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ABSTRACT 

Regulatory governance in domestic and transnational settings is typically conceived 

as a two-party relationship between a rule-maker or regulator (R) and a rule-taker or 

target (T). Private governance is usually understood as self-interested behavior and in 

competition to the inter/governmental one. This paper qualifies these two conventions. 

It first extends an agenda for the study of regulatory governance as a three- (or more) 

party relationship -- with intermediaries and intermediation processes (I) at the center 

of the analysis.  Intermediaries play major and varied roles in regulatory governance, 

not always as I show voluntarily. They provide expertise and feedback, facilitating 

implementation, monitoring the behavior of regulatory targets and building 

communities of assurance and trust.  Despite their central role in governance in 

general and global governance in particular they have received little scholarly 

attention. This paper applies the framework of R-I-T to the case of  the emergence 

and globalization of the US anti money laundering regimes.  It demonstrates how 

Banks became intermediaries against their will and indeed rule-target, carrying fines 

in the billions. Regulatory responsibilities were forced on banks and how they 

surprisingly were orchestrated and responsibilized in the USô and global community 

fight against tax-evasion, drug trafficking, corruption and terror.  The implications of 

the finding to the study of intermediation in global regulatory governance more broadly, 

emphasizing the important of (some) states in current global governance.  
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1. Introduction 

 

When we think, conceptualize and analyze regulatory governance we usually think 

about the distinction between rule-makers and rule-takers. It should not be surprising, 

or controversial, to suggest that the conventional way to think about governance is to 

think on a world of rulers and ruled; regulators and regulatees. This is largely taken for 

granted, and is not even explicitly stated, not to mention critically problematized. Still 

and perhaps another way, and indeed potentially, more productive is to think about 

governance, as a three-way game. A world where the interaction between rule makers 

and rule takers is mediated and sometimes governed by rule intermediaries (Levi-Faur 

& Starobin, 2014; Abbott, Levi-Faur and Snidal, 2017). Intermediaries with roles and 

capacities that are less clear and less stable than we often assume when we analyze 

power and legitimacy in governance. Think, for example, about the transnational 

governance of fair coffee. Fair coffee, and fair trade, more generally represent an 

important and effective global regime and a moral challenge to the idea of market 

governance. Here a certification and labeling by NGOs who act as intermediaries 

provide regulatory information to the consumers who may decide to trust or not to trust 

the label. The rule takers are the firms in the global production and marketing chains 

of the coffee. The rule makers are formal and informal actors who shape the regulatory 

and normative environments of what ñfairô means in the context of regulatory 

intermarries.  The rule-beneficiaries of the global ófair coffeeô are workers and 

sustainability values who are effected by the global production and marketing of 

coffee.  The role of the fair coffee NGOs ï or the rule intermediaries - is critical for the 

legitimacy and effectiveness of the regime.  

 

Rule intermediation, that is, the mediation processes between rule-makers and the 

rule-takers, are not unique to the fair-coffee regime. Intermediaries are everywhere. 

Economics 101 tells you that the banks are the intermediaries between savers and 

borrowers. Political science 101 tells you that members of the parliament in 

democracies are the intermediaries between government and the people. And so it 

goes. If youôll look around openly you can see that intermediation abound. It is a good 

business. It is a good politics, and it is a social good. Still and unfortunately, awareness 

for intermediation is less prevalent in the academic worlds of global governance and 
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regulation. Intermediaries, it is argued, play major and varied roles in regulation, from 

providing expertise and feedback to facilitating implementation, monitoring the 

behavior of regulatory targets and building communities of assurance and trust. Their 

functions, power, scope of authority and effectiveness are critical to understanding of 

the complex regulatory networks and regimes that govern the world. 

 

To demonstrate the potentially powerful insights of the intermediaries and the ways 

they help us to understand three different logics of governance this paper analyzes 

the emergence and current architecture of the global money laundering regime.  

Money laundering, that is, the processing of criminal proceeds into the financial system 

or legal economic activity, in order to disguise their illegal origin (Levi, 2002; Reuter, 

2005; Unger, 2011). This process is of critical importance, as it enables the criminal to 

enjoy these profits without jeopardising their source. Criminalizing the concealment of 

the sources of the money allow authorities to ñgo after the moneyò rather than the 

solely on the crime itself. Its historical institutionalization from the fight against Al 

Capone in the 1930 to the fight against Al Qaeda and other terrorist organization 

provides a fascinating story of the origins and techniques of global governance (Unger, 

2011; Tsingou, 2010; Hülsse & Kerwer, 2007). The analysis covers the use of hybrids 

of soft law and hard law; Legalization at the global level via de-facto domestic laws of 

powerful states. It portrays the use of the power of national and global networks of 

regulators and via them extending the power of the US and the EU in governing the 

world. It also allows us to point to processes of responsibilization of seemingly 

powerful actors ï financial institutions ï as intermediaries against their will. Not only 

that banks are now investing hundreds of millions in monitoring and reporting 

suspicious money laundering activities but they become one of the most unlikely rule-

takers in the global regime. They have started in the modest role of rule-intermediaries 

but gradually became major targets of the regime. As rule takers that are fined billions 

dollars each year in the last decade for not complying with money laundering 

regulations. The process of making the bank intermediaries against their will is 

conceptualize as a process of responsibilization and is contrasted with more common 

strategies of delegation and orchestration (Abbott and Snidal, 2009a/b; Abbott et al. 

2015; Hawkins et al, 2006).  
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The rest of the paper is organized in four parts. The first offers an overview of the 

regulatory governance literature on transnational regulatory governance. It points to 

an understanding of private governance as self-interested behavior by non-state 

actors. The second introduce regulatory intermediary and the RIT model. The third 

focus on the origin and development of the global Anti-Money Laundering [AML] 

regime and on the role of banks as intermediaries with it. The fourth concludes 

emphasizing the theoretical implications of the analytical framework and the empirical 

findings. 

 

2. Regulatory Governance on Global Governance 

 

Global governance is expanding via both transnational and intergovernmental 

institutions. This expansion is often regulatory rather than fiscal (e.g., financial 

transfers in the forms of aid) or discretionary (e.g., a unilateral decision and action by 

the powerful and charismatic person). Such regulatory expansion means that power 

is projected, leveraged, and accommodated via rules, regulatory institutions, and 

regulocrats rather than solely or mainly via other legitimate and illegitimate forms of 

institutionalized power, such as bureaucratic and charismatic discretion or taxing and 

spending (Brunsson and Jacobsson 2000; Djelic and Sahlin-Andersson 2006). With 

the institutionalization of rule-based governance, new demands for accountability, 

transparency, and extended liability are emerging (Power 1999, Rose and Miller 

2010). At the same time, new actors are coming into the spotlight, and new 

opportunities for rent-seeking, opportunism and capture as well as policy learning and 

experimentalism arise (Vogel, 2008, 2010; OôRourke, 2003; Mayer & Gereffi, 2010; 

Mattli & Woods, 2009; Büthe, 2004: 2010a/b; Potoski, & Prakash, 2005; Graz & Nölke, 

2007; Auld, Bernstein & Cashore, 2008; Cafaggi, 2011; Sable & Zeitlin, 2012; Wolf, 

2008; Marx, Maertens & Swinnen, 2012).  

 

Why bother with transnational governance and transnational regulatory governance in 

particular? One of the many good reasons is simply the fact that some problemsð

climate change and public health, for exampleðare transnational in nature. 

Consequently, global public policy is emerging as a transnational arena of policy 

making, as a policy network, and as a problem-driven response shaped by particular 
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ideas, interests, and institutions (Coleman, 2012; Stone, 2004; Reinicke, 1998). Many 

actors critically engage at the transnational level with polities and cultures that are 

considered unacceptable in various regions of the world and check the abuse of power 

at yet another level of political action (Risse, Ropp & Sikkink, 1999). The world is 

becoming smaller, and thus processes of diffusion are increasingly becoming global. 

Diverse institutional structures with varying degrees of scope, effectiveness, and 

legitimacy create a new epoch in the history of world governance. Changes take time 

and come in diverse forms and places, but the institutional arena in global governance 

is becoming more crowded than ever. A new global institutional script is born and 

diffused and with it a new institutional layer is being added to global governance 

(Meyer & Rowan, 1977, Levi-Faur, 2005; Djelic & Sahlin-Andersson, 2006, Meyer, 

Drori & Hwang 2006). 

 

All of these provide important reasons and compelling rationales for studying 

transnational governance, but there is one more reason that is especially important for 

the purposes of this paper. We should study the transnational because it helps us to 

better understand regulatory governance. Transnational regulatory governance offers 

a new angle from which we can understand regulation and regulatory processes and 

thus to reflect on the basic assumptions that shape the theories of regulation (Abbott 

& Snidal, 2013). In other words, the transnational arena is not only a theoretical puzzle, 

a challenge to be solved and defeated. It is also an opportunity to develop yet another 

and richer understanding of regulatory governance in general and the politics of 

regulation in particular. Regulatory governance scholarship needs the transnational 

arena as much as the transnational arena calls for the application of regulatory 

governance scholarship. The transnational arena presents a diversification and 

fragmentation of regulatory authority, rules, roles, and architectures of governance to 

an extent that helps us to better understand politics in the context of the expansion of 

rule-making. The promises of gains exist, therefore, on both sides. The theories of 

regulation can be highly useful for the study of transnational governance, and 

transnational governance allows us to refine and extend the theories of regulation.  

 

The regulatory governance perspective on transnational governance has emerged 

since the early 2000s from an exchange among diverse and loosely connected groups 

of scholars who focus on new pluralist forms of governance, institutionalization, 
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legalization, authority, and control within the transnational arena. These scholars place 

a diverse set of regulatory actors within a broad governance framework and with 

regard to the various facets of the regulatory processðrule-making, rule-monitoring, 

and rule-enforcement, rule-adaptation, rule-evaluation and rule-revision (localization, 

transplanting, or translation, which can sometime present experimentalist 

governance), and with an emphasis on the multiple and plural sources of rule-making, 

technologies of regulation, and enforcement strategies where markets are nurtured, 

embedded, and guided by public and private institutions via political action (Braithwaite 

& Drahos, 2000; Bartley, 2007). The regulatory governance perspective captures, 

explains, and makes sense of a world characterized by horizontal and vertical 

fragmentation of authority, of actor constellations, and of institutional architecture 

(Jordana & Levi-Faur, 2004; Scott, 2004; Börzel & Risse, 2005; 2010 Djelic & Sahlin-

Andersson, 2006; Bernstein & Cashore, 2007). It brings together scholars with 

empirical and positivist orientations as well as normative ones. It deals not only with 

the architecture of governance but also with actors and strategies, that is, the 

orchestration of various actors into regimes of rules, monitoring, and enforcement 

institutions (Abbott & Snidal, 2010).  

 

The expansion and diversification of transnational governance makes the three main 

images of international relationsðanarchy, hierarchy and intergovernmental ˴ˡ˭ð

increasingly unsatisfactory. The study of the emergence, consolidation, and expansion 

of private governance, meaning both civil and business, across borders aims to fill the 

gaps left by traditional state-centered institutions and single-level analysis and at the 

same time to offer an alternative. Certainly, anarchy is evident at the national and 

global levels as are intergovernmental institutions, yet they capture much less than in 

the recent past (Rosenau, 2007; Enderlein, Wälti, & Zürn, 2010). Rules, regimes, 

norms, and laws constitute formal and informal institutions that govern spaces 

previously conceptualized as largely or mainly ñanarchicò or ñhegemonicò (Shaffer, 

2012). Yet new actors and technologies of governance are coming into play, making 

the transnational arena denser, more diverse and more pluralistic than ever before 

(Cutler et al. 1999; Hall & Biersteker 2002; Djelic & Sahlin-Andersson 2006).  

 

The suggestion that a regulatory governance perspective should be one of the main 

approaches for the study of transnational governance represents a challenge for the 
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traditional theoretical power and the dominance of the international relations and 

international law literatures (Koenig-Archibugi, 2010, p. 1142; See also, Falkner, 

2003). The dominance of the traditional approach for international analysis in the study 

of transnational politics is evident in a recent Handbook of Transnational Governance 

(Hale & Held, 2011). The handbook provides a comprehensive map of more than fifty 

transnational regulatory organizations, yet the framework for the analysis of this 

otherwise useful handbook rests on mainstream theories of international relations. 

Functionalism, interests, ideas, and historical approaches provide the causal 

framework. Theories of regulation and the regulatory governance perspective are 

represented in the handbook only on the very margins. Mattli and Woodsôs The Politics 

of Global Regulation present this same point forcefully: ñFew topics are as central and 

of consequence to the lives and well-being of individuals as regulation, broadly defined 

as the organization and control of economic, political, and social activities by means 

of making, implementing, monitoring, and enforcing of rules. Regulation has become 

increasingly global as elements of the regulatory process have migrated to 

international and transnational actors in areas as diverse as trade, finance, the 

environment, and human rightsò (Mattli & Woods, 2009, 1).  

 

One illustrative example of the rise of regulatory organizations at the global level is 

GlobalG.A.Pða private association that sets voluntary standards by bringing together 

agricultural producers and retailers that want to establish certification standards and 

procedures for Good Agricultural Practices. Certification covers the production 

process of the certified product from before the seed is planted until it leaves the farm. 

Encompassing crops, livestock, and aquaculture and covering more than 700 

products, GlobalG.A.P, via 159 accreditation bodies, certified over 200,000 food 

producers in more than 135 countries.1 However, another type of such capacities is 

corporate-based regulatory actors. Take the transnational corporation chain store 

                                            
 

 

1 http://www.globalgap.org/uk_en/what-we-do/ Last accessed August 11th 2019. 

http://www.globalgap.org/uk_en/what-we-do/
http://www.globalgap.org/uk_en/what-we-do/
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Walmart as an example. As the largest private employer in the world, Walmart has 

some 11,200 stores under 55 different banners in 27 countries, and 265 million 

customers a week are served by 2.2 million employees.2 At the same time, Walmart 

has tens of thousands of suppliers over which it holds some power (Ruggie, 2007; 

823, ff11). Because Walmart has some power over its suppliers, one can target and 

orchestrate not only Walmart itself but also its suppliers and affect at least in theory 

the working conditions of many millions of other workers who are part of the Walmart 

global chain of production. 

However, the world of transnational regulatory governance is not only corporate based 

(in the form of the Walmarts of the world) or associational (e.g. GlobalG.A.P) but also 

NGO based. One such example is the Fair Labor Association (FLA), a US-based 

collaborative initiative of apparel and sportswear companies, universities, and NGOs 

that promote compliance with core international labor standards within their 

transnational supply chain. It emerged as a direct response to the anti-sweatshop 

protests in the late 1980s and the 1990s. The initiative that brought the two opposing 

sides to collaboration thanks to direct pressure from the Clinton Administration led to 

the creation of the Apparel Industry Partnership (AIP) in 1996. Three years later, this 

coalition expanded its reach and became incorporated as a non-profit under the new 

name of the Fair Labor Association (MacDonald, 2011). The association is 

controversial. Some critics question the FLAôs accountability and effectiveness, 

ñhighlighting what they perceive to be its corporate-dominated governance structureò 

(MacDonald, 2011, 244). Others regard it as a leader in innovation in compliance 

initiatives, ñpointing to its progress toward building independent auditing and 

complaints processes, and its efforts in recent years to strengthening the capacity 

building dimensions of its compliance programò (Ibid, 2011). Most recently, the strong 

reputation of the FLA proved useful. Thus, when Apple and Foxconn faced criticism 

over working and safety conditions in the production of Appleôs products, they had to 

turn out to the FLAôs inspection in order to demonstrate their credibility. 

 

                                            
 

 

2 https://corporate.walmart.com/our-story Last accessed August 11th 2019. 
 

https://corporate.walmart.com/our-story
https://corporate.walmart.com/our-story
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Transnational regulatory governance in the forms discussed above is both more 

diverse and messier than traditional regulatory approaches at the national level, but it 

is not different in principle. Traditional approaches at the national level have often been 

based on factory-centered, fixed rules and standards, government monitoring and 

enforcement, and judicial review (OôRourke, 2003, pp.5-6). Transnational regulatory 

governance is based, however, on networks and centers on global value chains, on 

new actors, in new roles, and in multiple and shifting relationships, experimenting with 

new processes of rule-making, rule-monitoring, and rule-enforcement (Ibid). While 

national, hard-law regulation focuses on the factory and mobilizes the power of the 

state, transnational regulatory governance mobilizes the power of all stakeholders in 

order to achieve similar, complementary, or better levels of social performance. The 

emergence of these institutions, regimes, networks of actors, and discourse is evident. 

Yet, as already noted by Mattli & Woods, it is less so in the international relations 

literature. They write: 

  

ñIt is surprising that no sustained attempt has been undertaken in the field of 

international relations (IR) to take stock of the broad picture of the politics of 

global regulation by systematically tackling questions such as: What major global 

regulatory changes have taken place in key issue-areas over the past few 

decades and what drove these changes? What institutional forums are selected 

for regulatory activities and what explains these choices? How is compliance 

monitored and enforced? Who are the winners and losers of global regulation 

and why? What explains variation across issue-areas?ò (Mattli & Woods, 2009, 

2).  

 

Unlike Mattli and Woodsô agenda ï which might as well be the major agenda in 

global governance ï our case, as will demonstrated in the money laundering case, 

is one in which private governance represent an instrument of public power.  

 

3. A Focus on Regulatory Intermediaries  

 

Broadly conceptualized, regulatory intermediaries are regulatory actors with the 

capacity to affect, sometimes control, and sometimes monitor relations between rule-
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makers and rule-takers. They can do so because they are ñintimates of the regimeò 

therefore via their interpretations of standards and their role in the increasingly 

institutionalized processes of monitoring, verification, testing, auditing, and 

certification. They include a range of public and private actors serving as ad-hoc 

regulators such as vigilant civilians, consumers, and professionals voluntarily 

contributing to collective enforcement of societal rules, sounding ñfire alarms,ò and 

calling for regulatory action (see also, Busch, 2010). These actors are increasingly 

entrusted with ongoing regulation because of their intimate familiarity, often as expert 

professionals, with the processes of rule-making, rule-intermediaries, and rule-

enforcement. They include lawyers, accountants, investment bankers, credit rating 

agencies, auditors, certifiers, testing companies, labs, and inspectors. Thus, banks 

have a duty to monitor and report money laundering. Credit card companies are 

pressured to minimize gambling transactions over the Internet. Internet Service 

Providers (ISPs) have to disclose the location and other private information of 

suspected offenders. Universities are required to act as intermediaries in the 

monitoring and enforcement of intellectual property and ethical codes in regards to 

their staffôs research.  Some of these intermediaries are easy to recognize and this is 

their main function; others are not. Physicians, social workers, and teachers have 

duties to report abuse and neglect without direct evidence (Thompson, 2002).  The 

mobilization of passengers and other drivers to the enforcement process for road 

safety by the creation of monitoring techniques, such as How is my driving? bumper 

stickers is a regulatory technique that is increasingly common around the world. In a 

similar arrangement, Qui Tam laws mobilize and rewards private individuals who 

assist prosecutors as whistleblowers, most often in white-collar crimes. Braithwaite 

(2012, 4) tells us corporate crime enforcement has a low success rate because of its 

poor record of getting insider testimony from corporations and organizations that are 

breaking the law. One of his solutions for a better regulatory compliance system is 

leveraging the moral, legal, and regulatory capacities of insiders to prevent fraud and 

other regulatory and compliance failures. Kraakman (1986) asks, from a legal point of 

view, when should we impose liability on intermediaries? The legal and terminological 

terrain includes such concepts as third party, collateral liability, and secondary liability. 

The legal, regulatory, and ethical obligations of the financial ratings agencies come to 

mind here (Sinclair, 2005). Their accountability should be assessed to evaluate the 

effectiveness and legitimacy of their regimes, especially given recent financial 



 

 
 

 

 
Page 14 from 39 

 

 

catastrophes from Enron to the Euro via the collapse of the housing market in the US 

in 2007.  

 

Diverse in their form and function, these actors include for-profit companies, 

governmental and intergovernmental agencies, and other non-governmental 

organizations (NGOs). A new market of auditing, verification, certification, and 

accreditation is booming (cf. Reinecke, Manning, & von Hagen, 2012). The emergence 

of this market for intermediation can be analyzed in terms of its useful functions in 

economic, social, and political processes. Kearl (1983), for example, asserts that the 

dynamics of the regulatory process rests on consideration of responses to these costs. 

Rule intermediaries, he wrote, will emerge who serve a useful function in lowering the 

social costs of a given regulatory scheme. Still, these actors have their own interests 

and sometime are in a position more privileged than the rule makers and rule-takers. 

Take, for example, the case of the cartel of credit rating agencies. Their privileged 

power is grounded in a de facto monopoly over certification granted by the Securities 

and Exchange Commission (White, 2010). Or consider Quality Assurance 

International (QAI) that managed, along with others, to convince the U.S. Congress to 

create the Organic Foods Production Act of 1990. The act created an elaborate 

scheme to define the term organic and established a legal subcategory of 

intermediaries called ñaccredited certifiersò (Klonsky, 2000). Politics was found in this 

case as a root for a successful business model. Nonetheless, QAI did not receive the 

same monopoly status that was given so generously to the few credit rating agencies 

that dominate the financial world. 

 

We are relatively familiar in public and scholarly forums such as GlobalG.A.P, the Fair 

Labor Association, the World Wide Fund for Nature, the Fair Wear Foundation, the 

Forest Stewardship Council, and the Marine Stewardship Council. We know much less 

about the organizations that monitor, audit, verify, and certify the rules these 

organizations created. These anonymous regulatory agentsðoften subcontracted 

third parties, tending to remain hidden from view, presumed to be credible regulatory 

agents by virtue of their purported independence from rule-making organizations 

(Starobin and Weinthal, 2010). Figure 1 presents types of regulatory intermediaries 

along with the distinction between state, business and society. The space is divided 

into seven zones. Zone 1, the zone of states, is exemplified by the monitoring bodies 
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of the Council of Europe in the development of human rights, an elaborate system 

including various organs specializing in different types of human rights abuses. 

Inspectors of the nuclear non-proliferation regime can also be included here. They are 

organized in the Safeguards Department of the International Atomic Energy Agency 

(IAEA). Its role is to verify compliance with an extensive set of technical measures 

made by member states regarding their nuclear material and activities. Zone 2 

includes organizations like RINA, UL Responsible Sourcing, and credit rating 

agencies, all for profit-intermediaries. Zone 3 includes NGOs such as the Worker 

Rights Consortium, which focusses on monitoring and regulation via public 

information. Zone 4 includes collaborative actions by states and business, while Zone 

5 includes organizations with collaborative schemes between NGOs and states. Zone 

6 includes intermediaries that are hybrids of civil society and business actors. Zone 7 

includes intermediaries that are hybrid of the three actors under discussion. There is, 

for example, the case of the Independent Monitoring Association for Child Labor 

(IMAC), which was established in 2003 to monitor labor issues in the sporting goods 

industry in Sialkot, Pakistan (Nadvi, 2008). These seven zones allow us to focus 

analysis on various public roles \intermediaries take on when they verify for the 

regulatees, the regulators, and other stakeholders so production and supply chains 

meet required standards (cf. Meidinger, 2003) 

 

Intermediaries embedded in the regulatory process in both second- and first-party 

regulation get full visibility in the third-party model. We can now explore more clearly 

both their independence from the rule-makers and the rule-takers and their 

interactions with these actors. Some of the questions that can be raised now include: 

whom do they serve?; who pays for their services?; what are the norms that guide 

their activities?, what are their legal obligations?; who are they accountable to and 

which kind of relations do they develop or should develop with rule-takers and rule 

makers?  
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In first-party regulation, the regulator (a firm or any other player/actor) is not only a 

rule-maker but also a rule-taker and rule intermediary. They create the code and 

standard (RM); the firm is subjected to compliance with the standard (RT), and they 

are charged with auditing their own compliance with the standard, making some 

actors, group of actors, or sub-organizations within the firm responsible as RI. The 

intermediary here is an insider within the organization that regulates itself and enjoys 

privileged access to intra-organizational information on rule-making and compliance 

processes when compared to an external intermediary. In second-party regulation, the 

regulator and regulatee are two different actors; the regulatory intermediary here, as 
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in the case of first-party regulation, is an insider within the rule-making organization 

and enjoys privileged access to intra-organizational information on rule-making when 

compared to an external intermediary. All other stakeholders in compliance relations 

place their trust in the regulator and in its intra-organizational intermediaries in 

achieving compliance. In third party regulation, regulators and regulatees manage 

their relations with the help of separate intermediaries that conduct functional and 

ceremonial auditing, verification, testing, and certification to achieve compliance by 

the regulatees. Rule-makers, rule monitors and rule intermediaries are independent 

from each other. The intermediary relations with the rule-makers and the rule-takers 

do not allow for privileged, iterative, and intimate access to intra-organizational rule-

making and compliance processes. All other stakeholders in compliance are expected 

to place their trust in the regulator and in the intermediaries. 

 

4. The Anti Money Laundering Regime:  Origins and 

Development  

 

One of the most powerful driving forces in shaping global regimes in the economic 

sphere are concerns about national security and crime control.  This is not to say that 

crimes are being fought consistently or that national security concerns are objective. 

Still, some crime and some imagined or real security concerns are the most important 

elements behind the rise of the global anti-money laundering regime and the 

mobilization of banks as rule-intermediaries. As we will see soon, domestic settings 

and powerful interest condition ï especially in the most powerful states ï shape the 

timing and the strategies of crime control and perceives threats national security. 

History matter. Domestic arrangements, regulatory instruments and institutions are 

than uploaded to the regional and global level across decades.  In the case of ñmoney 

launderingò (a term that didnôt practically or largely exist before the 1980s), the origins 

of the current global regime rests with regulatory coalitions of progressives and 

evangelists in the US all in the context of rapid industrialization, the birth of consumer 

society and the mass immigration. The 18th Amendment to the US Constitution which 

was ratified by the requisite number of state in 1919 prohibit the manufacture, 

transportation, and sale of alcoholic beverages.  The prohibition gave a boost for a 
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wide scale criminal activities by óbootleggersô and the mafia. It is generally considered 

a failure and the prohibition was ended by 1933. Still it is said to be one of the drivers 

of the creation of big government. The large state apparatus that was created to 

monitor and enforce prohibition and the criminal activities that it draw upon was 

appropriated later to deal with other moral issues, mostly drugs (Szymanski, 1999; 

McGirr, 2015). 

 

It is within the context of the war on alcohol that Al Capone, one of the most notorious 

alcohol smugglers and murders in the history of the American crime, became the 

target of the tax evasion charges by the Federal authorities who couldnôt prosecute 

him on ñreal crimesò.  Eliot Ness the federal agent of that led the small team of the 

óuntouchableò working for the IRS and the Treasury found enough evidences (mainly 

in the form of ledger)  and witnesses to on tax evasion.  Al Capone was found guilty 

on five counts of tax evasion and was sentenced to eleven years in prison. The 

enforcement strategy and the regulatory innovation of prosecuting suspected criminal 

on their tax evasion rather than on murders and lesser crime was much held at the 

time.  A new regulatory tool in the fight of crime was discovered but the innovation was 

slow to be spread and apply. On the one hand the Prohibition period came to an end 

with the repeal of the 18th Amendment and the coalition and with it the coalition that 

promoted and sustained it. Attention was shifted to economic recovery and then to the 

2nd world war efforts. Criminals and mobsters such as Meyer Lansky, found new ways 

to evade tax and conceal their fortune, turning the benefits of numbered and 

anonymous Swiss Bank account (Malkin & Elizur, 2001).   Lansky even bought his 

own offshore bank in Switzerland so he could conceal his fortune. Perhaps because 

the money was concealed too well, when he died he left almost nothing to his family. 

The connection between Al Capone, Lanski and the Swiss bank secrecy laws became 

even more interesting after the Second War World. In this period the US government 

tried to put its hand on holocausts victimsô and survivorsô money that was deposited in 

Swiss and other banks.  Still it took another ñwarò to make the link between avoiding 

tax to criminal activities and work, the ñWar on Drugsò. In the beginning of the 1970s 

it occurred to the Nixon Administration and to the growing legal and enforcement 

bureaucracies around drugs that they can follow the money rather or in addition to 

follow the original crimes.  The US Bank Secret Act of 1970 which is also known as 
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the Currency and Foreign Transaction Report Act which required financial institutions 

to report suspicious activity and to assist US government agencies in detecting and 

preventing the benefits of crimes.  The California Banker Association appealed to the 

court and challenged its constitutionality.  The court rejected the argument that the Act 

violates due process and rights to privacy. The case was heard then by the Supreme 

court which upheld the constitutionality of the reporting requirements. (Orr, 

1986,1073). The Bank Secret Act [BSA] is now understood largely as the corner stone 

of the current global AML regime.  At the time and for more than a decade, it was 

hardly enforced, and it is only in hindsight that its potential effects became well 

understood. 

A sea change came with the Money Laundering Control Act (1986) and in the 

context of Clintonôs administration war on drugs.  Despite the criminalization of drug 

use in 1922 in the US, the results were less than poor. Drug trafficking and use 

expanded, and with them the failure of the American  

 

Table 1: The Development of the US AML and FT Regime 

 Requirement  Main 

Issue 

The Bank 

Secrecy Act 

[BSA] (1970) 

Know your Customer (KYC); 

Currency Transaction Reports; International 

Transportation of Currency or Monetary Instruments (e.g.  

$10,000 and more); Record keeping by banks: 

Report of Foreign Bank and Financial Accounts (with more 

than $10,000; FBAR form) 

Tax 

evasion 

The Money 

Laundering 

Control Act 

(1986) 

Criminalizing money laundering; extending sanctions; 

extending civil and criminal forfeiture; Prohibited 

structuring; required banks to set procedures to ensure 

and monitor compliance.  

Drugs 

Amendment 

to the Bank 

Secrecy Act 

(1988) 

A. Financial institutions cannot sell bank checks, cashiers 

checks, travelersô checks or money orders in amounts of 

$3000 unless they properly verity the purchasers and 

record certain facts about the transitions 

Count 

decision 
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Authorization to target specific banks and to require them 

to maintain initial records and to submit additional 

reporting.  

Extended the scope of the law to include businesses such 

as real estate agents and car dealers 

Annunzio-

Wylie AML 

ACT (1992) 

An increase in the petalites; broadening the scope of BSA; 

An endowment of regulatory responsibility under the BSA 

to financial institutions; AML Program which will facilitate of 

internal policies; designate a compliance officer; training 

program; incorporate and independent audit function; 

Whistleblowers protections  

BSCI 

Scandal  

The Money 

Laundering 

Suppression 

Act (1994) 

To review and enhance training and develop AML 

examination procedures; Required each Moneys Service 

Business (MSB) to registered by owner or controlling 

person 

No need for willful intention in to evade the BSAôs reporting 

requirements;  

Drugs 

Treasury 

Department 

Regulation 

C.F.R. 103.18 

(1996) 

Suspicious Activity Reports  Drug 

related 

crimes 

USA Patriot 

Act (2001) 

Criminalized the financing of terrorism; strengthening 

customer identification procedures; Prohibited business 

with foreign shell banks; Due diligence procedures (and 

enhanced due diligence procedures for foreign 

correspondent and private banking accounts); Increased 

civil and criminal penalties for money laundering; Provided 

the Secretary of the Treasury with the authority to impose 

"special measures" on jurisdictions, institutions, or 

transactions that are of "primary money laundering 

concern"; Required federal banking agencies to consider a 

bank's AML record when reviewing bank mergers, 

Terror  

And after 

the 

financial 

Crisis 

financial 

integrity 

and tax 

evasion 
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acquisitions, and other applications for business 

combinations 

 

Source: Morgan, 1997; https://www.fincen.gov/history-anti-money-laundering-laws 

 

authority to effectively reduce its social and criminal affects. The BSA of 1970 made a 

little effect on its own. The administration has decided to follow the money again. If 

one could not get at drug dealers and eventually other criminals directly, then at least 

drug barons should be discouraged by the realization that they could not reap the 

monetary benefits of their acts (Unger, 2011).  The ideational breakthrough came with 

the realization that one can criminalize financial behavior around concealment of the 

source of oneôs money and filtering ódirty moneyô into the financial system. A new crime 

was defined and with it the scope and depth of the American state control over the 

financial system. Table 1 presents the main acts that provide the basis for the US AML 

regime and with it and upon it, also the pillars of the global regime. The Bank Secrecy 

Act (1970), the  Money Laundering Control Act (1986), the Annunzio-Wylie Money 

Laundering Act (1992), the Money Laundering Suppression Act (1994), The Money 

Laundering and Financial Crimes Strategy Act (1998) and the USA Patriot Act (2001) 

provide tools for the Federal government to use the financial system as intermediary 

in the fight against drug, tax evasion, organized crime, and increasingly after 

September 11th 2001, terrorist finance.  

 

The 1986 Money Laundering Control Act also signaled a growing attention of the US 

authorities to the international arena and the creation of international body of hard law 

directed at states and banks (Keesoony, 2016). The Administration promoted a series 

of international conventions starting with the 1988 UN Convention against the Illicit 

Traffic in Narcotic Drugs and Psychotropic Substances (the Vienna Drug Convention). 

The convention note that previous enforcement efforts have not stopped drug use. 

They suggested, inter alia, that the way forward is to confiscate proceeds from drug 

offenses and to allow courts to order that bank, financial, or commercial records be 

made available or seized. The Convention asserts also that a party may not decline to 

act on this provision on the ground of bank secrecy (Article 5 of the Convention). The 

https://www.fincen.gov/history-anti-money-laundering-laws
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convention was signed by 43 governments in 1988, took force in 1991 and as of 2019 

is signed by over 190 parties.  A failure to enact domestic legislation criminalizing 

efforts aimed at concealing or disguising money laundering proceeds constitutes non-

compliance of the signatories (Gurule, 1998, 81).  

The United Nations Convention against Transnational Organized Crime (2000), 

also known as the Palermo Convention suggests (Article 7) that Each State shall 

institute a comprehensive domestic regulatory and supervisory regime for banks and 

non-bank financial institutions in order to deter and detect all forms of money-

laundering. This regime will create specified requirements for customer identification, 

record-keeping, and the reporting of suspicious transactions, as well as have the ability 

to cooperate and exchange information at the national and international level. 

Furthermore, each state shall consider establishing a financial intelligence unit to 

serve as a national center for the collection, analysis and dissemination of information 

regarding potential money laundering. In that, Article 7 of the Palermo convention 

hoped to drew  a guideline for regional, interregional and multilateral initiatives working 

against money-laundering, as well as to   develop and promote global, regional, and 

bilateral cooperation among judicial, law enforcement and financial regulatory 

authorities to combat money-laundering. Later on, Article 7 of the Palermo convention 

was adopted as part the 2003 United Nations Convention against Corruption and is 

legally enforced as of December 2005. 

The legal framework of international law was accompanied by the creation of the 

Financial Action Task Force (FATF) in 1989 (Huelsse, 2009; Roberge, 2011). The 

initiative, pushed by the US authorities via the G7, intended to create a major body 

promoting AML in a global scale. Officially only a task force, the FATF is an 

intergovernmental organization with a small secretariat based within the Parisô OECD 

offices. The FATFôs club-like character enabled FATF members to agree quickly on a 

set of common standards (Unger, 2011). By 1990 it elaborated recommendations 

which became the de-facto global standard for complying with the global AML regime. 

Thus, the recommendations set out essential measures that countries needs to put in 

place, such as the ability to identify risks, develop policies, and domestic coordination; 

pursue money laundering, terrorist financing and the financing of proliferation;  apply 

preventive measures for the financial sector;  establish powers and responsibilities for 

investigative, enforcement and supervisory authorities; enhance the transparency and 




































