1
5

The Caux Round Table

Chamber of Commerce Center

401 Robert St., St. Paul, Minnesota 55101

Tel: 651 265 2761; Fax: 651 223 5119

CONFERENCE REPORT

Dirty Money and National Security
September 10, 2003

Under the Joint Sponsorship of The Brookings Institution,

The Center for International Policy and the Caux Round Table

On September 10, 2003, CRT participant Raymond Baker organized a second conference with The Brookings Institution to highlight the dysfunctional impact on globalization of the flow of “dirty” money from poor, developing and emerging market nations to the money centers of the world such as London and New York City.  This year the focus of discussion was the implications of “dirty” money, or what one speaker also called “rogue” capital, for national security concerns of the United States in particular.

Last year the focus of the conference had been on the negative impact on economic growth for poor, developing and emerging market nations of these capital outflows.  Subsequent to that conference, the Caux Round Table (“CRT”) had issued a policy statement calling for the reduction of “dirty” money flows.

Raymond Baker defines “dirty” money as money that is illegally acquired, illegally transferred or illegally used.  Primarily it is money that either originates in illegal activities such as drug sales, corruption in the purchase of special favoritism, or tax evasion, or is transferred into secrecy accounts and then laundered to facilitate terrorism, crime or other illegal activities.

Senator Grassley (R-Iowa), Chairman of the US Senate Committee on Finance, in a speech delivered by Eric Akers, opened the discussions with the forceful point that money fuels efforts to commit crimes.  Desire for money is the motivation for many illegal and unjust activities.  If the gains from crime could be nullified so that “crime would not pay,” criminal activity would decrease.

For example, the drug trade in the United States is a lucrative industry.  The distribution and sale of illegal drugs in the United States grosses some $62 billion a year.  Of those proceeds, only some $300 million are confiscated by authorities, a loss easily built into cost of sales.

The large flows of “dirty” money, according to Senator Grassley, are a danger to stable economies for the impact on exchange rates, the monetary base of a national economy, and interest rates.  And, what “dirty” money can finance in illegal activity such as terrorism is of great concern. 

Senator Grassley called for the formation of a national money-laundering strategy to illuminate 1) interests, goals and needs; 2) needed tools and mechanisms; 3) implementation protocols; and 4) resources needed.

The system and mechanisms of “dirty” money flows need to be exposed and explained to all concerned so that the true costs of the status quo are better understood as a spur to remedial action.

Conclusions:

Discussants and participants seemed generally in agreement that “Everyone is in it for the money” and that a national security priority on stopping the flow of “dirty” money would result in better living conditions for the global community.

A “systems” approach was recommended.  Patterns of “dirty” money extraction, of transfers and uses, must be studied and understood in order to mount multi-faceted counter-attacks on the deep structure of the abuse.  Systems need to be closed down, not just loopholes in the law plugged sporadically.  Federal and state agencies need better coordination.  US money-laundering legislation should be re-conceptualized to focus not on a short list of 11 predicate off-shore offenses, but on a global definition of “dirty” money, the transfer of which into the United States would trigger criminal sanctions.

If “dirty” money is a threat to US national security, then rights of self defense some to the fore.  Source countries from which “dirty” money comes could do more to empower American lawyers, courts and prosecutors to track down and recover such funds for the country of origin.  Private plaintiffs litigation against the moguls of crony capitalism or those who run states as enterprises for personal profit might serve to recover sums taken in theft of national resources and so dissuade similar thefts in the future.

The long-term costs and benefits to the United States of “dirty” money inflows should be more thoroughly thought through and articulated.  IMF estimates of “dirty” money are from US$600 billion to US$1.8 trillion annually.  This flow of funds swamps the GDP of most countries.  The amount can be calculated alternatively as from 2% to 5% of global GDP.

The costs of “dirty” money are inducements to state failure, drug production and terrorist success.  “Dirty” money sustains global criminal networks – Russian mafias and Chinese Triads, for example. It defeats foreign aid and facilitates poverty.  Tax havens holding much of the world’s “dirty” money ease market speculation against national currencies.  The hundreds of billions in tax havens are not paying a fair share of the public goods needed by the global community.

Presentations:

Raymond Baker noted that there are three forms of “dirty” money: criminal, corrupt and commercial where there is intentional tax evasion across borders or illegal commercial activity.  Methods used most often are false documents, dummy corporations, secrecy jurisdictions, tax havens, and mis-pricing on invoices.  But as the capabilities for funds transfer evolve and become more sophisticated, traffickers in “dirty” money improve their techniques.  Baker called for a change in US law as a major part of the response to “dirty” money inflows.  He said that 99.9% of the money presented for deposit in the US gets into secure accounts.  If we only try to stop part of the “dirty” money influx and permit most of it to enter legally, then we will never even stop the flows we are most concerned with.

The financing of terrorists was discussed by David Aufhauser, General Counsel, US Treasury Department and Douglas Farah, a journalist with the Washington Post.  Aufhauser remarked that it is impossible to overstate the importance of the war on terrorist financing when speaking about the war on terrorism.  “Funding is the midwife of every terrorist event,” buying mobility, stealth, and the tools of execution and escape.  He stressed that “the war on terrorism will be won with intelligence and by shutting off their logistical means, not with bullets.”  Farah detailed Al Qaeda’s use of commodities, such as diamonds, to finance its activities.  The US government has been slow to recognize terrorists’ non-traditional financial methods, such as the use of charities, the hawala system of transferring assets, and the use of gold as an alternative asset.  Because of the shift of wealth into commodities, the impact of freezing Al Qaeda’s assets after 9/11 was muted.  

Jules Kroll, chairman of Kroll Associates, and John Fawcett, an investigator with Kreindler & Kreindler, spoke of private sector initiatives to track down “dirty” money and of the ease with which Saddam Hussein could frustrate the embargo against his regime.  Private efforts are being made to seek the assets of Fujimori, former president of Peru. 

James M. Kindler, Chief Assistant District Attorney, New York County District Attorney’s Office, then spoke at lunch to the point that “dirty” money is a huge problem, that all resources must be marshaled in tandem to address it, and that cooperation among agencies is needed immediately.  All components of “dirty” money are only parts of one problem.  We will not succeed by addressing parts piece-meal and seriatim.  Kindler estimated that the United States is losing some $7 billion in tax revenues annually from the diversion of monies to offshore accounts.  Small players can have large effects he said.  The Beacon Hill money transfer business used only four accounts to move $3.2 billion for South American clients through major New York banks.  $30 billion came out of Brazil through Beacon Hill accounts.  In the Bahamas and the Cayman Islands, there are 115,000 credit cards accounts for persons in New York, New Jersey and Connecticut alone.  The Cayman Islands boast of having $750 billion on deposit.  And who, Kindler asked, benefits most from that arrangement?

Grant Ashley, Assistant Director, Criminal Investigative Division, FBI, noted that a new approach to defeating poly-criminal organizations has been emerging in law enforcement, that is, to go after the money resulting from criminal activity more than seeking to stop the activity in the first place.  15% of new FBI hires will be accountants.  Movement of “dirty” money takes place in complex layering to suggest that the money being moved has a legitimate source.  Businesses are often needed to accomplish this.

Eric Akers, Staff Director, US Senate Caucus on International Narcotics Control, noted that 267 tons of cocaine were sold in the United States in 2002 so that some $62 billion needed to be laundered and put in the electronic funds transfer system to pay for the production and distribution of the drugs.  Akers described how a simple system of black market acceptance of dollars in the United States and pesos in Colombia, in conjunction with private sector businesses seeking to smuggle goods into Colombia, provided a highway for the movement of drug money from the United States into Colombia.  To encourage such transfers, the black market dollar/peso exchange rate had a 20% discount from the official exchange rate, undermining the ability of the Colombian government to control its economy and keep transactions transparent.

Kim Thachuk, Adjunct Professor, Elliot School of International Affairs, The George Washington University, asked, “Who is the enemy?”  She voiced concern that different agencies charged with interdiction of one part of the “dirty” money problem have different paradigms which lead to flawed policies.

The world, she argued, is facing a variety of new threats – conditions short of war yet beyond the capability of domestic law enforcement agencies.  Networks of global reach with no centers of gravity, where criminal activity funds terrorism and terrorism reciprocates with erosion of state structures of legality.  Individuals, not states, are the perpetrators.  Terrorists seek to hijack government based on religious or ideological appeal.  Where state structures weaken, criminals and terrorists gain leverage.

Louise Shelley, Director of the Transnational Crime and Corruption Center at American University, argued that in transitional society, such as that emerging out of the former Soviet Union, illegal activities are linked to legal businesses through programs of privatization.  In Russia, flows of money laundering were a tip-off to the collapse of the ruble.  Shelley argued for the contribution of scholars and academics to the need to unravel puzzles and the complexity of networks.

Gilda Mariani, Unit Chief, Money Laundering and Tax Crimes, New York County District Attorney’s Office, advocated the important role to be played by state and local law enforcement agencies where state law defines a wide range of crimes and more easily makes illegal trafficking in the money associated with those crimes.  Elise Bean, Staff Director, Permanent Subcommittee on Investigations, US Senate, spoke of the improvements made by the Title III of the Patriot Act of 2002 which closed shell banks and imposed due diligence requirements on the receipt of funds by US financial entities. 

Jack Blum, partner, Lobel, Novins and Lamont, said that in his opinion it was an affront to global civilization to permit tax evasion through the transfer of “dirty” money.  He urged corporations to make public their income tax returns as they do their income statements with regard to the sale and registration of securities.  There should be, he advocated, a national register of corporations so that the IRS could compare tax filings with business operations.  The IRS also should be given access to bank filings of suspicious activities.  Blum concluded with a request that a new mechanism for prosecutorial cooperation among nations be devised with cross-designation of prosecutors and compulsory attendance of foreign witnesses.
