit 

financial flows often leave East Africa and other developing countries via the banking system. 

Banks are motivated to assist their wealthy customers with managing their wealth irrespective 

of the origin of the funds, because the nature of the banking business which makes large 

customers more attractive due to their contribution towards the survival and future prosperity, 

(Heggstad and Fjeldsstad, 2010, Palmer, 2009). Global Witness has documented that high-

ranking politicians aided by banks transfer large amounts of public funds into secret or hidden 
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offshore private accounts, (Global Witness, 2009).  That’s why it is important to explore. 

Because in order to gain a deeper understanding on the issue concerning KYC in East Africa 

and how it can play a significant role in the war against money laundering in the region. 

RQ iv. To what extent the corruption culture has contributed in the difficulty in determining 

the wealth of politically exposed persons in East Africa?  According to Furguson et al, (2015), 

globally banks and banking today stand in “dishonour and shame”. This is due to poor cultural 

bases and substantial cultural failures being the major root cause of the recent financial crisis 

and remain to be the main contributing factors in the financial scandals. Subsequently, staff 

with questionable behaviours and values that move from one bank to another with freedom has 

worsened the situation, (Murray, 2018; Furguson et al, 2015). Several investigations conducted 

indicate that there is a huge challenge facing banks, especially avoiding corrupt funds that 

originate from politically exposed persons (PEPs). The Financial Conduct Authority, (2014), 

revealed serious weaknesses in the level of enhanced due diligence carried out on high-risk 

customers and PEPs among banks. There is an urgent need to ensure that financial institutions 

and all other designated non-financial institutions and professions carry out proper customer 

due diligence before engaging in any business relationship with the customer 

RQ v. What is the effect of the current financial infrastructure that exists in East Africa (Cash 

based economy, accessibility of financial services and cost of opening and maintaining of bank 

accounts) on the compliance of FATF anti-money laundering recommendations among banks 

in East Africa? Financial institutions are the most widely used route by criminals to launder 

their illicit gains, both in the developed and developing countries, Shawgat, (2011).  

Additionally, the detection of money laundering transactions in the financial sectors still 

remains a great challenge in the process of combating money laundering and terrorist financing 

that are continuously becoming a major threat to the survival of the financial institutions, 

especially the baking sector in the developing countries Shawgat, (2011). That is why it is 
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important to address the issue of financial infrastructure in East Africa and how it has impacted 

the compliance of FATF anti-money laundering recommendations in East Africa. 

RQ vi. Does the existing FATF anti-money laundering recommendations have what it takes to 

tackle the current money-laundering situation in the Region? In relation to improving the 

banking systems and guidelines, it has been estimated that approximately 130 jurisdictions 

representing 85 per cent of the world population, and about 90-95 per cent of global economic 

output, have made at least a political commitment on the implementation of FATF anti-money 

laundering recommendations, (Brandon, 2011, Shehu, 2005). In most developing countries, the 

FATF Anti-Money Laundering recommendations are still in the development stage. That is 

why it is important to address these anti-money laundering recommendations based on East 

African perspective and advice whether they are efficient enough to curb the growing problem 

of money laundering in the region, (Brandon, 2011).    

           Based on the above four research questions, the following are the interview questions 

that address the research questions;  

IQ.1 What are the challenges that the organisation faces in embedding the anti-money 

laundering culture in the organisation? This question addresses the RQ I,  RQ VI 

IQ.2 Due to corruption culture that exists in most African society how does it affect the 

organisation attitudes towards its implementation of anti-money laundering recommendations? 

This question addresses the RQ IV 

IQ.3 How does the banking secrecy laws affect the process of compliance with anti-money 

laundering recommendations? This question addresses the RQ II and RQ IV 

IQ.4 The cash-based economy that Exist in East Africa. How difficult it is to identify money 

intended for terrorist groups? This question addresses the RQ V 
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IQ.5 Due to a number of terrorist incidents in the region what are the measures taken by the 

organisation to prevent further attacks through money flowing to these terrorist groups? This 

question addresses the RQ II 

IQ.6 How does the organisation cooperate with the law enforcement agencies to identify 

money-laundering criminals and bring them to justice? This question addresses the RQ II 

IQ.7 Money laundering is on the rise in East Africa according to experts. Why do you think 

this is the case? This question addresses the RQ I, RQII and RQ IV 

IQ.8 There has been an increase in number of banks and banking services in the town areas 

thus neglecting the rural areas. Do you think that money launderers will use the loophole to 

launder their criminal proceeds? This question addresses the RQ V 

IQ.9 The language barrier and complicated formalities in opening an account tends to put off 

most people especially in the rural areas. As a result, most people have more cash saving in 

their possession. Do you think this imposes a higher money laundering risk to banks? This 

question addresses the RQ V 

IQ.10 FATF anti-money laundering recommendations are a set of requirements for each 

country to comply with. Do you think they are effective in developing countries, taking into 

account the existing challenges such as large-scale corruption and a cash-based economy? This 

question addresses the RQ VI 

IQ.11 What measures are taken by the organisation to control money laundered by politically 

exposed persons? This question addresses the RQ II and RQ IV 

IQ.12 What needs to be done in order to curb the overall money-laundering problem especially 

in East Africa? This question addresses the RQ I, RQ II, RQ III, RQ IV, RQV and RQ VI 
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Step 2 

The researcher made contact with the interviewee in order to arrange for a perfect time and 

place to conduct the interview; carried out either during the lunchtime or any time that the 

interviewee feels comfortable. 

Step 3 

The researcher met with the interviewee and conducted the interview; all interviews were 

recorded using a digital recorder, which can later be replayed and duplicated into different 

storage devices so when the evidence of the recording is needed it will be easier to have access 

to it. All the recordings were held with high confidentiality and no materials recorded accessed 

without the permission of the researcher, they can only be accessed when deemed necessary by 

the supervisory team or the Viva board. 

Step 4 

After all the interviews were conducted, the researcher reviewed the interviews and drafted the 

analysis of the interviews, which went together with the questionnaire, to establish an argument 

based on the research questions.  

The following were steps taken in the process of collecting and analysing of information 

through “quantitative approach”  

 

Step 1 The researcher prepared the questionnaire based on the research questions 

Step 2 The researcher conducted a pilot study in order to verify if the questionnaire is 
understandable and it shall receive the required response 

Step 3 After the pilot study and the questionnaire have been verified, the researcher sent 
out the questionnaire to different banks in East Africa 

Step 4 The researcher gathered the feedback from the respondents and ready for analysis 

Step 5 The researcher analysed the data collected through diagrams and statistical tests 
with the aid of SPSS  
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Step 1 

This step the researcher prepared the research questionnaire used to collect the data based on 

the research questions. (See appendices section for the sample of the questionnaire.) The 

questionnaire was formulated based on a five point “Likert scale”. The Likert scale according 

to Johns, (2010), consists of attitudes towards any object or on any issue varied along the same 

underlying negative to positive dimension. The method has several advantages and one of the 

advantages is that the method is universally applicable. Based on Likert’s own research, he 

managed to measure the opinions on subjects as diverse as the existence of God, birth control, 

evolution, war etc. this means the method can be applicable to any field of research as far as 

the measuring of opinion is concerned. This method fits well with this research work because 

the researcher intended to measure people’s opinion based on the topic area and it’s fair to give 

them room to suggest how well they agree with the questions presented to them without limiting 

them to the extent to which they agree with the scenarios.  

Step 2  

The second step was to conduct a pilot study intended to verify whether the questions are 

understandable and whether they can yield the response that the researcher is expecting. This 

is one of the most important steps because it puts into test whether the research questions in the 

questionnaire are up to standard and helps identify any errors or changes that needs attention 

before the questionnaire is sent for data collection. For this research work, a pilot study was 

carried out, before it was officially sent out to the respondents. 

Step 3 
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After a successful pilot review of the questionnaire the researcher, sent out the questionnaire to 

different banks in East Africa. As discussed in the research design section, there were two sets 

of research questionnaire for this research work. One was for management and the other was 

for the front-line staff, the sole purpose is to compare the feedback from the management and 

the frontline staff of in the issues pertaining to money laundering.  

Step 4 

After a successful distribution of the questionnaire to the respondents, the next phase was to 

collect the questionnaire from the respondents and start analysing the feedback.  

Step 5 

After the feedback was collected from the respondents the crucial part left was to start the 

analysis using SPSS. The SPSS software gives the researcher more time to bond with the data, 

through the input of the information and to discover exactly what the information entails. 

Unlike other traditional software, i.e. excel. 

The researcher has managed to gather sizeable response from the questionnaire and a decent 

response from the interview. Hence, the findings gathered are strictly grounded and cannot be 

used as a general view of the subject area, Miles and Huberman, (1994). Data collected 

analysed through SPSS statistical software for quantitative data. According to Sabine and 

Brian, (2004), SPSS “Statistical Package for the Social Sciences”. Is a package of programs for 

manipulating, analysing, and presenting data; the package is widely used in the social and 

behavioural sciences. 

Non-Parametric tests are used in this research work because the data gathered does not follow 

a normal distribution. Thus, Pearson`s chi-square test and Wilcoxon signed-rank test are used 
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in the process of data analysis. Pearson`s chi-square test, used to test for an association between 

the variables in order to determine whether the formulated hypothesis, Field, (2017). The reason 

for using this test is that the data is uneven, and a vivid example is the data collected in this 

research study involves the use of Likert scale data which is considered ordinal with uneven 

distribution, (Field, 2017).  The Wilcoxon signed-rank test is the nonparametric test that does 

not assume normality in the data, it can be used when this assumption has been violated and 

the use of the dependent t-test is unsuitable. It is used to compare two sets of scores that come 

from the same participants. This can occur when the researcher wishes to explore any change 

in scores from one time point to another, or when individuals are subjected to more than one 

condition, (Field, 2017).   

Microsoft Word was used for transcribing interviews. Microsoft Word was used because, Word 

gives an opportunity for the researcher to review the conversations held, this helps the 

researcher to know exactly how and where to use the interview information in the process of 

transcribing.  
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CHAPTER 6 

Findings and Data Analysis  

6.1.0 Introduction 
 
This chapter presents the data collected from 41 registered banks in East Africa, which involved 

both interviews and questionnaire. The response gathered from the questionnaire is 206 from 

the front-line staff members and 103 from the management. A further 10 comprehensive 

interviews were conducted among the senior managers of banks in East Africa, which on 

average lasted for 40 minutes. The primary aims for this research current research study is: 

1. To assess money laundering awareness in East Africa. 

2. To assess the benefits of information sharing and how it can be used to detect the 

flow of terrorist finances in East Africa. 

3. To assess the benefits of training to Know your Customer (KYC) in East Africa. 

4. To investigate corruption culture and how is has made it difficult to determine the 

wealth of Politically exposed persons in East Africa. 

5. To investigate and analyse the nature of financial Infrastructure in East Africa. 

6. To assess the current money laundering situation in East Africa. 

7. To assess if the current FATF anti money laundering recommendations cater for the 

needs of East African countries. 
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Summary of the Findings  

Table 4 Summary of Response of Questionnaire 

The table shows a summary of a number of respondents from each category and country in 
East Africa. 
 
Type of Questionnaire Tanzania  Uganda Kenya Total 

Frontline staff (F.s) 
72 74 60 206 

Management (M.g) 
38 34 31 103 

Total 
110 108 91 309 

 
Table 5 Summary of interviews 

The table shows a summary of the interviewees who participated in this research work 
  
Interviewee Job Title  Country  Local/International Bank 

Interviewee (1) Bank Manager Tanzania  International  

Interviewee (2) Bank Manager Tanzania Local 

Interviewee (3) Customer 
Relationship 
Manager 

Tanzania International 

Interviewee (4) Head of 
compliance 

Tanzania Local  

Interviewee (5) Customer 
Relationship 
Manager 

Tanzania Local  

Interviewee (6) Bank Manager Kenya  Local 

Interviewee (7) Bank Manager Kenya Local 

Interviewee (8) Bank Manager Kenya Local  

Interviewee (9) Bank Manager Uganda Local 

Interviewee (10) Bank Manager Uganda Local 
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Table 6 summaries of the recommendations and the areas of analysis addressed 

This table shows the areas that FATF anti money laundering recommendations have been 
addressed on the analysis sections 
 

 FATF Anti-money laundering 
recommendations 

Summary of area of analysis 
addressing the recommendations 

1 AML/CFT policies and coordination A.4.1.0 E.2.1.0, E.4.1.0   

 

2 Money laundering criminalization and 
confiscation 

B.1.1.0, F.4.1.0 

3 Preventative measures B 4.1.0, E.1.1.0, F.2.1.0 

4 Politically exposed persons D2.1.0, D.4.1.0, F.5.1.0 

5 Terrorist financing and proliferation B 3.1.0 C2.1.0, F.1.1.0 

6 Transparency of legal persons and 
arrangements 

D 1.1.0 

7 Powers and Responsibilities of competent 
authorities 

F.3.1.0 

8 Operational and Law enforcement F.3.1.0 

9 International Cooperation B 4.1.0, E.3.1.0  

 

A. Money laundering awareness  

According to Shawgat, (2011), the reason to why banks are increasingly becoming a main target 

for money launderers to execute their money laundering operations is that, they offer a range 

of financial services and instruments that can help to conceal the original source of money. 

Further, the banking institutions also provide an easy means of transferring of assets or money 

into other banking institutions whether with in the country or outside the country with 

simplicity. It is important to bear in mind that banks provide an easy get away for money 

launderers. The reason being they can transfer any amount of money to anywhere in the world 

with minutes and it also allow them to clean the money without any difficulties. Therefore, it 

is important for banks to ensure that they always question the source of money and reasons for 
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any transfer without assumption even if that particular customer is well known. This can be 

achieved through regular training for the frontline staff members and also for the managers to 

have a final say on whether to approve a transaction or not. With the current global economy 

and integrated financial markets, the process of transferring funds across the borders has never 

been easier and faster than recent years, Hitesh and Bharat, (2012). Coupled by the greediness 

of bank employees and petty fines imposed to banks engaging in money laundering, this adds 

more fuel to money launderers to use the banking institutions to conceal their illicit gains. That 

is why it is very important for banks to ensure that they create more awareness in their staff 

members about various issues concerning money laundering in order to prevent criminals from 

using the organization. This can be achieved by ensuring that frequent trainings and updates 

are conducted and communicated, in order to keep up with money laundering criminals. 

The following table shows the summary of responses concerning the awareness of money 

laundering  

Money laundering awareness  Mean  Standard Deviation  

A 1.1.0  2.26 1.143 

A 2.1.0 2.07 1.179 

A 3.1.0 2.18 1.183 

A 4.1.0                                             i) 
                                                         ii) 

2.11 
2.28 

1.138 
1.396 
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Money 
laundering 
awareness 
(General 
analysis) 

Strongly 
Agree 

     Agree      Neutral    Disagree Strongly 
Disagree 

No 
Response 

 F % F % F % F % F % F % 
A 1.1.0 62 30.1 73 35.4 33 16.0 31 15.0 7 3.4 0 0.0 
A 2.1.0 85 41.3 63 30.6 27 13.1 21 10.2 10 4.9 0 0.0 

A 3.1.0 69 33.5 76 36.9 27 13.1 23 11.2 10 4.9 1 0.5 

A 4.1.0 Fs i) 
           Mg 
ii)  
                                                         

74 
35 

35 
34.0 

73 
38 

35.4 
36.9 

33 
12 

16.0 
11.7 

16 
6 

7.8 
5.8 

9 
8 

4.4 
7.8 

1 
4 

0.5 
3.9 

 
 
 

Awareness 
(Based on 
banks) 

Strongly 
Agree 

Agree  Neutral  Disagree  Strongly 
Disagree 

No 
Response 

 Loca
l 

Intn’
l 

Loca
l  

Intn’
l 

Local  Intn
’l 

Loca
l 

Intn’l loca
l 

Intn
’l 

Loc
al 

Intn’
l 

A 1.1.0 48 14 62 11 32 1 30 1 7 0 0 0 
A 2.1.0 64 21 57 6 27 0 21 0 10 0 0 0 

A 3.1.0 53 16 65 11 27 0 23 0 10 0 1 0 

A 4.1.0 Mgi 
              Fsii) 

32 
60 

3 
14 

35 
61 

3 
12 

12 
32 

0 
1 

5 
16 

1 
0 

8 
9 

0 
0 

3 
1 

1 
0 
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Money laundering 
awareness (Based on 
country) 

Strongly 
Agree 

Agree Neutral Disagree Strongly 
Disagree 

No 
Response 

Total 

A 2.1.0 Tanzania 
               Uganda 
               Kenya 

36 
33 
16 

19 
26 
18 

9 
9 
9 

7 
6 
8 

1 
0 
9 

0 
0 
0 

72 
74 
60 

Total 85 63 27 21 10 0 206 
A 1.1.0 Tanzania  
              Uganda  
              Kenya 

27 
27 
8 

27 
23 
23 

8 
12 
13 

8 
11 
12 

2 
1 
4 

0 
0 
0 

72 
74 
60 

Total 62 73 33 31 7 0 206 
    Total                                                     35 38 12 6 8 4 103 
A 3.1.0 Tanzania 
              Uganda 
              Kenya 

32 
24 
13 

28 
33 
15 

5 
9 
13 

6 
4 
13 

1 
3 
6 

0 
1 
0 

72 
74 
60 

Total 69 76 27 23 10 1 206 
A 4.1.0 Fs i) Tanzania 
                      Uganda  
                      Kenya  

28 
20 
26 

25 
35 
13 

12 
15 
6 

5 
1 
10 

2 
2 
5 

0 
1 
0 

72 
74 
60 

   Total                           74 73 33 16 9 1 206 

 

Hypothesis testing on Money laundering awareness 

 
 Hypothesis  Variable-1 Variable-2 Test  Test-

Statistics 

Test Result 

A1 An employee’s 

awareness of FATF anti 

money laundering 

recommendations is 

associated with regular 

anti money laundering 

training. 

AML 

Training 

FATF 

Awareness 

Association: 

Chi-Square  

Chi-square 

=114.373, 

df=16, 

P<0.001 

Proven 
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A2 An employee’s 

awareness of current 

money laundering issues 

is associated with 

regular anti money 

laundering training. 

AML 

Training 

Current 

money 

laundering 

issues 

Awareness 

Association: 

Chi-Square 

Chi-square 

=101.218, 

df=20, 

P<0.001 

Proven 

A3 An organisation’s ability 

to update its current anti 

money laundering 

policies is associated 

with regular anti money 

laundering training 

AML 

Training  

Updating 

AML 

policies 

Association: 

Chi-Square 

Chi-square 

=327.789, 

df=25, 

P<0.001 

Proven 

A4 There is a difference in 

regular AML trainings 

conducted between local 

and international banks 

AML Local/ 

International 

 

Difference: 

Wilcoxon 

Signed 

Ranks Test 

Z= -9.659 

P<0.001 

Proven 
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A 1.1.0 The organisation conducts regular anti-money laundering 
training to all staff members  

 

 
Findings and Discussion  

Based on the findings, the interesting part is that 15.0% and 3.4% of the frontline staff disagreed 

and strongly disagreed respectively. This situation raises some concerns because one of the 

ways to curb this growing money-laundering problem is through regular training. Murray, 

(2018), stresses that, the concept placement, layering and integration has been the basis for the 

most worldwide anti money laundering (AML) training, Murray, (2018). The fundamental 

weaknesses of the concept appear to hamper the process of tackling money laundering as it 

occurs. As a consequence, this situation has opened up opportunities for deliberate blindness 

on AML systems due to the practice of money laundering being understood in incomplete and 

misleading ways, Murray, (2018). Based on the bank`s perspective 37 of the front-line staff 
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members working for the local banks in East Africa disagreed on receiving regular anti money 

laundering trainings while only 1 person working for the international bank in the region 

disagreed. A Wilcoxon signed-rank test showed that, there is a significant difference in regular 

AML trainings conducted between local and international banks. Similarly, the situation in 

countries also raises some concerns because in Tanzania 8 of 31 and 2 of 7 disagreed and 

strongly disagreed that they do not receive regular training, similarly 11 of 31 and 1 of 7 in 

Uganda disagreed and strongly disagreed and finally 12 of 31 and 4 of 7 in Kenya disagreed 

and strongly disagreed respectively. Again, Kenya stands out as the worst because despite the 

threats of being blacklisted due to lack of proper implementation of anti-money laundering 

measures, FATF Public Statement, (2012). According to Money Laundering and Financial 

Crimes, Country Database, (2015), Kenya remains vulnerable to money laundering and 

financial fraud. It is the financial hub of East Africa, and its banking and financial sectors are 

growing in sophistication. The most obvious part is that, 37 of the respondents combined 

strongly disagreed and disagreed while only 1 of the respondent from the international bank 

disagreed> One of the respondents cited that “In East Africa AML laws are not properly 

implemented especially the local banks. This makes the situation even more difficult, because 

the regulators need to be stricter to ensure local banks are compliant with AML laws”, 

(comment Fs.78). This is true because during the course of data collection local banks displayed 

lack of proper knowledge about money laundering issues compared to the international banks 

and that is why majority of money laundering incidences always begin in local banks. Local 

banks need to learn from the international banks if they are to make any progress in ensuring 

that money launderers do not use their institutions for money laundering activities. Further, 

regulators and banks should ensure that the anti-money laundering policies and laws are well 

implemented and not left only on paper, “The financial institutions should also put more effort 

to ensure that their staff are made aware of AML policies and how to put them into practice”, 
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(Comment Fs.84). There is a need to ensure that regular training is conducted in order to 

minimize the damage to the fight against money laundering that continues to gain pace in the 

region. Banks should also be on alert of any changes to the money laws to ensure that they are 

up to date with the changes. 

Based on findings there seems to be evidence of association between frequent AML training 

by banks and the employee’s awareness of FATF anti-money laundering recommendations and 

the ability of employees to be aware of current money laundering issues and how to tackle the 

issue. Further, employee’s awareness on various anti-money laundering issues has also given 

the opportunity for the banks to update their anti-money laundering policies based on the ideas 

that they gather through these frequent trainings, below is the diagram that shows the summary 

of the association and discussion of the findings and tests of the response gathered. 
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Figure 4 Association between regular anti-money laundering training, and employees’ 
awareness on FATF, current anti-money laundering issues and updating anti-money 
laundering policies 

 

 

 

 
  

Regular 
anti money 
laundering 

training 

Employees 
awareness of the 
existance of FATF

Employees 
awareness of 

current money 
laundering issues

organisations' 
ability to update 

its anti money 
laundering 

policies



 
 

199 

A.2.1.0 the organisation ensures that every employee is aware of the 
existence of FATF Anti-money laundering recommendations through 
regular trainings  
 

 
 
 

 

 
 
A.1.1.2 Discussion 
 

The emergence of FATF has acted, as a valuable campaigner for having strong global 

AML/CFT controls and its achievement in raising and increasing awareness on issues regarding 

the dangers of money laundering and terrorist financing and in trying to persuade countries all 
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over the world to improve their controls and supervision on these two key areas, (Brandon, 

2011; Leong, 2007; Johnson and Lim, 2002). Nevertheless, financial and resource constraints 

facing most of the developing countries makes it particularly difficult for these countries to 

fully implement all the FATF recommendations, Moshi, (2007). Based on the findings, the 

interesting part is that, 10.2% and 4.9% disagreed and strongly disagreed respectively, of being 

aware of FATF anti-money laundering, recommendations. It raises questions to why some of 

the staff members are still unaware of the FATF anti-money laundering recommendations. 

Because in Tanzania 7 of 21 and 1 of 10 the front-line staff members disagreed and strongly 

disagreed on being aware of FATF anti-money laundering recommendations, similarly 6 of 21 

frontline staff members in Uganda also disagreed. Lastly 8 of 21 and 9 of 10 in Kenya disagreed 

and strongly disagreed respectively. Interviewee-(4), pointed out that one of the biggest 

challenge that the organization faces; 

“Lack of proper knowledge and ignorance. A typical example is that I came to familiarize 

myself with the terminology of money laundering when I was in my 1st year of university and 

after having a quick glance at what it actually means. Although we have had some couple of 

trainings but still people are still finding it difficult to properly implement the anti-money 

laundering policies”  

Similarly, interviewee-(10), also pointed out that “the knowledge of money laundering seems 

to be a problem because majority of people are not familiar with the terminology and how to 

tackle the issue in the work environments”,   

This explains why there are still some employees who are unaware of FATF anti-money 

laundering recommendations, especially in Kenya where the majority of the respondents who 

are unaware come from. According to The Bureau for International Narcotics and Law 

Enforcement Affairs, (2017), Kenya remains vulnerable to money laundering and financial 

fraud despite its growing sophistication in its banking services. This ties to the recent threats 
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that Kenya has faced of being blacklisted due to their failure to address money-laundering 

issues in the country, FATF Public Statement, (2012). Nevertheless, it’s important to make the 

comparison between local banks and international banks in terms of how their organization 

ensures that every employee is aware of the existence of FATF anti-money laundering 

recommendations. The obvious part is that 21 of the local banks disagreed with the fact that the 

organization ensures that every employee is aware of FATF anti-money laundering 

recommendations. While, there were none from the international banks, what sets local and 

international banks apart is the commitment to ensuring that money laundering is relinquished. 

With frequent trainings and updates, that is why none of the respondents from the international 

banks disagreed with the statement. It is a high time for the local banks to take the initiative to 

ensure that they learn from these international banks if they are to survive in this war against 

money laundering, because international bank have more experience, exposure and expertise 

on how to tackle money laundering. Banking institutions need to improve each employee’s 

awareness on money laundering in order to promote a safer environment as suggested by one 

respondent; “increase employee awareness in the organisation in order to curb money 

laundering and create a safe environment”, (comment Fs.12). Achieved through seminars and 

broadcasting the anti-money laundering measures aim to ensure that everybody, not only the 

bank staff but also the public, are familiar with such measures. That is why anti-money 

laundering training is vital because it helps to create more awareness to the staff members about 

the available FATF anti-money laundering recommendations and how they can help to tackle 

money-laundering activities in the organisation. That is why there is a very strong evidence of 

association between employee’s awareness of FATF anti-money laundering recommendations 

and regular anti-money laundering training. The main aim of this training is to update all staff 

members about different threats that are likely to affect the organisation and suggest appropriate 

measures that should be taken in case one is faced by one of the threats.  
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A.3.1.0 Through having regular trainings the organisation gets the 
opportunity to update its staff members about current money 
laundering issues 

 
A.3.1.1 Findings  

 
 

 

  
 
A.3.1.2 Findings and Discussion  

The findings gathered, the interesting finding is that 11.2% and 4.9% of the frontline staff 

disagreed and strongly disagreed respectively. This situation raises some questions because 
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FATF issues regular updates about new threats of money laundering and it is the responsibility 

of the organization to ensure that it updates its staff members about any changes to the laws 

and policies in order to keep them in their toes. According to Hitesh and Bharat, (2012), the 

current global economy and integrated financial markets mean that the process of transferring 

of funds across the borders has never been easier and faster than in recent years. Numerous 

banks both local and across the borders have strict bank secrecy laws which encourages 

anonymous money transfer. Money laundering flourishes on secrecy, (Otusanya et al., 2011; 

Nellen and Lankhorst, 2008; Sikka, 2008). Hence, by not giving them regular updates, it might 

result in a lack of knowledge about emerging money-laundering threats that might affect the 

organization. Updating the staff members helps to ensure that each staff member is aware of 

the new threats and their magnitude and establish measures that can help to spot and report any 

suspicious transaction before it results into a big problem, which might even affect the image 

of the organization to the public. Country wise, in Tanzania 6 of 23 and 1 of 10 disagrees and 

strongly disagrees that the organization does not regularly update its anti-money laundering 

policies. Similarly, 4 of 23 and 3 of 10 in Uganda disagreed and strongly disagreed and finally 

13 of 23 and 6 of 10 in Kenya disagreed and strongly disagreed respectively with Kenya being 

the worst again. In addition, we see the comparison between local banks and international banks 

in terms of how their organization regularly updates its anti-money laundering policies. The 

most obvious part is that 33 of the local banks disagreed with the fact that the organization 

regularly updates its anti-money laundering policies while; there were none from the 

international banks. It is the responsibility of the bank to ensure that it conducts regular 

briefings to its staff members to ensure that, they are well aware of any changes and developing 

measures to ensure that the organization is ready to tackle such threats. One of the respondents 

also suggested that, “Seminars should be conducted regularly in order to make individuals and 

organisations aware of anti-money laundering and how to tackle it harder”, (comment Fs.52). 
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Further, another respondent emphasised that “The financial institutions should also put more 

effort to ensure that their staff are made aware of AML policies and how to put them into 

practice”, (comment Fs.84). By regularly updating staff members about money laundering 

threats this reduces the risk of money laundering activities taking the organisation by surprise 

because it enables the staff members to be alert and act upon the situation before it affects the 

organisation. That is why there is a very strong evidence of association between employees 

being updated about various anti-money laundering issues and regular anti-money laundering 

training. The main purpose of these trainings is to update all staff members about different 

threats that are likely to affect the organisation and suggest appropriate measures to be taken in 

case one of the employees faces one of the money laundering threats.  

A.4.1.0 By updating the staff members about various money 
laundering issues, this helps the organisation to update its anti-money 
laundering policies (Front line staff vs Management) 

 
 
A.4.1.1 Frontline staff  
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A.4.1.2 Management  
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A.4.1.3 Discussion  

The emergence of FATF has acted, as a valuable campaigner for having strong global 

AML/CFT controls and its achievement in raising and increasing awareness on issues regarding 

the dangers of money laundering and terrorist financing and in trying to persuade countries all 

over the world to improve their controls and supervision on these two key areas, (Brandon, 

2011; Leong, 2007; Johnson and Lim, 2002). Nevertheless, financial and resource constraints 

facing most of the developing countries makes it particularly difficult for these countries to 

fully implement all the FATF recommendations, Moshi, (2007). The findings gathered, the 

interesting fact is that 7.8% and 4.4% of the frontline staff disagreed and strongly disagreed 

respectively. This situation raises some questions because FATF issues regular updates on its 

recommendations based on the current money threats and situation as a whole. The situation is 

not as smooth as one might think because having respondents disagreeing that the organization 

does not regularly update its anti-money laundering policies is quite a concern. Because when 

you leave the situation to chance, there is a high possibility that money launderers will use that 

loophole to launder their illicit proceeds. Country wise in Tanzania 5 of 16 and 2 of 9 disagrees 

and strongly disagreed that the organization does not regularly update its anti-money laundering 

policies, similarly 1 of 16 and 2 of 9 in Uganda disagreed and strongly disagreed and finally 10 



 
 

207 

of 16 and 5 of 9 in Kenya disagreed and strongly disagreed respectively. Similarly, the findings 

gathered indicate that 34.0% of the management working in banks across East Africa, strongly 

agreed that the management conducts regular review its anti-money laundering policies, further 

36.9% of the management also agree to the statement, while 11.7% were neutral to the 

statement. Nevertheless, the interesting part is that 5.8% and 7.8% of the management staff 

disagreed and strongly disagreed respectively. This situation raises some questions because 

FATF issues regular updates on its recommendations based on the current money threats and 

situation as a whole and the management are the ones who are first inline to receive such 

updates. According to these findings, it seems that some of the management staff are not serious 

about tackling money laundering. Because it is their responsibility to ensure that these updates 

are communicated throughout the organization, yet if they don’t pay enough attention to ensure 

that they update their anti-money laundering policies regularly no wonder money laundering is 

on the rise the region according to experts. In addition, one of the reasons why money 

laundering is on the rise is because of taking things for granted. With the growing threat of 

money laundering the expectation is very high for the management to ensure that they are doing 

whatever they can to stop the growing problem of money laundering. Country wise in Tanzania, 

3 of 6 and 2 of 8 disagreed and strongly disagreed that the organization does not regularly 

update its anti-money laundering policies, similarly 2 of 6 and 4 of 8 in Uganda disagreed and 

strongly disagreed and finally 1 of 6 and 2 of 8 in Kenya disagreed and strongly disagreed 

respectively, Uganda being the worst. In order to successfully curb money laundering in the 

region extra efforts are needed to ensure that anti-money laundering policies are regularly 

updated in order to keep up with the growing threats and techniques of money launderers. One 

of the respondent suggested, “Banks need to regularly update the anti-money laundering 

policies. Secrecy in banks should be reduced in order to curb money laundering easily”, 

(comment Fs. 30). In addition, regulators need to ensure that banks are up to date and implement 
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anti-money laundering recommendations as required or face hefty fines. It was suggested by 

one of the respondents that “Putting in place strong regulations to curb money laundering 

activities especially in the banking institutions. Also, there should be hefty fines, prosecution 

and dismissal of organisation`s staff members who are found engaging in such criminal 

activities” (comment Mg. 29). By doing all these, it should help the situation and discourage 

money laundering in the region. By updating the staff members about various money-

laundering issues, helps the organisation to update its anti-money laundering policies. That is 

why there is a very strong evidence of association between employees being updated about 

various anti-money laundering issues and the organisation conducting regular updates about 

their anti-money laundering policies. The main purpose of updating staff members about 

various anti-money laundering issues is to gather opinions on what to do in order to tackle the 

threats of money laundering which helps to update the existing anti-money laundering policies 

to fit the current situation. That is why it is very important to conduct regular updates and 

briefings to keep up with money launderers trying to exploit the weaknesses of banking 

institutions in the region.     

B. Transaction Monitoring  
 
Transaction monitoring is one of the most essential weapons used to fight against money 

laundering especially in East Africa. According to McLaughlin and Pavelka, (2013), and 

Geister, (2008), Institutions with ineffective or weak internal controls, which include effective 

transaction monitoring systems, are more likely exposed to exploitation, and become a major 

target to money launderers to use such institutions for money laundering activities. Though, for 

fact that banks undertake monitoring in order to detect suspicious transactions is not an 

assurance that control systems will be effective, Dion, (2012). In most cases, banks and other 

financial institutions fail to uncover money-laundering activities due to inappropriate measures 
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or lack of proper transaction monitoring system or anti-money laundering programmes in place 

that can be used to deter money launderers from using the financial institution channel, Lanier 

et al, (2015). This means that in order to prevent money launderers using the banking channel 

to launder their illicit proceeds it is advised that the transaction monitoring system in the 

organisation should be regularly updated in order to keep up with the pace and dynamics of 

money laundering criminals. 

The following table shows the summary of response concerning transaction monitoring  

Transaction Monitoring  Mean Standard Deviation  
B 1.1.0 2.00 1.031 
B 2.1.0 2.16 0.972 
B 3.1.0 2.75 1.115 
B 4.1.0 2.60 1.081 

 
 

Transaction 
Monitoring 
(General 
analysis) 

Strongly 
Agree 

     Agree      Neutral    Disagree Strongly 
Disagree 

No 
Response 

 F % F % F % F % F % F % 
B 1.1.0 79 38.3 74 35.9 31 15.0 18 8.7 4 1.9 0 0.0 

B 2.1.0 55 26.7 88 42.7 41 19.9 19 9.2 3 1.5 0 0.0 

B 3.1.0 32 15.5 55 26.7 61 29.6 49 23.8 9 4.4 0 0.0 

B 4.1.0 41 19.9 50 24.3 71 34.5 39 18.9 5 2.4 0 0.0 

 
 

Transaction Monitoring 
(country analysis) 

Strongly 
Agree 

Agree Neutral Disagree Strongly 
Disagree 

No 
Response 

Total 

B 1.1.0 Tanzania 
              Uganda 
              Kenya 

30 
24 
25 

29 
31 
14 

8 
16 
7 

3 
3 
12 

2 
0 
2 

0 
0 
0 

72 
74 
60 

Total 79 74 31 18 4 0 206 
B 2.1.0 Tanzania  
              Uganda  
              Kenya 

23 
17 
15 

35 
37 
16 

11 
16 
14 

2 
4 
13 

1 
0 
2 

0 
0 
0 

72 
74 
60 

Total 55 88 41 19 3 0 206 
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B 3.1.0 Tanzania 
              Uganda  
              Kenya  

9 
5 
18 

17 
22 
16 

27 
24 
10 

17 
19 
13 

2 
4 
3 

0 
0 
0 

72 
74 
60 

Total 32 55 61 49 9 0 206 
B 4.1.0 Tanzania 
              Uganda 
              Kenya 

14 
10 
17 

21 
23 
6 

28 
25 
18 

8 
13 
18 

1 
3 
1 

0 
0 
0 

72 
74 
60 

Total 41 50 71 39 5 0 206 
 

Awareness 
(Based on 
banks) 

Strongly 
Agree 

Agree  Neutral  Disagree  Strongly 
Disagree 

No 
Response 

 Local Intn’
l 

Local  Intn’
l 

Local  Intn’
l 

Local Intn’
l 

local Intn
’l 

Local Intn
’l 

B 1.1.0 64 15 63 11 30 1 18 0 4 0 0 0 

B 2.1.0 42 13 77 11 38 3 19 0 3 0 0 0 
B 3.1.0 29 3 46 9 48 13 47 2 9 0 0 0 
B 4.1.0 33 8 42 8 60 11 39 0 5 0 0 0 

 

Hypothesis relating to Transaction monitoring and Detecting Terrorist Financing 

 
 Hypothesis  Variable-1 Variable-2 Test  Test-Statistics Test Result 

B1 Updating the 

transaction 

monitoring system is 

associated with 

investing in the 

transaction 

monitoring system. 

Investing in 

Transaction 

Monitoring 

Updating 

Transaction 

Monitoring 

system 

Association: 

Chi-Square  

Chi-square 

= 58.254, 

 df=16, 

P<0.001 

Proven 
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B2 Detecting terrorist 

financing is 

associated with 

information sharing 

Information 

sharing 

Detecting 

terrorist 

financing 

Association: 

Chi-Square 

Chi-square 

=50.179,  

df=16, 

P<0.001 

Proven 

B3 There is a difference 

between Detecting 

terrorist financing 

and countries  

Countries  Detecting 

terrorist 

financing 

Difference: 

Wilcoxon 

Signed 

Ranks Test 

Z= -6.789 

P<0.001 

Proven 

B.1.1.0 the organisation has invested heavily on transaction 
monitoring as one of anti-money laundering controls 

 

B.1.1.1 Findings  
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B1.1.2 Findings and Discussion 
 
The findings gathered, the interesting finding is that 10.6% of the frontline staff disagreed. This 

situation raises some questions because in order to successfully tackle money laundering the 

transaction monitoring system has to be on point to reduce the likelihood of money laundering 

to take place. According to McLaughlin and Pavelka, (2013), and Geister, (2008), Institutions 

with ineffective or weak internal controls, which includes effective transaction monitoring 

systems, are more likely exposed to exploitation, and become a major target to money 

launderers to use such institutions for money laundering activities. This shows how a 

transaction monitoring system is very valuable when it comes to the war against money 

laundering because one of the respondents suggested that “Banks need to regularly update its 

transaction monitoring system in especially in East Africa in order to help frontline Staff 

members to spot and report suspicious transactions”, (comment Fs.27). Still the situation raises 

questions due to some of the respondents disagreeing because one of the ways of neutralizing 

money laundering taking place in banks is by ensuring that the organization have invested 

heavily on transaction monitoring which will help to detect and deter money laundering 

criminals. Country wise, in Tanzania 3 of 18 and 2 of 4 disagreed and strongly disagreed that 

the organization has invested heavily on transaction monitoring as one of its anti-money 
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laundering controls. Similarly, 3 of 12 and 0 of 4 in Uganda disagreed and strongly disagreed 

and finally 12 of 18 and 2 of 4 in Kenya disagreed and strongly disagreed respectively, Kenya 

being the worst. This has prompted a suggestion by one of the respondents that “Financial 

institutions in East Africa should have clear and open anti-money laundering transaction 

monitoring tool”, (comment Fs.35). This will encourage member countries to join hands and 

identify money launderers trying to exploit an individual country`s control weaknesses through 

having a common transaction monitoring system. This depends on the nature of banks (local 

banks or international banks), and whether the organization has invested heavily on transaction 

monitoring, the most obvious part is that 22 of the respondents from the local banks disagreed 

while none of the respondents from the international bank disagreed. This shows how far the 

international banks have reached in terms of the fight against money laundering compared to 

the local banks through investing on transaction monitoring. Local banks need to learn from 

these banks if they are to make any progress in the war against money laundering in the region.  

Based on findings, there seem to be evidence of association between investing in transaction 

monitoring in the organisation and the regular updates undertaken for the transaction 

monitoring system. Further, there is an evidence of association between the transaction 

monitoring system not allowing sharing of information across different banks and transaction-

monitoring system not being able to detect terrorist finances. Below is the diagram that shows 

the summary of the association and discussion of the findings and tests of the response gathered.  



 
 

214 

Figure 5- Association between investing on transaction monitoring and updating the 
transaction monitoring 

                                  

Figure 6 – Association between Information sharing and detecting terrorist funds 

 

B2.1.0 By investing in transaction monitoring system in the 
organisation, it encourages the transaction monitoring system to be 
regularly updated 
 
B.2.1.1 Findings  

Investing 
on 

transaction 
monitoring 

Updating 
the 

transaction 
monitoring 

system

Information 
sharing 

Detecting 
terrorist 
finances 
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B.2.1.2 Findings and Discussion 
  
The findings gathered, the interesting finding is that 10.7% of the frontline staff disagreed. This 

situation raises some questions because; in order to tackle the issue of money laundering the 

transaction monitoring system in the organization (bank), should be regularly updated. As 

previously discussed, according to McLaughlin and Pavelka, (2013), and Geister, (2008). 

Institutions with ineffective or weak internal controls, which includes, effective transaction 

monitoring systems, are more likely to be exposed to exploitation and become a major target 

for money launderers to use such institutions for money laundering activities. Further, it is not 
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possible or practical for a financial institution to detect and report every single potentially 

criminal transaction that flows through the institution. In most cases, banks and other financial 

institutions fail to uncover money-laundering activities due to inappropriate measures or lack 

of proper transaction monitoring system or anti-money laundering programmes in place that 

can be used to deter money launderers from using the financial institution channel, Lanier et al, 

(2015). This means that in order to prevent money launderers using the banking channel to 

launder their illicit proceeds it is advised that the transaction monitoring system in the 

organisation should be regularly updated in order to keep up with the pace and dynamics of 

money laundering criminals. One of the respondents have suggested that “Financial 

institutions in East Africa should have clear and open anti-money laundering transaction 

monitoring tool”, (comment Fs.35). This will help to ensure that there is a collective effort 

throughout the region to ensure that money-laundering criminals cannot use the region as their 

money-laundering destination and this suggestion comes in handy because according to 

experts’ money laundering is on the rise in East Africa. Country wise in Tanzania 2 of 19 and 

1 of 3 disagrees and strongly disagrees that the organization have invested heavily on 

transaction monitoring as one of its anti-money laundering controls. Similarly, 4 of 19 and 0 of 

3 in Uganda disagreed and strongly disagreed and finally 13 of 19 and 2 of 3 in Kenya disagreed 

and strongly disagreed respectively, yet again Kenya being the worst. According to FATF 

Public Statement, (2012), Kenya is under review and face the possibility of being blacklisted, 

due to its failure to its failure in anti-money laundering compliance that has resulted in several 

money laundering incidences taking place, which has also seen the rise of Al shabaab attacks 

in the country suspected of being financed individuals in Kenya. It depends on the nature of 

banks, (local banks and international banks) as to whether the organization regularly update its 

transaction monitoring system, and the most obvious part is that, 22 of the respondents from 

the local banks disagreed while only none of the respondents from the international bank 
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disagreed. As discussed earlier it shows how far the international banks have reached in terms 

of the fight against money laundering compared to the local banks through investing on 

transaction monitoring. Local banks need to learn from these banks if they are to make any 

progress in the war against money laundering in the region. Further, it is very important for the 

banking institutions to invest heavily in transaction monitoring systems because if this happens 

it shows the organisation’s commitment in the war against money laundering which will deter 

money launderers from using the banking institutions to launder their illicit proceeds. Further, 

due to such investment the organisation will be encouraged to ensure that the transaction 

monitoring system is updated to ensure that the risk of money laundering in the organisation is 

neutralized. Thus, there is a very strong evidence of association between investing on 

transaction monitoring and regularly updating the transaction monitoring system. According 

to, McLaughlin and Pavelka, (2013), and Geister, (2008), institutions with ineffective or weak 

internal controls which includes effective transaction monitoring systems, are more likely to be 

exposed to exploitation and become a major target to money launderers who utilize the 

opportunity to conduct their money laundering activities. The main purpose of investing in 

transaction monitoring systems, especially in East Africa, is to tackle the growing threat of 

money laundering in the region, this call for immediate efforts and strategies to neutralize the 

situation, achieved, through investing in transaction monitoring systems. In addition, as 

portrayed by the figures, having such an investment encourages banks to perform regular 

updates, which is a positive sign because through those frequent updates it will enable the 

organisation to keep pace with money launderers. 
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B 3.1.0 The transaction monitoring system in the organisation cannot 
easily detect terrorist finances 
 
B.3.1.1 Findings  

 

 
 
 
B.3.1.2 Findings and Discussion 
 
The findings gathered, the interesting finding is that 42.2% of the frontline staff agreed. 

Terrorist organisations are able to conduct their deceptive activities on a global scale even in 

places that were once considered immune to such acts through their unnoticed financial support 

arrangements FATF, (2004). In these cases, money laundering criminals and terrorists have 

succeeded in exploiting loopholes or other flaws in legitimate financial system to launder 
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criminal proceeds and to support terrorist activities, (Johnson, 2008 and FATF, 2004). 

According to Brandon, (2011), clearly stated that, it is rather a difficult task of potentially 

detecting and prohibiting the flow of funds to terrorist groups, and this represents just one of 

the many challenges of combating terrorist financing especially among the financial institutions 

specifically the banking sector. Further, interviewee-(6), stressed; 

“It is very difficult to determine or to trace whether the transaction is related to terrorism, 

because such groups ensure that they conduct themselves discreetly. And ensure that their 

operation is not uncovered, that is to tell you, it is very difficult to actually point out if a 

particular transaction is for a terrorist group it will require some sophisticated technology 

which will help out in identifying the transactions”.  

Further interviewee-(4), “in all honesty it is very difficult to determine whether the money 

drawn from the bank is being used for the right reasons and it is very difficult to track because 

majority of the transactions are done through cash. So, if the money falls into these criminal 

groups it is really hard to trace because again majority of banks are focused on just the transfer 

and pay no attention to the recipient of the money”. 

This show how difficult is to detect terrorist financing. The issue of terrorism financing is 

increasingly becoming a major problem, not only in East Africa, but also to the rest of the 

world; preventing money flowing to these criminal organizations is very important because 

without the money these organizations cease to exist, (Irwin and Slay, 2010. Nacos, 2008, and 

Bosworth-Davies, 2007). Country wise in Tanzania 9 of 32 and 17 of 55 strongly agreed and 

agreed that the transaction monitoring system in the organization (bank) cannot easily detect 

terrorist finances. Similarly, 5 of 32 and 22 of 55 in Uganda strongly agreed and agreed, and 

finally 18 of 32 and 16 of 55 in Kenya strongly agreed and agreed respectively. A Wilcoxon 

signed-rank test showed that, there is a significant difference between Detecting terrorist 

financing and countries. based on the nature of banks (local banks and international banks), 
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determine whether the transaction monitoring system cannot easily detect terrorist finances, 

and the most obvious part is that, 75 of the respondents from the local banks agreed while 12 

of the respondents from the international bank also agreed.  Each country in the world is 

required to implement measures that freeze the funds or any other assets of terrorists or those 

who finance terrorist organisations in accordance to the UN declarations. Banks can play a 

significant role in ensuring that they are not exploited as a channel for laundering money for 

these dangerous criminal organizations. The governments in East Africa need to work with the 

financial institutions to develop some strategies and controls to prevent money flowing to these 

terrorist groups, because the moment money stops flowing to these criminal groups that will 

spell the end of their existence. 

B 4.1.0 Transaction monitoring system does not allow information to 
be shared across different banks 

 
B.4.1.1 Findings  
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B.4.1.2 Findings and Discussion 

According to (Dion, 2012; Otusanya et al, 2011; PricewaterhouseCoopers, 2008), Banks are 

increasingly facing a predicament with their clients whose increasing desires for confidentiality 

and safety are equivalent to their irresistible need for efficient means of moving money across 

the border. The findings gathered, the interesting findings are that 19.9% and 24.3% of the 

frontline staff strongly agreed and agreed respectively. The issue of information sharing across 

different banks is very important in the war against money laundering because one respondent 

also stressed that “Information sharing between different banks should be emphasised in order 

to easily fish out money laundering culprits”, (comment Fs.82). Further, according to Lilley, 

(2006), money laundering can only be fought effectively through, continuous and effective 

cooperation between countries and their organizations, with an emphasis on such issues as 

common laws, sharing of information and cooperation between police forces and other affected 

countries. Some respondents have stressed that information sharing of information is very 

difficult due to various reasons, one of them being “competition”. Country wise in Tanzania 14 



 
 

222 

of 41 and 21 of 50 strongly agreed and agreed that the transaction monitoring system in the 

organization (bank) does not allow information shared across different banks. Similarly, 10 of 

41 and 23 of 50 in Uganda strongly agreed and agree, and finally 17 of 41 and 6 of 50 in Kenya 

strongly agreed and agreed respectively. Tanzania being the worst because, agreeing with the 

Bureau for International Narcotics and Law Enforcement Affairs, (2017), Tanzania is yet to 

establish a database of mutual legal assistance (information sharing data base). This would put 

in place procedures to ensure that information accessed easily by banks in order to prevent 

money launders from using the banks to launder their illicit proceeds. Nevertheless, the nature 

of banks (local banks and international Banks), determines whether the transaction monitoring 

system does not allow information to be shared, across different banks which cannot easily 

detect terrorist finances, and the most obvious part is that, 75 of the respondents from the local 

banks agreed while 16 of the respondents from the international bank also agreed. As discussed 

previously, banks feel insecure to share information especially in Tanzania and no wonder it is 

the worst among the three countries when it comes to information sharing. Because according 

to interviewee-(9); 

“There is certain type information that am restricted to share, however according to money 

laundering laws the issue of sharing information is deemed essential especially with other 

banks and regulators”. Hence bank secrecy can limit sharing of information because most 

banks are prepared to share information with regulators and law enforcement rather than bank 

to bank especially in Tanzania where competition for customers is high”.  

Similarly, interviewee-(6) also pointed “we are only going to disclose to the authorities but not 

bank as a bank because due to competition it is unwise to just disclose information in order to 

protect our customer”. 
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In addition, Money Laundering and Financial Crimes, Country Database, (2015), reported that 

currency transaction reporting, introduced in Tanzanian law in 2012, though authorities have 

made limited progress on implementation. There are issues surrounding the determination of a 

threshold amount for reporting; therefore, no reporting is taking place. Similarly, the situation 

regarding cross-border currency declaration requirements being implemented; According to 

Proviti, (2014), countries are required to modify secrecy laws to enable an effective 

implementation of FATF anti-money laundering recommendations, for example, to facilitate 

information sharing between appropriate authorities and further outline several measures or 

controls for financial institutions to relieve risks and prevent money laundering and terrorist 

financing. Information sharing can act as a vital weapon to ensure that money launderers, 

especially terrorists, cannot use banks as a channel to launder illicit proceeds. Because each 

bank will be responsible for watching out for the other through information sharing by ensuring 

that banks are aware of where the money is originating from and where it is heading, to prevent 

money flowing to the wrong hands. That is why there is a very strong evidence of association 

between the transaction monitoring system not allowing sharing of information across different 

banks and transaction-monitoring system not being able to detect terrorist finances.   

C. Know your customer (KYC) 
 
Banks are increasingly facing a predicament with their clients whose increasing desires for 

confidentiality and safety are equivalent to their irresistible need for efficient means of moving 

money across the border, (Dion, 2012; Otusanya et al, 2011; PricewaterhouseCoopers, 2008). 

This poses a great deal of challenges because most customers’ needs are rather self-

contradictory, protection and privacy often demand extra controls while the well-organized 

global access demands less. Banks are motivated to assist their wealthy customers with 

managing their wealth irrespective of the origin of the funds, because the nature of the banking 
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business which makes large customers more attractive due to their contribution towards the 

survival and future prosperity, (Heggstad and Fjeldsstad, 2010; Palmer, 2009). Global Witness 

has documented that high-ranking politicians aided by banks transfer large amounts of public 

funds into secret or hidden offshore private accounts, (Global Witness, 2009). Conversely, 

FATF, the Basel Committee on Banking Supervision and the Offshore Group of Banking 

Supervisors argue that banks put themselves in a high-risk situation if KYC routines are not 

carefully enforced. Serious banks therefore advised not to engage in business transactions when 

the legitimate origin of the funds is unclear, (Heggstad and Fjeldsstad, 2010). 

The following tables show the summary of response concerning Know your customer (KYC) 

Know your Customer Mean Standard Deviation  

C 1.1.0 2.08 1.19 

C 2.1.0 2.15 1.14 

 
 

Know your 
Customer 
(General 
Analysis) 

Strongly 
Agree 

     Agree      Neutral    Disagree Strongly 
Disagree 

No 
Response 

 F % F % F % F % F % F % 

C 1.1.0 82 39.8 66 32 32 15.5 14 6.8 10 4.9 2 1.0 

C 2.1.0 69 33.5 77 37.4 29 14.1 24 11.7 5 2.4 2 1.0 

 
 

Know your Customer 
(Country analysis) 

Strongly 
Agree 

Agree Neutral Disagree Strongly 
Disagree 

No 
Response 

Total 

C 1.1.0 Tanzania  
              Uganda 
              Kenya 

27 
32 
23 

27 
30 
9 

11 
6 
15 

4 
3 
7 

3 
2 
5 

0 
1 
1 

72 
74 
60 
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Total 82 66 32 14 10 2 206 

C 2.1.0 Tanzania 
              Uganda  
              Kenya  

27 
23 
19 

26 
31 
20 

12 
11 
6 

7 
7 
10 

0 
1 
4 

0 
1 
1 

72 
74 
60 

Total 69 77 29 24 5 2 206 
 
 
 

Awareness 
(Based on 
Banks) 

Strongly 
Agree 

Agree  Neutral  Disagree  Strongly 
Disagree 

No 
Response 

 Loca
l 

Intn’l Local  Intn’
l 

Loca
l  

Intn’
l 

Loca
l 

Intn’
l 

Loca
l 

Intn’
l 

Loca
l 

Intn’
l 

C 1.1.0 71 11 55 11 29 3 14 0 10 0 0 2 

C 2.1.0 59 10 66 11 25 4 24 0 5 0 0 2 

 
 
Hypothesis relating to KYC  
 
 Hypothesis  Variable-1 Variable-2 Test  Test-

Statistics 

Test Result 

C1 An employee’s 

awareness of know 

your customer 

policies is 

associated with 

regular training on 

know your 

customer. 

KYC 

Training 

KYC 

Awareness 

Association: 

Chi-Square  

Chi-square 

=285.529, 

df=25, 

P<0.001 

Proven 
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C2 There is a difference 

in KYC trainings 

conducted between 

local and 

international banks.        

KYC 

Training 

Local/ 

International 

Difference: 

Wilcoxon 

Signed 

Ranks Test 

Z= -9.494 

P<0.001 

Proven 

 

C1.1.0 The employees are aware of the organisation`s KYC policies 
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C.1.1.2 Findings and discussion  
 
The findings gathered, the interesting finding is that 15.5% and 6.8% of the frontline staff 

disagreed and strongly disagreed respectively that the employees in the organization (bank) are 

aware of the organization`s KYC policies. The nature of banks (local banks and international 

banks), determines whether the organization’s employees are aware of KYC policies and the 

most obvious part is that 24 of the respondents disagreed while none of the respondent from 

the international bank disagreed. Again, this portrays how international banks have made 

significant steps towards the battle against money laundering compared to the local banks. As 

advised earlier local banks need to work hand in hand with these international banks if they are 

to be successful in this war. McLaughlin and Pavelka, (2013); Geister (2008), have noted that 

the application of customer due diligence measures is considered as one of the most effective 

ways for safeguarding against money laundering activities and other financial delinquencies. 

Moreover, The Basel Committee issued its Core Principles for Effective Banking Supervision 

in (1997) where banking supervisors must determine that banks have adequate practices, 

policies and procedures in place, including strict “know your customer” rules, that promote 

high ethical and professional standards in the financial sector and prevent the bank from being 

used; intentionally or unintentionally, by criminal elements, (Schott, 2006). There is a need to 

ensure those financial institutions and all other designated non-financial institutions and 

professions should carry out proper customer due diligence before creating any business 

relationship with the customer and this includes; understanding the source of wealth and the 

sources of funds and finding out the information if the customer might be a politically exposed. 

Interviewee-(3) suggested that; 

“There is an issue of KYC whatever the amount of money the client wants to deposit they must 

have supporting documents to prove their origin even if the money involved is huge we would 

accept it. Apart from that we have countries that we cannot do any business transactions with 
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i.e., Iraq, Iran and other countries that are deemed not safe by the international community to 

transact with”. 

Similarly interviewee-(9), also pointed out that “in order to know whether the transactions are 

genuine or not it is not an easy task, coupled by corruption makes the situation even harder 

and due to different targets a banker might decide to accept a customer without conducting 

proper checks and another challenge is that majority of international banks are more familiar 

with these international anti-money laundering laws unlike the local banks who still struggle 

to get the grips of what these laws are and how to implement them” 

This shows how crucial KYC is to the organisation and it is a concern that some of the frontline 

staff are unaware of organisation`s know your customer policies, so still more needs to be done 

in order to ensure that everybody on the organisation is aware of KYC policies and this can be 

achieved through frequent training. Country wise in Tanzania 3 of 10 and 0 of 2 disagrees, and 

strongly disagrees that the employees in the organization (bank) are aware of the organization`s 

KYC policies. Similarly, 2 of 10 and 1 of 2 in Uganda disagreed and strongly disagreed and 

finally 5 of 10 and 1 of 2 in Kenya disagreed and strongly disagreed respectively, with Kenya 

being the worst. Therefore, in order to detect money laundering in the integration process, 

financial institutions must operate using “Know Your Customer” policy. Criminals look for a 

gap in the KYC procedure in order to accomplish the integration process. From the regulatory 

viewpoint, the success of the KYC procedure is a significant challenge in the process of 

combating money-laundering Shawgat, (2011). Further, Mitsilegas (2003), places more 

emphasize on the need for banks and other building societies to set comprehensive KYC 

systems that can help to prevent the occurrence of money laundering which underlines all other 

activities. In order to have an effective KYC programs, they must take into account new money 

laundering and financial crimes threats imposed due to advancement in technologies. Achieved 

through frequent trainings of staff members that will help them with valuable knowledge and 
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stay alert on various money threats that are likely to affect the organisation and advise on the 

appropriate measures taken in order to improve on the existing KYC policies. 

Based on findings, there seem to be evidence of association between regular “KYC” trainings 

conducted by banks and the employee’s awareness of KYC policies. Below is the diagram that 

shows the summary of the association and discussion of the findings and tests of the response 

gathered. Williams, (2009), has stress that, “know your customer” (KYC) and “customer due 

diligence” (CDD) checks must continue even after the bank has accepted the client by 

conducting checks of transactions to, inter alia, ensure the legitimate provenance of funds being 

held or moved through the bank 

 

Figure 7 Association between employees’ awareness to KYC policies and regular KYC 
trainings 
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C2.1.0 The organisation conducts regular training on KYC policies 
C.2.1.1 Findings 

 

 
 
C.2.1.2 Findings and Discussion 
 
The findings gathered, the interesting finding is that 14.1% of the frontline staff disagreed that 

the organization (bank) conducts regular training on KYC policies. KYC paradigm is one of 

the anti-money laundering recommendations that are used by banks, but which has proved to 

be ineffective as customer information that is being held by the banks is unreliable and the gaps 

in it restrict regulators in making accurate strategic decisions, (Mugarura, 2013). According to 

“know-your-customer” (KYC) rule, there is a need for financial and banking systems to 

be transparent: every transaction within the system needs to be traced to an identifiable 

individual, Ardizzi et al, (2014). According to Basel Committee, which issued its Core 
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Principles for Effective Banking Supervision in (1997); where banking supervisors must 

determine that banks have adequate practices, policies, and procedures in place. This includes 

strict “know your customer” rules, that promote high ethical and professional standards in the 

financial sector and prevent the bank from being used; intentionally or unintentionally, by 

criminal elements, (Schott, 2006). Interviewee-(3) also suggested,  

“As an organisation, we conduct lots of training to our staff members after every three months 

there must be training especially on various risks the organisations face, including money 

laundering. The main aim of these trainings is to update all staff members about different treats 

that are likely to affect the organisation and suggest appropriate measures taken in case one 

is faced by one of the treats. Apart from having regular trainings to all our staff members we 

also ensure that we know our clients background before we engage in any business 

relationship”.  

This shows how important KYC is in the war against money laundering; still it is a concern 

that some of the staff members are not receiving such trainings, which are essential. Country 

wise in Tanzania 7 of 24 and 0 of 5 disagreed and strongly disagreed that the organization 

(bank) conducts regular training on KYC policies. Similarly, 7 of 24 and 1 of 5 in Uganda 

disagreed and strongly disagreed and finally 10 of 24 and 4 of 5 in Kenya disagreed and strongly 

disagreed respectively, Kenya being the worst again. There can be so many factors to why 

Kenya has come out to be the worst because according to FATF review Kenya is on the verge 

of being blacklisted due to their failure to comply with the recommendations, due to the on-

going threat of terrorism in the region that has, mostly affected Kenya. This situation further 

adds to the reasons to why FATF wants to take such action. One of the respondents also 

suggested, “The financial institutions should also put more effort to ensure that their staff are 

made aware of AML policies and how to put them into practice”, (comment Fs.84). In today`s 

world due to the advancement of technology in the banking system, other less evident means 



 
 

232 

such as loaded credit cards are increasingly used by money launderers to avoid detection. The 

main way to deal with such developments it is advised that customer due diligence should be 

well enforced, and financial institutions should be compelled to report any large and suspicious 

monetary transactions and to flag the beneficial, (McLaughlin and Pavelka, 2013, McLaughlin 

et al, 2010). Based on the nature of banks 29 of the frontline staff working across the local 

banks in the region disagreed on receiving regular KYC trainings while there was none from 

the international bank, A Wilcoxon signed-rank test showed that, there is significant difference 

in KYC trainings conducted between local and international banks. Frequent KYC trainings 

are very important, as suggested by the respondents, in order to ensure that all staff members, 

especially in the local banks, to ensure employees are aware of such policies and ways to put 

them into practice. That is why there is strong evidence of association between employees’ 

awareness with KYC and regular KYC trainings. According to FATF, the Basel Committee on 

Banking Supervision and the Offshore Group of Banking Supervisors argue that banks put 

themselves in a high-risk situation if KYC routines are not properly enforced. Serious banks 

are therefore advised not engage in business transactions when the legitimate origin of the funds 

is unclear, (Heggstad and Fjeldsstad, 2010). Based on the additional evidence in relation to 

KYC, 65% of the frontline staff agreed that it is sometimes very difficult especially in East 

Africa to demand evidence from PEP about their source of Wealth / funds due to their status 

and popularity. This is very dangerous especially in a region were money laundering is on the 

rise and where corruption is high, Various investigations conducted indicate that there is a huge 

challenge facing banks, in especially avoiding corrupted funds that originated from politically 

exposed persons (PEPs). Banks are utilized as a main channel to facilitate the flow of illicit 

funds acquired by politically powerful persons out of the country of residence and into hidden, 

private accounts, (Heggstad and Fjeldsstad, 2010, Palmer, 2009). Further PEPs through their 

position have access to significant public funds and financial arrangements such as budgets, 
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bank accounts, publicly controlled companies and contracts. In the latter case, their gatekeeper 

status allows them to be able to award contracts to suppliers in return for personal financial 

reward, FATF Report, (2010). In support, one of the respondents expressed his concern that 

“these people have the powers to do anything especially in East Africa and because they have 

links to higher authorities, they are sometimes very difficult to deal with and handle”. Similarly, 

21 of 53 and 33 of 81 in Uganda strongly agreed and agreed, and finally 11 of 53 and 19 of 81 

in Kenya strongly agreed and agreed respectively, with Uganda being the worst.  The main 

reason to why this problem is increasingly becoming a threat in Africa is because, most of the 

financial institutions, especially the banks, simply feel intimidated or feel loyal to their 

country`s political leaders. The majority of them are from the same ethnic group which may 

benefit from the “trickle down’ symbolized by the title of Wrong (2009)’s book it’s Our Turn 

to Eat” cited by Levi, (2013). Further, the Global Witness report, (2009) shows that available 

evidence leads to one clear conclusion: that the banks have in one way or another conducted 

business with high profile customers famously known as “PEPs” who might be involved in 

some way with the capture of the state’s resource revenues. This casts immediate doubt over 

the bank’s ethical decision-making. It is very difficult to look for evidence from PEPs especially 

in East Africa, one of the main reasons being that these people are highly feared and have so 

much influence.  

D. National and institutional Culture  
 
In recent years the banking community as a whole, in not only East Africa, but also the rest of 

the world have an urgent necessity to repair and restore the destruction done by failures in its 

values and conducts, Furguson et al, (2015). Agreeing, Ogbodo and Mieseigha, (2013), the high 

level of corruption that exists among organisations and societies in East Africa has resulted to 

the emergence of several economic crimes such as money laundering that have adversely 
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affected the level of economic development in East Africa. Not only has it negatively affected 

the economies of East African countries, but also it has seriously dented the image of the 

continent at the international Level. In East Africa, there is a complicit culture of corruption 

caused by greed and ostentatious life styles that cannot be sustained by people’s daily incomes, 

(Ogbodo and Mieseigha, 2013). This calls for some urgent measures to confront and challenge 

its shortcomings especially on issues relating to financial crimes and their role in facilitating 

such crimes, through a determination to eradicate and defeat these challenges and display some 

tangible developments in terms of outcomes and reputation. This can be done by the moulding 

of the institutional culture and conducts which can be a useful tool to influence people 

throughout the bank and to guarantee their actions are coherent with the guidelines and 

requirements of the bank’s values, Furguson et al, (2015). Due to the high level of corruption 

that exists among organisations and societies in East Africa, this has resulted in the emergence 

of several economic crimes such as money laundering. This is an economic crime that has 

adversely affected the level of economic development in East Africa. Not only has it negatively 

affected the economies of East African countries, but also it has seriously dented the image of 

the continent at the international level. In East Africa, there is a complicit culture of corruption 

caused by greed and ostentatious life styles that cannot be sustained by people’s daily incomes. 

The greatest concern that Kenya and other East African countries are facing is the widespread 

corruption in the region, i.e. transparency international corruption perceptions index, (2011), 

have ranked Kenya as 154th country out of 182 countries with high level of corruption in the 

world. This has translated into a form of moral hazard that is corroding the core of several 

societies in East Africa. Corruption as culture varies from society to another and is thus 

culturally relative. The action viewed, as one of the factors that constitute corruption in one 

society is viewed differently by another society and in any case, corruption perceived as an 

opportunity to never be missed. Whatever the opinion of corruption is, corruption is linked to 
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money laundering (ML) and other forms of financial abuse, (Alexander, 2009). Corruption aids 

money laundering by bribing the financial institutions and private people who regulate anti-

money laundering (Kemal 2014; Chaikin, 2008). 

The following tables show the summary of response concerning National and Institutional 

Culture 

Culture and operation  Mean  Standard Deviation 

D 1.1.0 2.04 1.298 

D 2.1.0 1.81 1.164 

D 3.1.0 2.02 1.155 

D 4.1.0 2.27 1.388 

 
 
 

Culture and 
operation 
(general 
analysis) 

Strongly 
Agree 

     Agree      Neutral    Disagree Strongly 
Disagree 

No 
Response 

 F % F % F % F % F % F % 
D 1.1.0  49 47.6 27 26.2 10 9.7 8 7.8 9 8.7 0 0.0 

D 2.1.0 59 57.3 22 21.4 10 9.7 7 6.8 5 4.9 0 0.0 

D 3.1.0 40 38.8 40 38.8 11 10.7 6 5.8 5 4.9 1 1.0 

D 4.1.0 38 36.9 32 31.1 14 13.6 8 7.8 8 7.8 3 2.9 
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Culture and operation 
(country analysis) 

Strongly 
Agree 

Agree Neutral Disagree Strongly 
Disagree 

No 
Response 

Total 

D 1.1.0 Tanzania 
              Uganda 
              Kenya 

21 
13 
15 

12 
4 
11 

2 
7 
1 

2 
3 
3 

1 
7 
1 

0 
0 
0 

38 
34 
31 

 49 27 10 8 9 0 103 
D 2.1.0 Tanzania  
              Uganda  
              Kenya 

30 
8 
21 

5 
9 
8 

2 
6 
2 

1 
6 
0 

0 
5 
0 

0 
0 
0 

38 
34 
31 

Total 59 22 10 7 5 0 103 
D 3.1.0 Tanzania  
              Uganda 
              Kenya 

18 
8 
14 

13 
14 
13 

4 
6 
1 

3 
1 
2 

0 
5 
0 

0 
0 
1 

38 
34 
31 

Total 40 40 11 6 5 1 103 
D 4.1.0 Tanzania  
              Uganda 
              Kenya 

20 
8 
10 

15 
7 
10 

2 
6 
6 

1 
4 
3 

0 
8 
0 

0 
1 
2 

38 
34 
31 

Total 38 32 14 8 8 3 103 

        

Culture and 
operations 
(Based on 
banks) 

Strongly 
Agree 

Agree  Neutral  Disagree  Strongly 
Disagree 

No 
Response 

 Local Intn’
l 

Local  Intn’
l 

Local  Intn
’l 

Loca
l 

Int
n’l 

Local Intn
’l 

Loc
al 

Intn’
l 

D 1.1.0 45 4 24 3 10 0 8 0 8 1 0 0 
D 2.1.0 54 5 22 0 8 2 6 1 5 0 0 0 
D 3.1.0 36 4 38 2 10 1 6 0 4 1 1 0 

D 4.1.0 34 4 30 2 13 1 7 1 8 0 3 0 

 

Hypothesis relating to National and Institutional culture  

 Hypothesis  Variable-1 Variable-2 Test Test-

Statistics 

Test Result 

D1 Encouraging a business 

relationship with a PEP 

is associated with banks 

being the most preferred 

Banks most 

preferred 

vehicle 

Business 

relationship 

with PEPs 

Association: 

Chi-Square  

Chi-square 

=55.444,  

df = 16, 

P<0.001 

Proven 
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vehicle by money 

launderers. 

D2 Establishing the source 

of wealth of a PEPs is 

associated with 

corruption. 

Corruption 

 

Establishing 

the source of 

wealth of 

PEPs 

Association: 

Chi-Square 

Chi-square  

= 77.216, 

df = 25, 

P<0.001 

Proven 

D3 There is a difference in 

Establishing the source 

of wealth of PEPs 

between local and 

international banks.        

 

Establishing 

the source of 

wealth of 

PEPs 

Local/ 

International 

Difference: 

Wilcoxon 

Signed 

Ranks Test 

Z= -6.795 

P<0.001 

Proven 

 

D 1.1.0 Banking is the most preferred vehicle by money launderers 
D 1.1.1 Findings  
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D 1.1.2 Findings and Discussion 
 

The current global economy and integrated financial markets mean that the process of 

transferring of funds across the borders has never been easier and faster than in recent years, 

Hitesh and Bharat, (2012). Numerous banks both local and across the borders have strict bank 

secrecy laws which encourages anonymous money transfer. Money laundering flourishes on 

secrecy, (Otusanya et al., 2011; Nellen and Lankhorst, 2008; Sikka, 2008). The findings 

gathered indicate that that 73.8% of the management working in banks across East Africa 

agreed that the banking organization is the most preferred vehicle by money launderers. This 

interesting finding draws a conclusion to the reason why money laundering is on the rise in the 

region. According to Shawgat, (2011), the reason why banks are increasingly becoming a main 

target for money launderers to execute their money laundering operations is that they offer a 

range of financial services and instruments exploited to conceal the original source of money. 

Further, the banking institutions also provide an easy means of transferring of assets or money 

into other banking institutions whether within the country or outside the country. It is important 

to bear in mind that banks provide an easy get away for money launderers. The reason being 
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they can transfer any amount of money to anywhere in the world with minutes and it also allow 

them to clean the money without any difficulties. Therefore, it is important for bank managers 

to ensure that they always question the source of money and reasons for any transfer without 

assuming even if that particular customer is well known. This can be achieved through regular 

training to the frontline staff members and also for the managers to have final say on whether 

to approve a transaction or not. Country wise in Tanzania 21 of 49 and 12 of 27 strongly agreed 

and agreed that the organization does not regularly update its anti-money laundering policies. 

Similarly, 13 of 49 and 4 of 27 in Uganda strongly agreed and agreed, and finally 15 of 49 and 

11 of 27 in Kenya strongly agreed and agreed respectively. With the current global economy 

and integrated financial markets, the process of transferring funds across the borders have never 

been easier and faster than in recent years, Hitesh and Bharat, (2012). Coupled by greediness 

of bank employees and petty fines imposed to banks engaging in money laundering, this adds 

more fuel to money launderers to use the banking institutions to conceal their illicit gains. That 

is why it is very important for banks to ensure that they have strict rules in place to prevent 

criminals from using the organization and ensure that frequent trainings are conducted and 

communicate any money laundering updates, in order to keep up with money laundering 

criminals. Based on the findings, there seems to be an evidence of association between banks 

as the most preferred vehicle by money launderers’ and having a good business relationship, 

especially with high value customers. The diagram below shows the summary of the association 

and discussion of the findings and tests of the response gather 



 
 

240 

Figure 8 Association between banks preferred vehicle for money laundering and business 
relationship with high-risk customers 

 

D2.1.0 Having a good business relationship, especially with high Risk 
customers, is beneficial to the growth and prosperity of the 
organisation 

 
D.2.1.1 Findings  

 
 
 

Banks the 
most 

preffered 
vehicle

Business 
relationship 

with high risk 
customers 

Increase in 
money 

laundering 
activities in 
the region
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D.2.1.2 Discussion 
 
Based on CCD banks are required to conduct ongoing due diligence on the business relationship 

and enquiry of transactions undertaken during the course of that relationship, by guaranteeing 

that the transactions being undertaken are coherent with the institution’s knowledge of the 

customer and the nature of their business, Nguyen, (2018). Based on findings, 78.7% of the 

management working in banks across East Africa agreed that having a good business 

relationship, especially with high value customers, is beneficial to the growth and prosperity of 

the organisation. Several investigations conducted indicate that there is a huge challenge facing 

banks, especially avoiding corrupt funds that originate from politically exposed persons (PEPs). 

The Financial Conduct Authority, (2014), revealed serious weaknesses in the level of enhanced 

due diligence carried out on high-risk customers and PEPs among banks. There is an urgent 

need to ensure that financial institutions and all other designated non-financial institutions and 

professions carry out proper customer due diligence before engaging in any business 

relationship with the customer. This includes understanding the source of wealth and the 

sources of funds and finding out the information if the customer might be a politically exposed 
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in order to the best way to handle such a person. Further, Otusanya and Lauwo, (2012), have 

also provided some evidence on the involvement of politically exposed persons in exploiting 

the weak financial infrastructures that exist in developing countries, to launder their money to 

offshore centres using the professional and financial institutions. In order to stop this from 

happening, banks need to conduct thorough checks before engaging on any business 

relationship especially with PEP. Though, no one can blame them for taking this stance because 

the majority of these banks are profit oriented and these high value customers, despite the risk 

associated with them, play a great role towards the banks goal, which is to make profit. It is up 

to the bank to ensure that they run thorough checks before engaging with such people. One of 

the respondent suggested that “Banks should adopt alternative ways that can help to identify 

the source of funds of their customers especially customers with large deposits that banks are 

afraid of losing them due to competition”, (comment Fs.47). Further, according to (Heggstad 

and Fjeldsstad, Palmer, 2009), banks are motivated to assist their wealthy customers with 

managing their wealth irrespective of the origin of the funds, because the nature of the banking 

business which makes the large customers more attractive due to their contribution towards the 

survival and future prosperity. Country wise, in Tanzania 30 of 59 and 5 of 22 strongly agreed 

and agreed that having a good business relationship especially, with high value customers is 

beneficial to the growth and prosperity of the organisation. Similarly, 8 of 59 and 9 of 22 in 

Uganda strongly agreed and agree, and finally 21 of 59 and 8 of 22 in Kenya strongly agreed 

and agreed respectively with Tanzania leading the way in approval of having a good business 

relationship with high value customers. Banks are being exploited as a main channel in 

facilitating the flow of illicit funds acquired by politically powerful persons out of the country 

of residence and into hidden, private accounts, (Heggstad and Fjeldsstad, 2010, Palmer, 2009). 

Further, according to Clark, (2015), the on-going business relationship between the bank and 

other financial institution with the PEPs is subject to stricter monitoring than is the case with 
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other customers. The reasons behind for these additional requirements is that, PEPs are 

regarded as presenting a higher risk for potential involvement in bribery and corruption by the 

high calibre of their position and the influence they may hold. This means that banks should 

ensure that politically exposed persons are carefully handled and monitored to ensure that they 

are not using banking institutions to launder their illicit proceeds. Moreover, most of the senior 

management seem eager to take on extremely high-risk customers because they deemed to be 

profitable and contribute to the survival of the bank, especially in today’s world where there is 

a great deal of competition among financial services, FSA, (2011). That is why; there is 

evidence of association between banks as being the most preferred vehicle by money 

launderers’ and having a good business relationship, especially with high value customers. In 

the case of East Africa, the majority of these customers are PEPs. 

Further evidence suggests that due to the nature of most banks it is very difficult to turn down 

high value customers despite the risks associated with them. The findings gathered indicate that 

that 66% of the management working in banks across East Africa, agreed that due to the nature 

of most banks it is very difficult to turn down high value customers despite the risk associated 

with them. This is very risky especially in a region where money laundering is on the rise. 

Several other investigations conducted have indicated that there is a huge challenge facing 

banks especially avoiding corrupt funds. This is why one of the respondents suggested, “The 

government needs to work hand with the banks in order to assess the source of wealth of 

political figure because in most cases their money is not clean”, (comment Fs.44). The 

Financial Conduct Authority, (2014), revealed serious weaknesses in the level of enhanced due 

diligence carried out on high-risk customers and PEPs among banks. In addition, Future of 

Finance Council (FIS), (2013), suggest that at a time of low business margins, banks need to 

find ways of providing great customer service and generating revenues. Banks are argued to do 

this while remaining within the law and keeping a watchful eye on suspicious transactions in 
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order to avoid money laundering, (Future of Finance Council, 2013; Verhage, 2009). Also, it 

is high time the government started working closely with banks to ensure that they are 

encouraged to flag or report suspicious transactions by political figures without threats or 

intimidation. 

D.3.1.0 Corruption culture that exists in the society is seen as a major 
challenge to the compliance of anti-money laundering regulations in 
the organisation 

 
D.3.1.1 Findings 
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D.3.1.2 Discussion 
  
The findings gathered indicate that 77.6% of the management working in banks across East 

Africa agreed that Corruption culture that exists in the society is seen as a major challenge to 

the compliance of anti-money laundering regulations. According to Carr and Golby, (2009), 

several financial crimes, especially the case of the proceeds of corruption, normally take place 

through the money transfers channelled through the world’s financial systems. That is why 

financial institutions are considered vulnerable as far as money laundering and corruption is 

concerned. That’s the main reason why interviewee-(4), expressed a concern that; 

“Corruption is more of a system-based issue and taking into account most African countries 

especially in banks when someone walks in with Tsh100 million and at the same time you are 

not close in meeting the target in terms of deposits. I don’t think someone might be brave 

enough to ask questions about where they got all the money from because at that particular 

moment you need their money more in order to meet your target so starting to ask questions 

about where the money is from doesn’t seem to be appropriate”.  

Further interviewee-(5), also pointed “corruption needs to be strictly addressed if we want to 

see any improvements from the current situation and strict laws need to be enacted in order to 
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limit politically exposed persons from engaging in money laundering activities” 

In East Africa, the situation of money laundering enhanced by the existence of corruption that 

makes the task of detecting and fighting against money laundering a difficult task for regulators. 

In recent years the banking community as a whole, not only in East Africa, have seen an urgent 

necessity to repair and restore the destruction done by failures in its values and conducts. This 

should be done, through the moulding of institutional, culture and conducts that can be used to 

influence people throughout the bank, to guarantee their actions are coherent with the 

guidelines, requirements and bank’s values, Furguson et al, (2015). Country wise, in Tanzania 

18 of 40 and 13 of 40 strongly agreed and agreed that corruption culture that exists in the society 

seen as a major challenge to the compliance of anti-money laundering regulations.  Similarly, 

8 of 40 and 14 of 40 in Uganda strongly agreed and agree, and finally 14 of 40 and 13 of 40 in 

Kenya strongly agreed and agreed respectively, with Tanzania being more concerned about 

corruption culture that exists in the society being seen as a major challenge to the compliance 

of anti-money laundering regulations. One of the respondents also suggested, “The government 

should fight to reduce the level of corruption in order to promote an effective implementation 

of anti-money laundering”, (comment Fs.33). According to Murray, (2018) and Furguson et al, 

(2015), Banks and banking today stand in dishonour and shame. This is due to poor cultural 

bases and substantial cultural failures being a major root cause of the recent financial crisis and 

remain to be the main contributing factors in the financial scandals subsequently. Staff with 

questionable behaviours has worsened the situation and values that move from bank one bank 

to another with freedom, (Murray, 2018; Furguson et al, 2015). The existence and persisting 

harmful cultural norms, or subcultures within large banks, incorporating in some cases criminal 

behaviour, has inflicted damage to the public, and has caused reputational damage and loss of 

public trust, and has contributed to the hefty fines that has caused financial setback to these 

banks, lawsuits, and severe regulatory actions, (Murray, 2018; Furguson et al, 2015; Verhage, 
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2009). Further, it has also proved to be economically costly to the society and have been a 

major distraction for both the board and senior management. To have an effective AML and 

approval control framework depends solely on senior management setting a clear risk 

management desire and implanting a culture where financial crime and a failure to have full 

control over it, is unacceptable. Further, effective anti-money laundering policies / regulations 

should also align with the business model, based on a good understanding of the money 

laundering, and sanctions risks to which their bank is exposed. If no concrete steps are taken in 

order to tackle corruption in the region, then money laundering will continue to torment the 

region because as it stands some of the member countries are on the brink of being blacklisted. 

In this connection, banks need to take the initiative to tackle politically exposed persons because 

they have been the root of corruption in the region, as seen in various scandals of famous 

political figures in the region. That is why based on the findings, there seems to be an evidence 

of association between corruption culture that exists in the society and Politically Exposed 

Persons proving too difficult to question about their source of funds due to their popularity. The 

diagram below shows the summary of the association and discussion of the findings and tests 

of the response gathered. 

Figure 9 Association between corruption in the society and peps source of wealth 

 

Corruption in 
the society

PEPs Source 
of Wealth

difficulty in 
detecting 

money 
laundering in 

the region
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D.4.1.0 Politically Exposed Persons (PEP) have proved too difficult to 
be questioned about their source of funds due to their popularity 
especially in East Africa 

D.4.1.1 Findings  

 

 
 
D.4.1.2 Findings and Discussion  
 
The interesting part is that 68% of the management working in banks across East Africa, agreed 

that Politically Exposed Persons have proved too difficult to be questioned about their source 

of funds due to their popularity especially in East Africa. Politically exposed Persons have been 

utterly abusive of the national resources, and several outrageous scandals have unfolded 
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involving PEPs, this involves looting of state assets, giving and accepting of bribes and 

corruption. They use their powers to access domestic and international financial systems to 

launder their proceeds, Theodore et al, (2009). Further, huge sums of money are often reported 

to have been laundered by public officials especially in Africa, nevertheless, only a fraction of 

the money laundered is normally detected and an even smaller amount recovered, Levi, (2013). 

Interviewee-(1), has expressed a concern that;  

“Politically exposed persons are regarded as high-risk customers by the organisation and they 

can tarnish the image of the organisation if they are not handled with care”.  

Similarly, interviewee-(8) also stressed, “PEPS are the policy makers of the country and they 

can easily influence the decision making even in the banks because of the powers they possess. 

Recently, money launderers have targeted PEPS because most of the times money launderers 

have been financing their campaign trails and if they win they also expect some favours from 

them, and majority of times is through proposing policies that can be of benefits to them” 

The reasons as to why PEPs are considered to be of a high risk especially in East Africa is 

because of their political powers and having an easy access to those who have the powers and 

influence over the banking institutions. If the PEPs choses to abuse their powers they can accept 

bribes, embezzle money, or even receive kickbacks and may use their powers to disguise their 

proceeds, (Walker and Unger 2009, Hitesh and Bharat, 2012). Country wise in Tanzania 20 of 

38 and 15 of 32 strongly agreed and agreed that Politically Exposed Persons (PEP) have proved 

too difficult to be questioned about their source of funds due to their popularity especially in 

East Africa. Similarly, 8 of 38 and 7 of 32 in Uganda strongly agreed and agree, and finally 10 

of 38 and 10 of 32 in Kenya strongly agreed and agreed respectively, with Tanzania being more 

concerned about Politically Exposed Persons (PEP) proving too difficult to be questioned about 

their source of funds due to their popularity especially in East Africa. based on the nature of 

banks 64 of the management personnel working across local banks in the region agreed that 
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PEPs have proved too difficult to be questioned about their source of funds due to their 

popularity especially in East Africa, only 6 from the international banks also greed. A Wilcoxon 

signed-rank test showed that, there is a significant difference in Establishing the source of 

wealth of PEPs between local and international banks, (Z= -6.795, P<0.001). An investigation 

conducted by FSA, (2011); has indicated that in at least a third of banks investigated, the 

management of customer due diligence records was deemed insufficient and some of the banks 

were unable to give a summary of their high-risk or PEP relationships easily. This show how 

seriously impeded these banks are in terms of their ability to assess money-laundering risks on 

a continuous basis. The investigation also revealed that nearly half the banks failed to review 

high-risk customers or PEP relationships regularly.  

This indicates that the issue of PEPs proving too difficult to be questioned raises more questions 

because, Otusanya and Lauwo, (2012), have also provided some evidence on the involvement 

of politically exposed persons in exploiting the weak financial infrastructures that exists in 

developing countries, to launder their money to offshore centres using the professionals and 

financial institutions. Additionally, one of the respondents has also suggested that, “The 

government needs to work hand with the banks in order to assess the source of wealth of 

political figure because in most cases their money is not clean”, (comment Fs.44). This is very 

crucial because involving the government will at least help the situation because they have the 

powers to compel and stop its people from using the financial institution to launder their illicit 

proceeds. As argued, corruption aids money laundering by bribing the financial institutions and 

private people who regulate anti-money laundering (Kemal 2014; Chaikin, 2008). This means 

that involving the government in the process of verifying source of wealth and handling PEPs 

transactions will help to discourage corrupt political figures from using the banking institutions 

to launder their dirty money. Further, the government needs to tackle the issue of corruption 

because as it stands corruption is viewed as a normal aspect of life in the region and that is why 
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political figures have been able to launder their proceeds out of the country without being 

questioned. That is why there is an evidence of a significant association between corruption 

and difficulty in questioning the Politically Exposed Persons (PEP) about their source of funds. 

The Financial Conduct Authority, (2014), revealed serious weaknesses in the level of enhanced 

due diligence carried out on high-risk customers and PEPs among banks. There is an urgent 

need to ensure financial institutions and all other designated non-financial institutions and 

professions. Carry out proper customer due diligence before creating any business relationship 

with the customer. This includes; understanding the source of wealth and the sources of funds 

and finding out if the customer might be a PEP in order to know in what way such a person can 

be handled by the organisation. 

E. Financial Infrastructure  
 

It is estimated around 2.5 billion adults’ worldwide, lack access to formal banking services. 

This is equivalent to 50% of the world population. Moreover, most of these people are from 

the developing countries, (FATF, 2013, Anti-money Laundering and Terrorist Financing 

Measures and Financial Inclusion). One of the issues that have been overlooked by the FATF 

recommendations is the criminal proceeds laundered through cash, Ardizzi et al, (2014). As it 

is well known, cash is different from any other form of payment because it guarantees 

anonymity; this allows banknotes to pass from hand to hand without a trace, impacting the 

degree of transparency of the banking systems (Ardizzi et al, 2014). According to FATF, 

(2015), despite the popularity of non-cash means of payment in developed economies, cash 

remains an important method of payment across the globe, with an estimated USD 4 trillion in 

circulation and between 46% and 82% of all transactions in all countries being conducted in 

cash, FATF, (2015). Sander (2001), indicates that due weak financial infrastructures in East 

Africa have left a huge gap in the market for money transfer services which encourages 
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movement of cash into and outside of the region without any restrictions. This has seen 

financial inflow/ remittances increasing into developing countries where estimated remittances 

into developing countries estimated at $88 billion in the year 2002, seem to be double the 

amount of development assistance given to these developing countries, Sander et al, (2003). 

Additionally, this indicates that the amount of money injected into developing countries 

especially in East Africa through remittance can raise some concerns on whether weak financial 

infrastructure can result in money launderers using the loophole of remitting money through 

different remittance services that have been developed and portrayed to have lesser restrictions 

and controls. Only 12% of the population in Tanzania engaged in the formal financial sector. 

In Uganda, only 4 million people, out of a total population of 35 million, have deposits in the 

formal banking sector, with the rest of the populace relying on cash transactions or informal 

alternative forms of banking, (Money Laundering and Financial Crimes, Country Database, 

2015). That is why bank is the most widely used route by criminals to launder their illicit gains, 

both in the developed and developing countries, Shawgat, (2011). The Detection of money 

laundering transactions in the financial sectors still remains a great challenge in the process of 

combating money laundering and terrorist financing that are continuously becoming a major 

threat on the survival of the financial institutions, especially the baking sector in the developing 

countries. As most financial institutions in the developing countries are still in the development 

stage and characterized by the lack of proper laws and technologies to govern and identify the 

money laundering activities that might arise, Shawgat, (2011). Therefore, appropriate actions 

need to be taken against this criminal act in order to protect the reputation of the financial 

institutions and the economy of the given countries, (Shawgat, 2011; Verhage, 2009). 

The following tables show the summary of response concerning financial infrastructure 
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Financial Infrastructure Mean Standard Deviation 

E 1.1.0 2.53 1.454 

E 2.1.0 2.49 1.349 

E 4.1.0 2.3 1.282 

E 5.1.0 2.79 1.311 

 
 
 
 

Financial 
Infrastructur
e (General 
Analysis) 

Strongly 
Agree 

     Agree      Neutral    Disagree Strongly 
Disagree 

No 
Response 

 F % F % F % F % F % F % 

E 1.1.0 31 30.1 33 32.0 7 6.8 19 18.4 11 10.7 2 1.9 

E 2.1.0 26 25.2 39 37.9 14 13.6 12 11.7 10 9.7 2 1.9 

E 3.1.0 31 30.1 38 36.9 17 16.5 9 8.7 5 4.9 3 2.9 

E 4.1.0 17 16.5 31 30.1 28 27.2 14 13.6 10 9.7 3 2.9 
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National 
and 
institution
al culture 
(Based on 
banks) 

Strongly 
Agree 

Agree  Neutral  Disagree  Strongly 
Disagree 

No Response 

 Local Intn’
l 

Loca
l  

Intn
’l 

Local  Intn’
l 

Local Intn’
l 

local Intn’
l 

Local Intn’l 

E 1.1.0 29 2 32 1 7 0 15 4 10 1 2 0 

E 2.1.0 25 1 37 2 12 2 11 1 8 2 2 0 

E 3.1.0 29 2 37 1 15 2 7 2 5 0 2 1 

E 4.1.0 17 0 29 2 27 1 12 2 9 1 1 2 

 
 
 

Financial Infrastructure 
(Country analysis) 

Strongly 
Agree 

Agree Neutral Disagree Strongly 
Disagree 

No 
Response 

Total 

E 1.1.0 Tanzania 
              Uganda 
              Kenya 

6 
19 
6 

13 
12 
8 

2 
2 
3 

13 
0 
6 

4 
0 
7 

0 
1 
1 

38 
34 
31 

Total 31 33 7 19 11 2 103 

E 2.1.0 Tanzania  
              Uganda  
              Kenya 

12 
7 
7 

16 
13 
10 

3 
7 
4 

5 
0 
7 

2 
6 
2 

0 
1 
1 

38 
34 
31 

Total 26 39 14 12 10 2 103 
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E 3.1.0 Tanzania 
              Uganda  
              Kenya  

14 
11 
6 

15 
11 
12 

4 
8 
5 

4 
0 
5 

0 
3 
2 

1 
1 
1 

38 
34 
31 

Total 31 38 17 9 5 3 103 

E 4.1.0 Tanzania 
              Uganda 
              Kenya 

3 
8 
6 

13 
11 
7 

14 
7 
7 

7 
0 
7 

0 
8 
2 

1 
0 
2 

38 
34 
31 

Total 17 31 28 14 10 3 103 

 
 
Hypothesis relating to Financial Infrastructure 
 
 Hypothesis  Variable-1 Variable-2 Test Test-Statistics Test 

Result 

E1 Complicated 

formalities in 

opening and 

maintaining bank 

accounts is 

associated with the 

number of registered 

banks. 

Number of 

registered 

banks 

Complicated 

formalities in 

opening and 

maintaining 

bank 

accounts 

Association: 

Chi-Square 

Chi-square 

=126.746, 

df=25, 

P<0.001 

Proven 

E2 A cash-based 

economy is 

associated with the 

number of registered 

banks 

Number of 

registered 

banks 

Cash based 

economy 

Association: 

Chi-Square 

Chi-square 

=96.378,  

df=25, 

P<0.001 

Proven 
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E3 There is a difference 

in the impact of 

cash-based 

economy between 

local and 

International banks 

 

Cash based 

economy 

Local/ 

International 

Difference: 

Wilcoxon 

Signed 

Ranks Test 

Z= -7.368 

P<0.001 

Proven 

E.1.1.0 Having a small number of registered banks especially in East 
Africa encourages money-laundering activities to occur because most 
people have physical cash in their possession 

 

E.1.1.1 Findings  
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E.1.1.2 Findings and Discussion   
 

It is estimated around 2.5 billion adults’ worldwide, lack access to formal banking services. 

This is equivalent to 50% of the world population. Moreover, most of these people are from 

the developing countries, (FATF, 2013, Anti-money Laundering and Terrorist Financing 

Measures and Financial Inclusion). One of the issues that have been overlooked by the FATF 

recommendations is the criminal proceeds laundered through cash, Ardizzi et al, (2014). As it 

is well known, cash is different from any other form of payment because it guarantees 

anonymity; this allows banknotes to pass from hand to hand without a trace, impacting the 

degree of transparency of the banking systems (Ardizzi et al, 2014). The interesting part is that 

62.1% of the management working in banks across East Africa agreed that having a small 

number of registered banks, especially in East Africa, encourages money-laundering activities 

to occur because most people have physical cash in their possession. Having a small number 

of registered banks in the region has resulted in money laundering occurring due to a huge sum 

of physical cash in individuals’ possession. The Competitiveness Report, (2011) indicated that 

more than 80% of the population in East Africa do not use formal banking system; this is due 
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to widespread of cash-based economies. This results in a lack of proper monitoring and control 

of transactions conducted among individuals, which leaves no trail where the money comes 

from and where it is heading. This indicates that there is an urgent need to ensure that people 

in the region have good and reliable access to the banking services. One of the respondents has 

suggested, “Banking institutions needs to increase the accessibility of financial services in 

rural areas in order to discourage cash savings and also improve transaction monitoring which 

will help to curb money laundering problem in the region”, (comment Fs.81). According to 

FATF, (2015), despite the popularity of non-cash means of payment in developed economies, 

cash remains an important method of payment across the globe, with an estimated USD 4 

trillion in circulation and between 46% and 82% of all transactions in all countries being 

conducted in cash, FATF, (2015). Moreover, most financial institutions in the developing 

countries are still in the development stage and characterized by the lack of proper laws and 

technologies to govern and identify the money laundering activities that might arise, Shawgat, 

(2011). That is why money laundering is on the rise and money launderers prefer developing 

countries as a way of concealing their illicit proceeds. Further, according to Sander, (2001) only 

the capital cities and regional trading centres have the highest availability of financial services 

in the region. This leaves other rural and undeveloped regions with limited access to financial 

services thus encouraging cash saving among individuals; this argument is also supported by 

interviewee-(4), who stressed that; 

 “There is a cost of running a business and that comes hand in hand with knowing where the 

business should be situated in order to make profit. Rough estimation shows that 70% of all 

banks and its branches located in Dar-es-salaam, which is a capital, and according to the 

recent national statistics, all the business ventures and companies situated in Dar-es-salaam. 

That is to tell you most business is in the town area and that is where there is a huge circulation 

of money compared to rural areas”.  
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Similarly, Interviewee-(7), also pointed out that, “in most cases most banks tend to situate 

themselves where there is a high level of money in circulation and where the organisation is 

more likely to make profits. So, investing in the rural areas where there is low level of money 

in circulation is not a good idea” 

This means that the government needs to do, in order to minimize the threat of money 

laundering, is to have well-established banking services even in the rural areas to discourage 

cash savings, which in turn will help to properly monitor cash flow in the region. Country wise 

in Tanzania 6 of 31 and 13 of 33 strongly agreed and agreed that having a small number of 

registered banks especially in East Africa encourages money-laundering activities to occur 

because most people have physical cash in their possession. Similarly, 19 of 31 and 12 of 33 in 

Uganda strongly agreed and agreed, and finally 6 of 31 and 8 of 33 in Kenya strongly agreed 

and agreed respectively, with Uganda showing more concern regarding the issue that having 

small registered banks has led to an increase in money laundering activities in the region. Again, 

governments in East Africa needs to take a close look at this issue and ensure that they establish 

banks even in the rural areas to discourage cash savings, which in turn will discourage money 

launders from using the region to launder their illicit proceeds. 

Based on findings, there seem to be evidence of association between the number of registered 

banks and complicated formalities in opening of bank accounts, and the small number of 

registered banks and a cash-based economy. All together have contributed to poor financial 

infrastructure in the region. This is vital in the war against money laundering; below is the 

diagram that shows the summary of the association and discussion of the findings and tests of 

the response gathered. 
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Figure 10 Financial infrastructure 

                    

E.2.1.0 Having complicated formalities during the opening of a bank 
account has discouraged people from saving with banks, especially in 
the rural areas 

E.2.1.1 Findings  

 
 

POOR FINANCIAL 
INFRASTRUCTURE 

SMALL NUMBER 
OF REGISTERED 

BANKS

CASH BASED 
ECONOMY

COMPLICATED 
FORMALITIES IN 
OPENING BANK 

ACCOUNTS
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E.2.1.2 Findings and Discussion  
 
The challenge facing the regulators, is to support the developing countries is to be able to find 

the right balance that promotes sensible practices at a reasonable cost for financial services that 

that offer financial packages to its people the most of whom live on under 1 dollar a day, World 

Bank, (2005). The AML/CFT regulations should be implemented in a flexible manner to ensure 

that they do restrict the easy access to formal financial services for low-income people, (World 

Bank, 2005). Based on findings, 63.1% of the management working in banks across East Africa 

agreed that having complicated formalities during the opening of a bank account has 

discouraged people from saving with banks especially in the rural areas. The existence of 

complicated formalities in opening of bank accounts does not make it any easier for people, 

especially lower-class citizens who are in need of having bank accounts. High minimum 

balance requirements, high ATM charges and bank charges prevent large portions of the 

population from accessing formal financial services in East Africa. e.g. Ouma, (2012), revealed 

that the average cost of an ATM transaction is $1.8 to $2.3 per transaction. This proves why 

people prefer to save their money at home rather than having a bank account which does not 

only discourage saving but also has complications in terms of accessing of funds. Interviewee-

(5), also expressed similar concern that; 
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 “It is true and also some other reasons as well such as the due diligence procedures they can 

also be seen as a problem by some people. Because majority of people lack proper form of ID 

and that is one of the main requirement for a customer to possess before opening a bank 

account and during transfers”.  

Banks should work hand in hand with the government to ensure that the banking services are 

easily accessible and at a cheaper and affordable cost. This will help to encourage more people 

to save through banks and discourage cash savings. This will also help to discourage money 

launderers who have been abusing the situation, to clean their dirty money. Interviewee-(5) also 

gave an insight on what actions the banks have started taking in order to encourage more people 

to save. Here is what was said; 

“Due to these challenges, the bank has harmonized their stance in order to encourage people 

to have bank account. This is through requesting for a letter from the chairman of the place of 

residence as an identification and proof of address this helps the customer to feel at ease 

because majority of people don’t have passports or driving licences which would have acted 

as a form of identification”.  

Country wise in Tanzania 12 of 26 and 16 of 39 strongly agreed and agreed that having a small 

number of registered banks especially in East Africa encourages money-laundering activities 

to occur because most people have physical cash in their possession. Similarly, 7 of 26 and 13 

of 39 in Uganda strongly agreed and agreed, and finally 7 of 26 and 10 of 39 in Kenya strongly 

agreed and agreed respectively, with Tanzania showing more concern that having complicated 

formalities during opening of a bank account has discouraged people to save with banks 

especially in the rural areas. Banks and the government need to address these petty issues in 

order to encourage people to save money in banks, which in turn will make it easier to track 

the source of finds and phase out money laundering criminals. In addition, urgent measures 
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need to be adopted in order to address the issue of having small registered banks. Because by 

increasing the accessibility of these services it will become easier for people to adapt to the 

formalities of opening and maintaining bank accounts due to the exposure brought through 

having several registered banks especially in rural areas. That is why there is evidence of 

association between number of registered banks and formalities in opening and maintaining 

bank accounts. 

E.3.1.0 The existence of cash-based economy in East Africa has proved 
to be a challenge for banks to spot local and international money 
launderers  
E.3.1.1 Findings  
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E.3.1.2 Findings and Discussion  
 
The economies of most of African countries especially in East Africa are mainly cash based, 

accompanied by having poor financial infrastructure acting as fuel for the growth of financial 

crimes in the region, (Moshi, 2012; Competitiveness Report, 2011). This is due to the 

widespread cash-based economy that results in the lack of proper monitoring and control of 

transactions conducted among individuals, which leaves no trail as to where the money comes 

from and where it is heading to, (Nantege, (2013). According to Imala, (2004), most Africans 

prefer to use cash for all forms of transactions including the purchase of high-value items such 

as real estate and motor vehicles and most dealers or sellers prefer this mode of transaction 

because of a lack of trust that exist among people and fear that the use of cheques or bank 

transfers might be fraudulent. This situation makes detecting the source of money difficult, 

(Masare, 2012). Based on findings, 67% of the management working in banks across East 

Africa, agreed that the existence of cash-based economy in East Africa has proved to be a 

challenge for banks to spot local and international money launderers. Criminal proceeds to be 
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laundered are usually represented by cash. As it is well known, cash is different from other 

payment instruments in that it guarantees anonymity, Ardizzi et al, (2014). Moreover, Imala, 

(2004), has stressed that, most Africans prefer to use cash for all forms of transactions including 

the purchase of high-value items such as real estate and motor vehicles and most dealers or 

sellers prefer this mode of transaction because of a lack of trust that exists among people and 

the fear that the use of cheques or bank transfers might be fraudulent. In addition, the Africa 

Competitiveness Report, (2011) indicated that more than 80% of the population in East Africa 

do not use the formal banking system. Moreover, it is estimated around 2.5 billion adults’ 

worldwide, lack access to formal banking services. This is equivalent to 50% of the world 

population. Moreover, most of these people are from the developing countries, (FATF, 2013). 

One of the issues that have been overlooked by the FATF recommendations is the criminal 

proceeds laundered through cash, Ardizzi et al, (2014). As it is well known, cash is different 

from any other form of payment because it guarantees anonymity; this allows banknotes to pass 

from hand to hand without a trace, impacting the degree of transparency of the banking systems 

(Ardizzi et al, 2014). Due to the widespread cash-based economy, which results in the lack of 

proper monitoring, and control of transactions conducted among individuals that leaves no trail 

as to where the money comes from and where it is heading. This proves to be the biggest 

challenge yet because the increasing widespread use of cash rather than other formal means of 

exchange is perhaps the biggest handicap to many banks in detecting and controlling money 

laundering in East Africa, Imala, (2004). Interviewee-(1), expressed a concern that; 

“As a bank if we are not careful someone might use the loophole of cash economy to launder 

their illicit proceeds due to majority of deposits and transactions are done through physical 

cash”.  
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Similarly, Interviewee-(2) also said “cash-based transactions are really difficult to trace 

compared to bank to bank transfers. However, in recent year’s cash transactions have reduced 

to some extent compared to the olden days, but people still prefer cash transactions especially 

businesses” 

This shows that if no concrete effort is taken, the region will end up exposed to more money-

laundering criminals because in the majority of developing countries they have tight rules and 

they do not encourage cash transaction, this means that money-laundering criminals are looking 

at other places where they can launder their illicit proceeds. East Africa will become one of the 

most attractive places and if nothing is done to address the issue of the cash-based economy 

then banks and the governments will suffer because of fines and restrictions that might be 

imposed. One of the respondents suggested that “The East African governments should take 

measures to abolish cash-based economy which will make it easier to track cash transactions 

and also the government should conduct a review of its system of governance because majority 

of money laundering incidences starts from within the government itself”, (comment Fs.60). 

Without taking concrete measures to control the cash-based economy then money laundering 

will continue to haunt the region for a very long time. Country wise in Tanzania 14 of 31 and 

15 of 38 strongly agreed and agreed that the existence of cash-based economy in East Africa 

has proved to be a challenge for banks to spot local and international money launderers. 

Similarly, 11 of 31 and 11 of 38 in Uganda strongly agreed and agreed, and finally 6 of 31 and 

12 of 38 in Kenya strongly agreed and agreed respectively. Tanzania showing more concern 

that the existence of cash-based economy in East Africa has proved to be a challenge for banks 

to spot local and international money launderers. Based on the nature of banks 66 of the 

management working in banks across local banks in East Africa, agreed that the existence of 

cash-based economy in East Africa has proved to be a challenge for banks to spot local and 

international money launderers, only 3 from the international banks across the region also 
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agreed. A Wilcoxon signed-rank test showed that, there is a significant difference in the impact 

of cash-based economy between local and International Banks. Central banks and other 

stakeholders find it impossible to trace the origin of cash because people refuse the formal 

mode of payments especially the local banks. as indicated by Competitiveness Report, (2011) 

that more than 80% of the population in East Africa do not use the formal banking system. 

Moreover, it is estimated around 2.5 billion adults’ worldwide, lack access to formal banking 

services. This is equivalent to 50% of the world population. Moreover, most of these people 

are from the developing countries, (FATF, 2013).  This indicates that East Africa is more 

vulnerable to financial crimes in this situation than any other country. That is why the 

governments in the region need to work harder to ensure that they increase accessibility of 

banking services in order to discourage cash savings, because through increasing the 

accessibility of banking services it will allow people to conduct transactions through registered 

banks that makes it easier to trace and it will eventually reduce the cash-based economy. That 

is why there is an evidence of association between number of registered banks and cash-based 

economy. Due to the widespread cash-based economy, which results in the lack of proper 

monitoring, and control of transactions conducted among individuals that leaves no trail as to 

where the money comes from and where it is heading. This proves to be the biggest challenge 

yet because the increasing widespread use of cash rather than other formal means of exchange 

is perhaps the biggest handicap to many banks in detecting and controlling money laundering 

in East Africa, Imala, (2004). 
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E.4.1.0 FATF anti-money laundering recommendations do not cater to 
the needs of developing countries especially East African countries 
E.4.1.1 Findings  
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E.4.1.2 Findings and Discussion 
 

In recent years, anti-money laundering regulation has emerged as a key part of international 

financial regulation, in terms of government involvement and media attention, and with regard 

to the effort by professionals in the banking industry, Maggetti, (2014). Additionally, Money 

laundering is increasingly becoming one of the great ethical alarms of modern days, Alldridge, 

(2008). According to Hitesh and Bharat, (2012), the current global economy and integrated 

financial markets mean that the process of transferring of funds across the borders has never 

been easier and faster than in recent years. Based on the findings it is not a coincidence that 

46.6% of the management working in banks across East Africa, agreed that FATF anti-money 

laundering recommendations do not cater to the needs of developing countries, especially East 

African countries. The emergence of FATF has acted, as a valuable campaigner for having 

strong global AML/CFT controls and its achievement in raising and increasing awareness on 

issues regarding the dangers of money laundering and terrorist financing and in trying to 

persuade countries all over the world to improve their controls and supervision on these two 

key areas, (Brandon, 2011; Leong, 2007; Johnson and Lim, 2002). Nevertheless, financial and 

resource constraints facing most of the developing countries makes it particularly difficult for 

these countries to fully implement all the FATF recommendations, Moshi, (2007). Nobody 

would argue that most developing countries have exclusively strong overall controls and it 

appears as if, there are no significant issues that need to be addressed, nevertheless, there is a 

great danger that the level of compliance among these developing countries is hyped. In most 

developing countries, the FATF anti-money Laundering system is still in the development 

stage. A good example; is that most African countries have passed their AML laws in 2005 and 

the reason that they decided to pass such laws is the continuous pressure from the developed 

countries regardless of how insignificant their financial services system may be domestically 
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or internationally, or how effective they are in regulating money laundering in these countries. 

Levi, (2013). This is why interviewee-(1), have expressed a concern that; 

“FATF recommendations do not satisfy the developing countries due to the nature of the 

environment, and most of these laws are more suitable for developed countries rather than 

developing countries”.  

Similarly, interviewee- (4), also said, “to be honest they are not fit for developing countries 

due to so many reasons and one of them is, there is still an existence of barter trade in some 

areas were people exchange goods for goods as a form of exchange and this situation exists 

due to poor financial system that is in place” 

Further, according to Brandon, (2011), in order to account for this, it is necessary for the 

regulators to conduct an investigation in order to gain a deeper understanding into different 

types of FATF Recommendations. Moreover, exactly what goes into building a strong domestic 

AML/CFT regime to match the requirements of the developing countries? Practically all 

developing countries have anti-money laundering laws in place; They are not as advanced as 

in developed countries due to the differences in the level of economic development, (Ayodegi, 

2011). Hence, international regulators need to take into account this issue, and develop 

recommendations that can carter for the needs of these developing countries. Especially East 

Africa and they should not put them on the same scale as the developing countries because they 

are very different, one of the respondents has suggested, “FATF needs to involve locals to 

generate guidelines which will be highly effective to fight money laundering. Involve all 

stakeholders in East Africa to come up with better solutions on how to tackle money laundering 

based on the existing environment”, (comment Mg.19). Country wise in Tanzania 3 of 17 and 

13 of 31 strongly agreed and agreed that FATF needs to conduct review and formulate 

recommendations that can cater to the challenges of developing countries especially in East 
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Africa. Similarly, 8 of 17 and 11 of 31 in Uganda strongly agreed and agreed, and finally 6 of 

17 and 7 of 31 in Kenya strongly agreed and agreed respectively. With Uganda leading in 

indicating that FATF anti-money laundering recommendations do not cater to the needs of 

developing countries especially East African countries, recent fines imposed on major financial 

institutions e.g. banks once again affirm that banks face extraordinary pressure to comply with 

financial crime regulations. The issue of money laundering in East Africa is still complex 

because banks face a lot of challenges and most of them will take years to overcome e.g. a cash-

based economy. The governments in the region need to address these issues in order to easily 

meet the compliance criteria’s of FATF anti-money laundering regulations. 

F. General perspective of Money laundering situation in East Africa  
 
All over the world, banks have increasingly become a main target for money launderers to 

execute their money laundering operations and financial crimes, (Shawgat, 2011; FSA, 2011; 

Ping, 2010). The reason being that, they offer a range of financial services and instruments that 

can easily be exploited to conceal the original source of money, (Shawgat, 2011; Vaithilingam 

and Nair, 2007; Bradley and Steward, 2002). According to Fulbright (2014), approximately 

95% of banks in Africa are reportedly to have developed their own anti-money laundering 

regulations that are in line with the local anti-money laundering regulations; this is aimed at 

meeting the international standards for anti-money laundering compliance. The development 

of anti-money laundering regulations can just be on paper as security experts have warned that 

money laundering is on the rise especially in east Africa where banks have reportedly lost 

Sh4.06 billion ($48.3 million) to money laundering in the eighteen months ended June 2012, 

(Mumo, 2012) as they failed to keep pace with criminals, Competitiveness Report, (2011). 

More than 80% of the population in East Africa do not use the formal banking system, Nantege, 

(2013). This is due to the widespread cash-based economy that results in the lack of proper 
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monitoring and control of transactions conducted among individuals, which leaves no trail as 

to where the money comes from and where it is heading to, Nantege, (2013). Subsequently, this 

situation has caused money laundering flourish due to lack of proper monitoring and secrecy, 

(Otusanya et al., 2011; Nellen and Lankhorst, 2008; Sikka, 2008). This has seen several banking 

institutions land themselves in trouble and suffer hefty fines for encouraging money-laundering 

activities. 

The following tables show the summary of the findings  

 
Summary Questions  Mean Standard Deviation  

F 1.1.0 1.21 0.516 

F 2.1.0 1.35 0.572 

F 3.1.0 1.26 0.54 

F 4.1.0 1.25 0.534 

F 5.1.0 1.33 0.564 

 
 

Summary Questions TRUE      FALSE No 
Response 

 F % F % F % 

F 1.1.0 166 80.6 39 18.9 1 0.5 

F 2.1.0 137 66.5 68 33.0 1 0.5 

F 3.1.0 156 75.7 49 23.8 1 0.5 

F 4.1.0 159 77.2 46 22.3 1 0.5 

F 5.1.0 143 69.4 62 30.1 1 0.5 
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Hypothesis relating to money laundering situation in East Africa 

 Hypothesis  Variable-1 Variable-2 Test  Test-

Statistics 

Test 
Result 

F1 Bank secrecy is 

associated with the 

rise of money 

laundering in East 

Africa 

Bank secrecy The rise of 

money 

laundering in 

East Africa 

Association: 

Chi-Square 

Chi-square 

=209.680, 

df=4, 

P<0.001 

Proven 

F2 Corruption that 

exists in the 

society is 

associated with the 

rise of money 

laundering in East 

Africa. 

Corruption The rise of 

money 

laundering in 

East Africa 

Association: 

Chi-Square 

Chi-square 

=208.367, 

df=4, 

P<0.001 

Proven 

F3 Cash based 

economy is 

associated with the 

rise of money 

laundering in East 

Africa. 

Cash Based 

Economy 

The rise of 

money 

laundering in 

East Africa 

Association: 

Chi-Square 

Chi-square 

=211.037, 

df=4, 

P<0.001 

Proven 
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F4 Difficulty in 

determining the 

source of wealth of 

PEPs is associated 

with the rise of 

money laundering 

in East Africa. 

PEP`s Source of 

wealth  

The rise of 

money 

laundering in 

East Africa 

Association: 

Chi-Square 

Chi-square 

=210.086, 

df=4, 

P<0.001 

Proven 

 

F.1.1.0 Money laundering is on the rise in East Africa; this has led to hefty 
fines being imposed to various banks in the region. However, it is not 
entirely the banks fault for such crimes to flourish. This is because the 
government is also not doing enough to curb this growing problem 

 
F.1.1.1Findings 
 

 

 
 

 



 
 

275 

Findings and Discussion 

Money laundering is increasingly becoming one of the great ethical alarms of modern days, 

Alldridge, (2008). Financial and resource constraints facing most of the developing countries 

makes it particularly difficult for these countries to fully implement all the FATF 

recommendations, Moshi, (2007). Based on the findings, 80.6% of the front-line staff members 

working in banks across East Africa indicated that it is true that Money laundering is on the 

rise in East Africa. The sums of money that vanish from the poor countries are totalled in 

trillions of USD and are reported to be on the increase (Markovska and Adams, 2015; FATF, 

2011). Further, Security experts agree with this Ngarambe, (2012). This summarizes the high 

response that indicates that majority of the respondents believe money laundering is on the rise 

in the region. There are various reasons as to why money laundering is on the rise, according 

to Report, (2011) This indicates that more than 80% of the population in East Africa do not use 

formal banking system. This is due to widespread cash-based economies, which results in a 

lack of proper monitoring, and control of transactions conducted among individuals that leaves 

no trail on where the money comes from and where it is heading. This increases the challenge 

for banks and other financial institutions in the region to tackle money launderers using 

financial system to clean their dirty money. Further, according to interviewee-(1); 

“Money laundering is on the rise the reason behind is because of poverty which makes people 

to be willing to engage in unlawful acts, due to the money involved in facilitating such acts 

Poverty also encourage people to engage in terrorism activities in order to make ends meet. As 

the data shows majority of people who are in these terrorist groups are coming from poverty-

stricken background, and because they are offered a substantial amount of money just to 

participate in these unlawful acts they do see anything wrong with it because that’s the only 

way they can survive and support their families”.  
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Further, interviewee-(1), also pointed out “most banks lack knowledge of money laundering 

policies and guidelines, this has created a number of loopholes that money launderers exploit 

in the expense of lack of proper knowledge about the issue by most banks. Another factor is 

corruption; sometimes a client might walk into the bank and want to make a transfer and when 

you request for the proof of the reason for the transfer they start lamenting that why doesn’t he 

get such requests from other banks especially local banks when they want to make the transfers, 

and the next thing you know he/ she pulls out bank notes wanting you to facilitate the transfer 

without any supporting document now if you are corrupt you shall give in but at the end of the 

day the issue shall come back to you and the entire organisation if the transfer you have 

facilitated was not legitimate”. 

Another respondent also had a view on why money laundering is on the rise in the region and 

one of the reasons is that “most banks lack knowledge of money laundering policies and 

guidelines, this has created a number of loopholes that money launderers exploit in the expense 

of lack of proper knowledge about the issue by most banks”. All these reasons can contribute 

towards an increase in money laundering activities in the region; it is a responsibility of the 

government and other stakeholders to take drastic action to prevent this problem getting out of 

hand. Anti-money laundering laws and policies need to be enforced comprehensively, 

especially in the banking sector because they are targeted and affected by money launderers. 

Based on findings there seems to be an evidence of association between the levels of corruption, 

cash-based economy, powers of political figures and bank secrecy. Moreover, how they have 

contributed to the rise of money laundering in the region below is the diagram that shows the 

summary of the association and discussion of the findings and tests of the response gathered. 

Figure 11 Association between levels of corruption; cash-based economy, PEPS and bank 
secrecy in facilitating the growth of money laundering in the region 
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F.2.1.1 Findings 
 

 
 
Findings and Discussion  

According to (Dion, 2012; Otusanya et al, 2011; PricewaterhouseCoopers, 2008), Banks are 

increasingly facing a predicament with their clients whose increasing desires for confidentiality 

and safety are equivalent to their irresistible need for efficient means of moving money across 

the border. Based on the findings 66.5% of the front-line staff members working in banks across 

East Africa indicated that it is true that due to bank secrecy acts and competition, this makes it 

difficult for banks to share information among one another, which makes it difficult to detect 

money launderers especially in East Africa. Agreeing, to Hitesh and Bharat, (2012), the current 

global economy and integrated financial markets mean that the process of transferring of funds 

across the borders has never been easier and faster than in recent years. Numerous banks both 

local and across the borders have strict bank secrecy laws which encourages anonymous money 

F.2.1.0 Due to bank secrecy acts and competition this makes it difficult for 
banks to share information among one another, which makes it difficult 
to detect money launderers especially in East Africa. 
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transfer. Money laundering flourishes on secrecy, (Otusanya et al, 2011; Nellen and Lankhorst, 

2008; Sikka, 2008). According to PricewaterhouseCoopers, (2008), banks are increasingly 

facing a predicament with their clients whose increasing desires for confidentiality and safety 

are equivalent to their irresistible need for efficient means of moving money across the border. 

This poses a great deal of challenges because most customers’ needs are rather self-

contradictory, protection and privacy often demand extra controls while the well-organized 

global access demands less. Banks are motivated to assist their wealthy customers with 

managing their wealth irrespective of the origin of the funds, because the nature of the banking 

business which makes the large customers more attractive due to their contribution towards the 

survival and future prosperity, (Heggstad and Fjeldsstad, 2010, Palmer, 2009). Further Global 

witness, (2014) states that most banks stand a greater chance of making huge profits by 

accepting a business relationship with the dodgy rich customers. Despite the existence of rather 

strict and sound anti-money laundering laws, the potential risks faced by banks for taking 

tainted assets are very small, and these banks are rarely caught, and even when they are caught, 

the punishment is small compared to the magnitude of the crime. This shows how serious bank 

secrecy laws can encourage money laundering especially in East Africa, where competition is 

very high, and most banks are not willing to share information about their customers with other 

banks because of fear of losing them. Interviewee-(8), expressed a concern about information 

sharing stating; 

“Sharing of information is not that easy. However, when we share information with other banks 

we impose restrictions that the information should only be used for the purpose intended either 

verifying customer transaction or customer background and nothing else”.  

This shows how unwilling most banks are to share their customer`s information. This is bad 

news because one of the requirements is to have strong cooperation especially among banks to 
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prevent money launderers from using banks to launder their illicit proceeds. According to one 

of the respondents, banks in the region have started to address this problem by establishing a 

“central integration system” that the central bank has instructed all the registered banks to have 

their customer information stored in the central integrated system. This will enable all the banks 

to be able to verify customer information. For example; prior to the introduction of the central 

integration system a customer can take a loan from more than three different banks and all these 

banks are not able to know whether the customer has taken a loan from other banks. This 

situation made it difficult, because criminals have used this loophole to cleanse their dirty 

money by taking different loans. By having the integrated system, it helps to ensure that banks 

can verify customer activities and if a particular customer has a loan with a certain bank it is 

easier to know and prevent them from taking out another loan from a different bank. Also, the 

international community should look at tightening up the rules, especially looking at the fines 

imposed for the failure to comply, because banks are being fined just a fraction of what they 

make out of a money laundering deal. If no concrete, efforts are taken, money laundering will 

continue to flourish on the back of poor rules and petty fines that seem to encourage banks to 

participate in such criminal activities. That is why there is an evidence of association between 

the rise of money laundering in the region and bank secrecy. The majority of banks are 

motivated to assist their wealthy customers with managing their wealth irrespective of the 

origin of the funds and if this motivation is not handled carefully, the region will continue being 

the hub for both domestic and international money launderers and the dream of having a money 

laundering free region will seem miles away. 

  



 
 

281 

F.3.1.1 Findings 
 

 
 

Findings and Discussion 

Corruption according to (Markovska and Adams, 2015; Idowu and Obasan, 2012), is a big 

hindrance for the campaign against money laundering. The proceeds of corruption laundered 

from developing countries alone range from $20-$40 billion per calendar year. This is 

equivalent to the Gross Domestic Product (GDP) of 12 of the world’s poorest countries with 

more than 240 million people, (Mendes and Oliveira, 2012; Theodore et al, 2009). Based on 

F.3.1.0 The Existing high level of corruption in East Africa makes the task 
of identifying money launderers even more difficult due to their ability of 
corrupting bank officials, competent authorities and law enforcement 
personnel 
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findings, 75.7% of the front-line staff members working in banks across East Africa indicated 

that it is true that the existing high level of corruption in East Africa makes the task of 

identifying money launderers even more difficult due to their ability of corrupting bank 

officials and law enforcement personnel. Having weak legal system, and political dishonesty 

remains as one of the significant issues in the process of combating and fighting against money 

laundering in developing countries especially in Africa, Shawgat, (2011). The national survey, 

(2009), conducted in Kenya, has indicated that people have lost faith and trust in the law 

enforcement agencies, as most of them engage in illegal activities and when good citizens raise 

a concern towards the issue, the government does not take any actions against the law 

enforcement officers. Further studies have suggested that lawyers have been assisting African 

top politicians and other high-profile people to siphon money and cover the tracks of their dirty 

dealings. Barkley, (2010). Interviewee-(6) also expressed a concern stating that;  

“It is easy to cooperate with the law enforcement agencies. However, sometimes you might 

report a customer or transaction at the end of the day you realise nothing was done and instead 

of being ensured that you are protected you later realise the customer was alerted and they 

confront you personally why did I report the transaction instead of asking them personally. 

That is to tell you might take the initiative to report the issue but at the end of the day it comes 

back and hunt you down. That is why sometimes we tend to leave everything to the anti-money 

laundering compliance department to figure things out and determine which transaction is 

clean and which one is not”.  

This proves how corrupt and laid back the law enforcement is in the region, because if a banker 

reports a suspicion, it is the duty of the law enforcement to protect the whistle blower. Some of 

the respondents fear that they might end up caught in between the law enforcement and the 

customer and that is why the majority of the respondents have suggested that they would rather 
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report to the anti-money laundering department rather than directly the police and other law 

enforcement agencies. Significant reforms needed to be carried out, especially in the law 

enforcement area in the region because they have been the ones breaking the law rather than 

upholding the law. Laws needs to be changed to give them more independence especially 

preventing them being used as a shield by money laundering criminals because without them 

being professional we can’t ensure that they will tackle the issue of corruption. Money 

laundering crimes will continue to rise in the region. That is why there is an evidence of 

association between corruption that exists in the region and the rise of money laundering in the 

region. As stated earlier significant reforms needed especially in the law enforcement in the 

region because if the law enforcement is weak or shows the signs of working with money 

laundering criminals then the ESAAMLG might as well scrap any efforts to ensure that all the 

member countries are compliant with the anti-money laundering recommendations. Because 

the efforts will only go to waste if there is no proper backing from the domestic law enforcement 

agencies. 
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F.4.1.0 FATF Anti-money laundering recommendations, can only be a 
success, if the government addresses the issue of cash-based economy  

 
F.4.1.1 Findings 
 

 
Findings and Discussion 

Based on the findings, 77.2% of the front-line staff members working in banks across East 

Africa indicated that it is true that the FATF anti-money laundering recommendations can only 

be a success if the government addresses the issue of cash-based economy and corruption. It is 

estimated around 2.5 billion adults’ worldwide, lack access to formal banking services. This is 

equivalent to 50% of the world population. Moreover, most of these people are from the 

developing countries, (FATF, 2013, Anti-money Laundering and Terrorist Financing Measures 

and Financial Inclusion). One of the issues that have been overlooked by the FATF 

recommendations is the criminal proceeds laundered through cash, Ardizzi et al, (2014). As it 

is well known, cash is different from any other form of payment because it guarantees 

anonymity; this allows banknotes to pass from hand to hand without a trace, impacting the 
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degree of transparency of the banking systems (Ardizzi et al, 2014). According to The 

Corruption Perception Index (2008), has revealed that Kenya is considered to be the most 

corrupt country in the East African region and that this is due to the high lack of accountability 

of government officials who have been abusing their monopoly powers to swindle public 

resources for their own gains. Further, according to Daily Monitor, (2014), corruption is still 

the largest form of financial crime in the region with Kenya posting the highest rate of 72 per 

cent followed by Tanzania (71 per cent) and Uganda (67 per cent). This indicates that if no 

appropriate action is taken about the issue, the regions will be marching backwards as far as 

development is concerned. Even though, the emergence of FATF has acted, as a valuable 

campaigner for having strong global AML/CFT controls and its achievement in raising and 

increasing awareness on issues regarding the dangers of money laundering and terrorist 

financing and in trying to persuade countries all over the world to improve their controls and 

supervision on these two key areas, (Brandon, 2011; Leong, 2007; Johnson and Lim, 2002). 

Nevertheless, financial and resource constraints facing most of the developing countries makes 

it particularly difficult for these countries to fully implement all the FATF recommendations, 

Moshi, (2007). One of the respondents also stated “Government should play a major role in 

discouraging cash-based economy which will make it easier to trace the source of money, 

(comment Fs83). Further, another respondent also suggested, “The government should fight to 

reduce the level of corruption in order to promote an effective implementation of anti-money 

laundering”, (comment Fs33). If these two issues are not seriously, addressed then anti-money 

laundering recommendations will just be a soft music of encouragement playing in the ears of 

corrupt political figures and other money-laundering criminals in the region.  That is why there 

is an evidence of association between the rise of money laundering in the region and the cash-

based economy. The governments of East African countries should start acting immediately to 

ensure that the cash-based economy scrapped in order to be able to trace the origin of money. 
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As it stands, it is very difficult to track because majority of the transactions conducted on cash 

basis rather than bank transactions. 

 

F.5.1.1 Findings 

 
 

 

 

 

F.5.1.0 It is extremely difficult to determine the source of wealth of political 
figures, this makes it even more difficult to determine the whether the 
transaction is not related to money laundering. 
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Findings and Discussion 

According to the United Nations Office of Drug and Crime and the World Bank (2007), it was 

estimated that the corrupt money received by public of officials in developing and transition 

countries ranges from $20 to 40bn per year, a figure equivalent to the annual gross domestic 

product of the world’s 12 poorest countries, Chhina, (2017). Based on the situation in East 

Africa it is a concern that 69.4% of the front-line staff members working in banks across East 

Africa indicated that it is difficult to determine the source of wealth of political figures. It has 

been noted that most corrupt PEPs have certain advantage when it comes to laundering of their 

funds that is not available to other ordinary money launderers, Lishan, (2013). They use their 

powers to access domestic and international financial systems to launder their proceeds, 

(Mendes and Oliveira, 2012; Mugarura, 2010; Theodore et al, 2009). This makes it even more 

difficult to determine whether the transaction isn’t related to money laundering. PEPs have 

been utterly abusive of the national resources, and several outrageous scandals have unfolded 

involving PEPs, this involves looting of state assets, giving and accepting of bribes and 

corruption. They use their powers to access domestic and international financial systems to 

launder their proceeds, Theodore et al, (2009). Further, huge sums of money are often reported 

to have been laundered by public officials especially in Africa. Only a fraction of the money 

laundered is normally detected and an even smaller amount is being recovered, Levi, (2013). 

This makes it even more difficult to determine whether the transaction is not related to money 

laundering. Most African leaders have been accused several times of laundering government 

treasuries and it has been estimated that sum of $148 have been leaving Africa yearly into 

offshore havens in developed countries, AAPPG, (2006). That is why one of the respondents 

has suggested that; “The government needs to work hand in hand with the banks in order to 

assess the source of wealth of political figures. Because in most cases their money is not clean”, 

(comment Fs.44), this is crucial because involving the government will at least help the 
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situation because they have the powers to compel and stop its people from using the financial 

institution to launder their illicit proceeds. In addition, strict laws need to be enacted, in order 

to limit the powers of political figures. Especially the ability to compel law enforcement 

agencies to act according to their wish because if this situation continues the region will not be 

able to make any significant step towards development and poverty will continue to strike the 

majority to the benefit of a few corrupt, greedy political figures.  

While the international anti-money laundering laws and regulations can be useful in bringing 

high profile political figures to be held accountable for money laundering acts, Chaikin, (2010), 

this situation is unrealistic based on domestic anti-money laundering regulations in East Africa. 

The institutions involved in implementing anti-money laundering regulations domestically 

might be under pressure due to the powers possessed by PEPs, Pedro & Alessandra, (2012). 

That is why there seems to be an evidence of association between the rise of money laundering 

in the region and the powers and influence of PEPs. As stated earlier, PEPs have been utterly 

abusive of the national resources, and several outrageous scandals have unfolded involving 

PEPs, this involves looting of state assets, giving and accepting of bribes and corruption the 

only way to deal with this situation is to have strong policies to ensure that these people cannot 

use their influence to launder their illicit proceeds. 
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CHAPTER 7 

7.1.0 Conclusion 

This chapter discusses the conclusion. On the compliance of FATF anti-money laundering 

recommendations, looking at how the dimensions of money laundering, national and 

institutional culture and financial infrastructure have impacted on the compliance. This chapter 

also provides contribution to knowledge and the significance of the research study. This chapter 

also provides a critique and limitation of this research study. This chapter ends by making 

recommendations and discussing the potential areas for further study. 

Researchers have devoted their time and energy to finding out how money laundering has 

contributed to global financial crisis and caused instability in the global financial systems and 

economies, (Murray, 2018; Vaithilingam & Nair, 2007, Singh, 2009; Simwayi & Guohua, 

2011, Peter, 2012). Further, banks have increasingly become a main target for money 

launderers to execute their money laundering operations and financial crimes, Shawgat, (2011). 

Little attention has been paid on how dimensions of money laundering, national and 

institutional culture and financial infrastructure have impacted with compliance with FATF 

anti-money laundering recommendations. The aim of the study is to explore the compliance of 

FATF anti-money laundering recommendations among banks in East Africa effectiveness. In 

general, the study found that the compliance of FATF anti-money laundering recommendations 

in East Africa is dependent on the following issues being addressed: the issue of national and 

institutional culture, specifically the issue of corruption, PEPs and awareness of money 

laundering; the issue of financial infrastructure, specifically addressing the issue of cash-based 

economy, accessibility of financial services, and formalities in opening and maintaining bank 

accounts: finally, the issue of dimensions of money laundering specifically, cooperation among 

banks, information sharing and transaction monitoring. The following summary shows the 
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findings according to the themes.  

Figure 12 Summary of key findings based on themes 
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7.1.1-FATF anti-money laundering recommendations 

Figure 13 summary anti-money laundering recommendations 

 

The emergence of FATF has acted as a valuable campaigner for having strong global 

AML/CFT controls and its achievement in raising and increasing awareness on issues regarding 

the dangers of money laundering and terrorist financing and in trying to persuade countries all 

over the world to improve their controls and supervision on these two key areas, (Brandon, 

2011; Leong, 2007; Johnson and Lim, 2002). Nevertheless, financial and resource constraints 

facing most of the developing countries make it particularly difficult for these countries to fully 

implement all the FATF recommendations, Moshi, (2007). Recent fines imposed on major 

financial institutions i.e. banks once again affirm that banks face extraordinary pressure to 

comply with financial crime regulations. Recently regulators have collected more than $10 

billion worth of fines and settlements on banks over the last few years, demonstrating the 

determination and ability of regulators to use civil and criminal law to enforce financial 

sanctions on a global level, Proviti, (2014). Based on the hypothesis which states “An 
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employee’s awareness of FATF anti money laundering recommendations is associated with 

regular anti money laundering training”, the study has found evidence of association between 

frequent trainings by banks and the employee’s awareness of FATF anti-money laundering 

recommendations and the ability of employees to be aware of current money laundering issues. 

Further, employees’ awareness on various anti-money laundering issues has also given the 

opportunity for the banks to update its anti-money laundering policies based on the ideas that 

they gather through these frequent trainings. Lastly, FATF anti-money laundering 

recommendations are not catered to the needs of developing countries especially East African 

countries. 

Regular training and cooperation among banks needs improvement because without a 

collective efforts and regular training among the banking institutions. Money laundering will 

continue to grow in the region and cause even further damage to the image of financial 

institutions in the region. Through frequent trainings organisations they will be in a better 

position to alert the staff members about new emerging money laundering threats, which will 

enable them to stay alert and be able to tackle the threats when they occur.  FATF need to 

formulate recommendations that can meet the needs of developing countries. Because as it 

stands due to the differences in the level of economic development, and the advancement of the 

banking systems between developing and developed countries. International regulators need to 

take into account this issue and develop recommendations that can meet the needs of these 

developing countries specifically East Africa.  
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7.1.2-National and Institutional culture in East Africa 

Figure 14 summary of conclusion on national and institutional culture  

 

Mahoney et al. (2009) gave clarity on circumstances in which public institutional environments 

can impact positively on value creation in the private sector. Banking industry union or reform 

in response to institutional crisis represents typical example. In support, Naim et al, (2012), 
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against financial and administrative corruption, because corruption aids money laundering by 
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(Kemal 2014; Chaikin, 2008). This implies that the fight against money laundering should not 

only be professed but also action needs to be taken to curb the problem. Further, the institutional 
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institutional environment in which the organization exists, and by doing so discusses the 
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rightfulness of resources and a survival advantage to these organizations (Glynn and Azbug, 

2002). Moreover, Daulatran, (2003) also, emphasised that, having a good Institutional culture 

is the one that allows the management to recognise the aspects of corporate culture and its effect 

to the behaviour of the employees. The study found 68% of the management working in banks 

across East Africa, agreed that Politically Exposed Persons (PEP) have proved too difficult to 

be questioned about their source of funds due to their popularity especially in East Africa, this 

is because of their nature and the influence they have over different affairs of the country 

because they are policy makers including the policies on how organisations should operate in 

the country. Moreover, based on the hypothesis which states “Establishing the source of wealth 

of a PEPs is associated with corruption”, the study has found there is evidence of association 

between corruption and difficulty in questioning the Politically Exposed Persons (PEP) about 

their source of funds. It has been noted that most corrupt PEPs have certain advantage when it 

comes to laundering of their funds that is not available to other ordinary money launderers, 

Lishan, (2013). They use their powers to access domestic and international financial systems 

to launder their proceeds, (Mendes and Oliveira, 2012; Mugarura, 2010; Theodore et al, 2009). 

Hence, the significance of developing a culture of anti-money laundering compliance within 

the banking and financial institutions have been on discussion for several years. According to 

Carr and Golby, (2009), several money-laundering activities, especially relating to the proceeds 

of corruption, normally takes place through the money transfers channelled through the world’s 

financial systems. Based on the findings it is clear that corruption needs to be addressed in order 

to be able to determine PEPs source of wealth. And if corruption is not properly addressed then 

it will be difficult to know whether the sources of funds from these political figures are 

connected to corruption. 

Regular training on KYC policies is also important because based on the hypothesis which 

states “An employee’s awareness of know your customer policies is associated with regular 
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training on know your customer”, the study has found evidence of association between 

employee’s awareness with KYC and regular KYC trainings. Frequent trainings will enable 

staff members especially in the local banks to utilise them especially when dealing with PEPs 

who have proved to be difficult to determine their source of funds. In addition, banks are 

required to monitor all transactions especially the ones connected to PEPs, by improving the 

level of enhanced due diligence carried out on high-risk customers and PEPs. Because the study 

found, 69% of the respondents, indicated that it is extremely difficult to determine the source 

of wealth of political figures, this makes it even more difficult to determine the whether the 

transaction not related to money laundering. Politically exposed Persons “PEPs” have been 

abusive of the national resources over the years. Moreover, some respondents also expressed 

their concerns about how PEPs in East Africa the powers have to do anything especially in East 

Africa. Because they have links to higher authorities. PEPs are sometimes difficult to deal with. 

In addition, due to their influence, you might report them to higher authorities about their 

suspicious transaction and no action taken against them. PEPS need to be looked at with close 

attention and ensure that strict laws are in place, order to control their financial activities.  

Many banks struggle to understand what, and how much, enhanced customer due diligence 

information they are required to collect and how they should use such information. Further, 

banks have shown lack of willingness to ask for information from prominent PEPs customers 

and were therefore unable to carry out adequate enhanced customer due diligence. All banks 

are required to ascertain the identity of their customers on the basis of reliable or official 

documents and always maintain records of the customers on frequent basis when establishing 

business relations or carrying out transactions.  
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7.1.3-Financial infrastructure in East Africa 

Figure 15 summary of conclusion of financial infrastructure 

 

According to Hitesh and Bharat, (2012), the current global economy and integrated financial 

markets mean that the process of transferring of funds across the borders has never been easier 

and faster than in recent years. Moreover, according to (Dion, 2012; Otusanya et al, 2011; 

PricewaterhouseCoopers, 2008), banks are increasingly facing a predicament with their clients 

whose increasing desires for confidentiality and safety are equivalent to their irresistible need 

for efficient means of moving money across the border. Hence, the detection of money 
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countries. Most financial institutions in the developing countries are still in the development 

stage and characterised by the lack proper laws and technologies to govern and identify the 

money laundering activities that might arise, Shawgat, (2011). The study found banking 

organization is the most preferred vehicle by money launderers as identified by 74 management 

officials. Furguson et al, (2015) identified what good or bad culture means for the behaviour of 

bank executives. Further, how culture impact on other serious factors such as reputation, trust, 

ethics, values, mission, purpose and conduct is not as direct as one might believe. This study 

expands an understanding on the roles that can be played by the management in ensuring that 

the organisation is alert to the threats of money laundering because as the study shows they are 

aware that bank is the most preferred route by money launderers. And it is their duty to set an 

example in ensuring that the organisation is compliant with anti-money laundering 

recommendations, Furguson et al, (2015). This will have a positive impact on institutional 

culture and enhance its reputation by not allowing money launderers to exploit the organisation, 

(Verhage, 2009). 

The study also found existence of complicated formalities in opening and maintenance of bank 

accounts does not make it any easier for people especially lower earning citizens who are in 

need of having bank accounts, as expressed by 63% of the management officials in East Africa. 

According to Ouma, (2012), the average cost of ATM transaction is $1.8 to $2.3 per transaction. 

This situation discourages people especially those with low-income to save their money in the 

banks. That is why it is important for this issue to be addressed because if the formalities and 

costs are high during opening and maintaining of bank accounts this forces people to save in 

cash and leave the region exposed to the risk of money laundering.   

It is estimated around 2.5 billion adults’ worldwide, lack access to formal banking services. 

This is equivalent to 50% of the world population. Moreover, most of these people are from 
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the developing countries, (FATF, 2013, Anti-money Laundering and Terrorist Financing 

Measures and Financial Inclusion). One of the issues that have been overlooked by the FATF 

recommendations is the criminal proceeds laundered through cash, Ardizzi et al, (2014). As is 

well known, cash is different from any other form of payment because it guarantees anonymity; 

this allows banknotes to pass from hand to hand without a trace, impacting the degree of 

transparency of the banking systems (Ardizzi et al, 2014). According to FATF, (2015), despite 

the popularity of non-cash means of payment in developed economies, cash remains an 

important method of payment across the globe, with an estimated USD 4 trillion in circulation 

and between 46% and 82% of all transactions in all countries being conducted in cash, FATF, 

(2015). According to Moshi, (2012), in East Africa people can walk around with suitcases and 

bags of money without being questioned and even purchase properties such as houses, cars, 

and other expensive items without being questioned about the source of their money. The study 

also found that FATF Anti-money laundering recommendations can only be a success if the 

government address the issue of cash-based economy as expressed by 77% of the front-line 

staff working across banks in the region. This study found evidence of association between the 

rise of money laundering in the region and the cash-based economy. As the study reveals that, 

money laundering can be controlled and minimized if the cash-based economy. This will make 

it easier for banks to trace the source of money because as it stands money launderers will 

continue to exploit the banking sector in the region if this issue is not properly addressed. 

 

 

 

7.1.4-Dimensions of money laundering in East Africa 
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Figure 16 Association between information sharing and detecting terrorist finances 

                                        

According to Hitesh and Bharat, (2012), the current global economy and integrated financial 

markets mean that the process of transferring of funds across the borders has never been easier 

and faster than in recent years. Numerous banks both local and across the borders have strict 

bank secrecy laws which encourage anonymous money transfer. Money laundering flourishes 

on secrecy, (Otusanya et al., 2011; Nellen and Lankhorst, 2008; Sikka, 2008). The increase in 

demand for integration of illicit proceeds into the world’s financial system and the removal of 

barriers, which encourages free movement of capital, are two major factors that have 

contributed immensely to an increase in money laundering through the banking system 

especially in East Africa, (Shon, 2002). The study found, 81% believe money laundering is on 

the rise in the region, and it’s entirely not the fault of the banks but the governments in the 

region have not done enough to help curb this growing problem.  

According to (Dion, 2012; Otusanya et al, 2011; PricewaterhouseCoopers, 2008), banks are 

increasingly facing a predicament with their clients whose increasing desires for confidentiality 

and safety are equivalent to their irresistible need for efficient means of moving money across 

the border. To facilitate information sharing between appropriate authorities and further outline 

several measures or controls for financial institutions to relieve risks and prevent money 
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laundering and terrorist financing, Proviti, (2014). Based on the hypothesis which states; 

“Detecting terrorist financing is associated with information sharing”. The study has found 

evidence of association between the rise of money laundering and information sharing in the 

region. Bank secrecy has been a problem in the fight against money laundering in the region. 

Lack of information sharing among banks encouraged money launderers to continue exploiting 

the banking institutions to launder their money. Otusanya and Lauwo (2012), stressed the 

importance of eradicating bank secrecy because money laundering cannot be tackled 

effectively if there is bank secrecy. One of the interviewee stressed that sharing of information 

is not easy.  This calls for a reform on information sharing because if information cannot be 

shared across different local or international banks in the region then money laundering will 

continue to rise in the region as the study found. 

With the current global economy and integrated financial markets, the process of transferring 

of funds across the borders have never been easier and faster than recent years. Numerous banks 

both local and across the borders have strict bank secrecy laws which encourages anonymous 

money transfer, (Otusanya et al., 2011; Nellen and Lankhorst, 2008; Sikka, 2008). This 

situation has led to money launderers using banking institutions to launder their illicit proceeds 

due to the existence of bank secrecy that act as their shield and allows them to cleanse their 

dirty proceeds. Banks are increasingly facing a predicament with their clients whose increasing 

desires for confidentiality and safety for their money are equivalent to their irresistible need for 

efficient means of moving money across the border, (Dion, 2012; Otusanya et al, 2011; 

PricewaterhouseCoopers, 2008). This poses a great deal of challenges because most customers’ 

needs are rather self-contradictory, protection and Privacy often demands extra controls while 

the well-organized global access demands less. Based on findings banks are still not willing to 

cooperate and stop money launderers from using the banks to launder their money. One of the 

respondents stressed that; “Sharing of information is not that easy as one might think”. 



 
 

302 

Sometimes information can be shared with other banks but with restrictions and mostly the 

information is only shared upon request by law enforcement officials. This is not good news 

because one of the key ways on how to prevent the banking institutions to be used by money 

launderers is to have strong cooperation among banks both local and international.  

7.2.0 Contribution to knowledge 
 
This research study contributes to the body of knowledge in the area of money laundering 

specifically in the field of forensic accounting. Using mixed methods specifically convergent 

parallel mixed methods to explore the compliance of FATF anti-money laundering 

recommendations. Exploiting findings from both quantitative and qualitative have helped to 

expand the understanding on the nature of these anti-money laundering recommendations on 

how dimensions of money laundering, national and institutional culture, and financial 

infrastructure have affected the compliance of FATF anti-money laundering recommendations 

in East Africa. The study identifies that effective compliance of anti-money laundering 

recommendations in East Africa is dependent on the following areas being addressed.  

7.2.1-FATF Anti money laundering Recommendations; this research fills the gap on 

literature on anti-money laundering compliance in East Africa. a handful of recent studies have 

explored the FATF anti money laundering recommendations, their compliance and 

applicability to countries all over the world, (Makin, 2017, Brandon, 2011, Ayodegi, 2011 

Chatain et al, 2009). However, none of the studies have taken into account the nature of these 

recommendations based on the East African perspective. This study has found that; 46.6% of 

the management working in banks across East Africa, agreed that FATF anti-money laundering 

recommendations do not cater to the needs of developing countries, especially East African 

countries. This leaves the region in dilemma because when it comes to evaluating the 

accomplice of anti-money laundering recommendations. the international anti-money 
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laundering regulators do not take into account the challenges that the region faces in complying 

with the anti-money laundering recommendations because there are so many factors that 

hinders the proper compliance i.e. Cash based economy, awareness, accessibility of banking 

services etc. All these as discussed on the previous chapter have contributed to difficulty in 

implementing the FATF anti money laundering recommendations. that is why some of the 

respondents from the survey and interviews suggested that; there is a need to develop 

recommendations that can carter for the needs and challenges of developing countries 

especially East African countries because as it stands these countries are under pressure to keep 

up with money launderers and the changes on these recommendations which makes the 

situation even harder to manage. Except, if FATF take into account the challenges the East 

African countries face and develop anti money laundering recommendations while taking into 

account those challenges will be a positive step towards the battle against money laundering in 

the region, which is on the rise as specified on this study. 

7.2.2- National and Institutional culture; this research study tries to fill the gap on literature 

specifically on anti-money laundering compliance culture in East Africa. A handful of the 

recent studies have explored corruption and how it has affected organisations and the economy 

in East Africa (Minkov & Blagoev, 2009; Carr and Golby, 2009; Pillay and Dorasamy, 2010; 

McLaughlin, 2013). However, none of the studies have taken into account how corruption has 

made the task of questioning PEPs source of funds. The study found evidence of association 

between corruption and difficulty in questioning the Politically Exposed Persons (PEP) about 

their source of funds. Further, study found 68% of the management officials indicated that 

Politically Exposed Persons (PEP) have proved too difficult to be questioned about their source 

of funds due to their popularity especially in East Africa. Moreover, one of the aspects of 

national culture that have captured the attention is the existence of corruption especially in all 

sectors in East Africa both public and private. This has greatly affected not only the way banks 
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operate in terms of curbing money laundering, but also the standard of living of individuals as 

a result of money laundering in the region. The study identifies PEPs as an obstacle in the 

process of curbing money laundering in the region. Investigation conducted by FSA, (2011); 

indicated that some of the banks, the general concept of AML culture was still a great concern 

and with senior management and the people responsible for compliance. This challenge the 

whole point of having anti-money laundering regime especially the need to identify the PEP`S 

whom according to many banks are seen as the valuable customers and the need to segregate 

them might result to losing them completely. Banks and the government in East Africa need to 

come together and find a way to tackle corruption and limit the powers of PEPs in order to 

simplify the task of determining the source of wealth.  

7.2.3-The financial infrastructure, this research work tries to fill the gap on literature 

specifically, on anti-money laundering compliance in East Africa. Recent studies have explored 

how money laundering has impacted banks and other financial institutions and penalties 

imposed by anti-money laundering regulators for their failure to prevent money launderers from 

using their organisation to launder their ill-gotten wealth, (Shawgat, 2011; Arasa and Ottichilo, 

2015; Furguson et al, 2015). However, none of these studies have taken into account the 

existence of complicated formalities in opening and maintenance of bank accounts as a factor 

that increases the likelihood of money laundering to grow. Because based on the study, people 

especially lower earning citizens who are in need of having bank accounts have no access to it 

due to these complicated formalities which makes it difficult for people to own bank accounts 

and have access to banking services, as expressed by 63% of the management officials in East 

Africa. Further, FATF Anti-money laundering recommendations can only be a success, if the 

government address the issue of cash-based economy as expressed by 77% of the front-line 

staff working across banks in the region. With more than 50% of the population in the Eastern 

Africa region living on less than $2 a day (Transparency International-Kenya, 2013).  
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The problem of having complicated formalities in opening and maintaining of bank accounts, 

coupled by the existence of cash-based economy has further fuelled money laundering to 

flourish in the region. The reason being that people can save money in cash and later inject it 

into the financial system without any difficulties because the banks wouldn’t be able to identify 

if the funds are from a legitimate source or not. This situation has resulted to the region being 

more vulnerable to money launderers because the process of concealment and integration easily 

made without being detected due to cash-based economy and limited access to the banking 

services. For these people to afford banking services, banks need to look at their formalities 

and costs of maintaining bank accounts so as it will discourage majority of these people to save 

in cash which will enable banks to easily trace the source of funds.  Further, the study found it 

will also help to discourage cash-based economy in the region by encouraging people to save 

their money and conduct transactions using banks.  

7.2.4-Dimensions of money laundering; this research study fills the gap on literature on anti-

money laundering compliance in East Africa by giving an insight on the nature of money 

laundering in the region. A handful of recent studies have explored dimensions of money 

laundering in East Africa based on drug trafficking and the flow of proceeds of corruption in 

the region, (Warutere, 2006, Gastrow, 2011). However, none of the studies have taken into 

account that money laundering is on the rise in the region due to the existence of bank secrecy. 

This study gives evidence of association between the increase in money laundering in the region 

and the bank secrecy that makes the task of detecting money laundering and terrorism financing 

much more difficult to detect and to deal with. This leaves the banking sector more vulnerable 

to money laundering. Further, this study links the dimensions of money laundering to national 

and institutional culture, and financial infrastructure in the region. Because it helps to shapeup 

culture and financial infrastructure in a sense that, if money laundering is on the rise in the 

region the banks are more likely to fall victims and due to bank secrecy, that exists among 
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banks in the is seen as a barrier to a culture of anti-money laundering compliance because the 

institutional theory states that organizations will take on structures that are of similar structure 

with the institutional environment, (Glynn and Azbug, 2002). Bank secrecy needs to be looked 

at as discussed in the previous section in order to tackle the growing problem of money 

laundering in East Africa.  

7.3.0 The significance of this Research Study  

The findings of this research study would benefit the following set of groups:  

i) The governments of East African countries (TANZANIA, KENYA AND UGANDA). 

This research project would benefit the East African countries by helping to understand the 

current situation of money laundering in the region and the world at large. Further, due to 

current plans aimed at creating a common set of anti-money laundering guidelines, applied in 

the region. This research project is beneficial, as it has managed to explore in depth the FATF 

anti-money laundering recommendations, which are now a necessity for every country in the 

world to implement. More focus has been placed on the level of compliance of these 

recommendations in the region taking into account factors that might affect the compliance 

process such as culture and the financial infrastructure as discussed in the sections below. In 

addition, this research work gives highlights on what the government needs to look at, and the 

areas that they need to pay more attention on in order to improve the level of compliance in the 

region by taking into account various suggestions from this research work.  

ii) Regulators of money laundering crimes; this research work is of great benefit to the 

regulators of money laundering crimes in East Africa because it has highlighted the areas that 

require more attention as discussed in different sections of this research work. Further, this 

research work has simplified the task of the regulators by actually pointing out what needs to 

be done in order to rectify the existing money-laundering situation. 
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iii) Banks in East Africa; this research work has great significance to the East African banks 

as they have constantly come under immense pressure from the regulators on the lack of 

compliance on their part that have resulted to hefty fines being imposed to banks that have been 

found guilty for non-compliance. This research project intends to render a helping hand on the 

areas that banks need to address especially when it comes to the issue of know your customer 

KYC. Especially how to treat politically exposed people when they decide to commit into a 

business relationship, as revealed in this research that such people have continuously caused 

problems for banks due to their ability to get what they want especially in East Africa. Further, 

this research work provides further advice on how to adjust the existing culture in the 

organisation to have an effective implementation of the anti-money-laundering 

recommendations. Lastly, it also provides an insight on what needs done in order to improve 

the level of service in terms of reducing the complicated formalities when it comes to opening 

and accessing the banking services. This encourages more people to save their money with a 

bank hence it reduces cash saving and people using cash to make huge payments hence it makes 

it easier to track the sources of funds and reduce the likelihood for money launderers to try to 

use the loophole to launder their ill-gotten funds in the region.  

iv) Academic researchers on the field of Forensic Audit and Accounting especially on 

issues relating to money laundering and terrorist financing. This research project intends 

to add new knowledge on the field of money laundering. The reason being that money 

laundering is a current issue that is beginning to attract more attention to not only academic 

researchers but also the media and other sources of information. Due to this reason, this research 

project comes handy. Because it adds a significant knowledge to the already existing 

knowledge and hoping that the contribution from this research work sets a platform for further 

research on the money laundering issue. I hope that, the experience that can help to change the 

existing money-laundering situation that keeps on growing and even create a future that is free 
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from money laundering crimes by proving advice and ways that different institutions can adopt 

to tackle this problem. 

7.4.0 Limitations and future research 
 

One of the biggest challenges faced in this research project is the process of gathering data. The 

reason being that this research topic is very considered to be very sensitive especially in East 

Africa where money laundering is on the rise and the researcher had to start building contacts 

more than one year prior to the official data collection stage in order to be sure of whom and 

where the data can be collected. Many people the researcher came across believe this topic is 

very timely and useful. Though, they were concerned about the “intention” when collecting 

data. Because they thought the researcher was an undercover investigative agent while I was 

just a normal researcher. That is why some of the respondents that were lined up for the 

interview pulled out last minute because they didn’t want to get into trouble, which is 

understandable taking into account the nature and the sensitivity of the topic. 

Another limitation due to the nature of the topic the research questionnaire could not cover 

everything as the researcher might have hoped and because of time constraint, made it even 

harder. The researcher managed to have a good response especially from the questionnaire. 

That being said the research questionnaire and the interviews have managed to cover the 

important bits of the research.  

The limitations as described above provide opportunities for further investigation. So far, this 

study has provided evidence of compliance of FATF anti-money laundering recommendations 

taking into consideration how national and institutional culture, financial infrastructure and 

dimensions of money laundering have affected the compliance of these recommendations in 

East Africa. The findings focus on how different aspects of national and institutional culture, 

financial infrastructure and dimensions of money laundering have played a role on the 
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compliance of these anti-money laundering recommendations. This study provides interesting 

areas for further investigation. 

Anti-money laundering compliance culture; to add to our understanding there is a need for more 

in-depth study and investigation on how the anti-money laundering culture can be a success 

among banks in East Africa because this study has found that politically exposed persons 

(PEPs) have proved too difficult to be questioned about their source of wealth due to corruption. 

The issue of corruption and politically exposed persons need further investigation especially 

on how banks can establish culture of anti-money laundering compliance despite the powers 

and the influence of PEPs in the region. Banks need to understand that if they fail to uphold the 

anti-money laundering compliance guidelines because of PEPs, they will be the one affected. 

Hence a plan is need in order to facilitate anti-money compliance culture despite the challenges 

they face from PEPs. 

The impact of poor financial infrastructure specifically, cash-based economy. To add to our 

understanding there is a need to have an in-depth research on how to address the issue of cash-

based economy in the region. Because study found evidence of association between the rise of 

money laundering in the region and the cash-based economy. This calls for further investigation 

on what needs to be done in order to discourage cash-based economy that makes it difficult to 

trace and to track the source of funds. Majority of the East African countries still embrace cash 

economy and there are no signs of improvements although there is evidence of governments 

already have regulations in place, but the implementation is still not encouraging. That is why 

there is a need for further research on what measures need to be taken in order to discourage 

cash transactions and cash savings in the region in order to promote efficiency in the 

compliance anti-money laundering recommendations. 

A number of approaches have explored the compliance of FATF anti-money laundering 

recommendations taking into account the perspectives of national and institutional culture, 
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financial infrastructure and dimensions of money laundering. Using the existing literature and 

theories of anti-money laundering compliance. The researcher conducted a study using mixed 

methods specifically convergent mixed methods using interviews and questionnaire to 

investigate the research aims. This study provides evidence on the impact of national and 

institutional culture, financial infrastructure and dimensions of money laundering in the 

compliance of FATF anti-money laundering recommendations.  These findings provide 

evidence that the research approach has proved useful in the investigation of the compliance of 

FATF anti-money laundering recommendations in East Africa. 
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A-Figure 17 List of banks used in this research work 
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B-Questionnaire Frontline staff  
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C-Questionnaire management 1 
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D-Invitation letter for interviews 
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