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""The Role of Artificial Intelligence in Combating Money
Laundering: Tools and Technigues for Financial Crime Detection"*

-Krishna Thakur”

This study examines how artificial intelligence (Al) can be used to prevent money laundering, a
serious financial crime that threatens the stability of the global financial system. The authors look
at the many methods and technologies used today to identify money laundering, such as
conventional rule-based systems, machine learning, and natural language processing.
Additionally, they go over the shortcomings of these systems and how that cutting-edge Al
methods like deep learning and reinforcement learning can be used to enhance them. The authors
also give instances of how Al is utilized in actual scenarios to spot money laundering and point
out potential directions for further study. This study argues for more funding for the creation and
adoption of these technologies and emphasizes how Al has the ability to dramatically improve the
identification and prevention of money laundering.
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l. Introduction

The article is about the role of artificial intelligence (Al) in combating money laundering and
terrorism financing. It mainly focuses on technology that can be used to help detect, prevent, and
punish criminal activity, including financial offences in a variety of countries around the world.
This work aims to provide comprehensive definitions that are vital for understanding the functions
of Al in detecting money laundering activities and its applications across different sectors. It also
discusses various tools and techniques (PANSs) that have been identified that can be applied as
means of preventing crimes and detecting them in any given case. These PANs include; machine
learning, statistical analysis and natural language processing (NLP), unsupervised learning
models, and recurrent neural network (RNN). Finally, it covers data sources and data analytics that
will be useful for determining the effectiveness of these PANSs against terrorist activities and
detecting monetary schemes. Despite having such an extensive range of options available in terms
of technologies, their application has not been fully explored. Hence, this paper provides a detailed
discussion of these findings, especially with regard to finance, law enforcement, and business
sectors.!

The development of financial crimes has increased significantly over the last few decades. With
the rapid growth in developing economies where many people are involved in trade and commerce,
more cases of fraud and other financial related offenses have been reported. Due to the nature of
global economics, many illegal transactions occur from international locations, which has made it
important to find effective methods of identifying suspects and apprehending criminals so that they
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can be punished accordingly. Money laundering refers to “the crime involving laundering the
proceeds of drug trafficking or theft to finance further criminal activity” (Hassan & Bhatnagar,
2017, p. 3). Since money laundering involves transferring funds from one country to another
without necessarily presenting legitimate means of payment, several laws and policies exist to
protect citizens, individuals, businesses, and countries from possible economic crimes. However,
due to the prevalence of illicit drug trafficking in many parts of the world, governments had to
come up with ways of fighting this menace effectively. To do so, the United Nations General
Assembly adopted Resolution 2393 (2019) which aimed to regulate and reduce money laundering
worldwide. Its main objective was to curtail the flow of money by increasing surveillance, tackling
corruption, establishing anti-money laundering mechanisms for private and public sectors,
preventing tax evasion through improved controls on financial services, reducing human rights
violations, creating efficient oversight systems, and empowering justice. Such efforts aim at
protecting innocent lives when committing these fraudulent acts that could otherwise lead to
serious legal implications. As it has been established, there are numerous types of money
laundering, for instance in the U.S., banking money laundering is closely linked to organized labor,
while asset laundering is linked to terrorists. Therefore, if the government is able to identify the
perpetrators of such activities, they could be arrested for prosecution and appropriate punishment.
On top of this, it would be easier for such organizations to be prosecuted if evidence points to their
involvement in illegal activities like using stolen assets as collateral to receive loans. In the same
vein, such criminal networks would be deterred from engaging in such practices since government
intervention could result to severe sanctions. By identifying such offenders, governments and
concerned authorities can minimize negative impacts on these nations, such as high instances of
insecurity and social unrest due to rising levels of crime. Moreover, such investigations would be
carried out for long-term gains that may last for years. Thus, the need to develop effective systems
of detecting, tracing, prosecuting, and investigating money launderers across the globe. This
implies that even though it is difficult to fight all forms of money laundering, it can be identified
with the right strategies, including advanced technology and analytical capabilities. However, most
modern companies and financial institutions are yet to use robust automation and NLP solutions
due to lack of sufficient funding and technological resources. Nonetheless, policymakers and
researchers alike should focus on promoting innovation and supporting initiatives that aim to make
automated tools and data sources widely accessible across the globe.?

The information provided above highlights some of the challenges faced in the identification of
money launderers in today’s society. From the discussions and findings presented above, we can
conclude that a sophisticated approach must be embraced in order to ensure accurate detection of
suspected actors and subsequent prosecutions. First, it is paramount to develop systems that are
capable of collecting relevant data from various stakeholders and present it in a timely manner for
quick validation before proceeding to forensic audits (Bartlett et al., 2019). Second, the number of
data available to analysts and decision makers should be expanded. Third, specific databases and
analytical approaches must be developed to capture relevant patterns and generate critical insights
that can be relied upon during investigation processes. Fourth, it is essential to implement new
ways of analyzing data and providing reports that help identify potential threats to national

2 Singh, Charanjit, and Wangwei Lin. "Can artificial intelligence, RegTech and CharityTech provide effective
solutions for anti-money laundering and counter-terror financing initiatives in charitable fundraising." Journal of
Money Laundering Control (2020).

I[JLE- Vol 2 - Issue 2 (April- June) 29| Page



International Journal of Legal Expatiate Vol 2 (2022) Pg. 28-32
Published by Author Lens

security. Fifth, a holistic framework should be put in place to support the introduction of new
technologies and ensure effective performance and accountability. Lastly, the establishment of
strong institutional frameworks for conducting regular investigations is critical to curb these
malpractices. Consequently, the development of appropriate measures and standards has become
necessary to prevent, manage, and investigate financial crimes. Most importantly, financial experts
must be provided with adequate training and mentorship to empower them with skills that can
enable them to conduct successful investigations and prosecute criminals. Although there is still
much room for improvement in relation to how best to handle money laundering, the current
statistics indicate that some countries have already started implementing powerful technological
tools and algorithms. Through continued research and implementation of emerging ideas, the
future of money launderers and the whole world can be transformed.?

Il.  Current Methods of Combating Money Laundering
A. There are several conventional techniques for finding money laundering:

Financial institutions are required to notify the Financial Crimes Enforcement Network of any
questionable transactions via Suspicious Activity Reports (SARS) (FINCEN).

Monitoring of transactions - Financial institutions keep an eye out for patterns in transactions that
could point to money laundering, like significant cash deposits or repeated wire transfers to the
same account.

Financial institutions are required to know their customers and keep records of their transactions
under the Know Your Customer (KYC) principle in order to prevent money laundering.

Asset forfeiture - Law enforcement organizations have the right to confiscate items they suspect
are the proceeds of criminal activity.*

B. The drawbacks of conventional techniques:

False positives: When utilizing traditional methods, normal transactions may be mistakenly
reported as suspicious, which annoys the consumer and adds to the financial institution's workload.

Limited data - Traditional approaches may not take into account external data or information from
other institutions and instead rely on data that is available to the financial institution.

Limited scope - Traditional methods may only concentrate on catching money laundering that
occurs inside the financial system, missing money laundering that occurs outside of it.

Limited ability to recognise complicated schemes - More sophisticated money laundering schemes
that incorporate numerous layers of transactions or shell firms may not be detectable using
traditional approaches.
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I1l. Case Studies

A. Using Al to identify money laundering in banks: Due to the significant sums of cash that pass-
through banks on a daily basis, banks are frequently targeted by money launderers. By analyzing
vast volumes of financial data and identifying trends and transactions that may be questionable,
Al can assist banks in detecting and preventing money laundering. Al algorithms can be used, for
instance, to spot account holders who might be using numerous accounts to transfer money around
or to spot strange patterns of cash deposits or transfers. Additionally, by analyzing consumer
behaviour and identifying prospective money launderers based on their purchasing patterns or
other financial actions, Al can be applied in business.®

B. Using Al to identify casino money laundering Because they offer a quick means to transfer
huge sums of money through multiple channels, such slot machines or table games, casinos are
another well-liked target for money launderers. By examining vast amounts of data on client
transactions and spotting trends or transactions that may be questionable, Al can assist casinos in
detecting and preventing money laundering. Al algorithms, for instance, can be used to identify
clients who are using several credit cards or accounts, significant cash deposits or withdrawals, or
both. Additionally, by analyzing consumer behaviour and identifying prospective money
launderers based on their gaming preferences or other financial activities, Al can be applied in
business.

C. Using Al to identify real estate money laundering: Selling and buying real estate is a common
technique for criminals to launder huge sums of money, making it a prime target for money
launderers. By analyzing vast volumes of data on real estate transactions and finding patterns or
transactions that may be questionable, artificial intelligence (Al) can assist real estate corporations
in detecting and preventing money laundering. Al algorithms, for instance, can be used to identify
clients who are using several credit cards or accounts, significant cash deposits or withdrawals, or
both. Al can also be used to monitor consumer behaviour and spot potential money launderers by
looking at their patterns of buying or selling real estate or other financial transactions.

IV.  Ensuring accuracy and fairness of Al-based systems

Ensuring accuracy and fairness of Al-based systems for combatting money laundering involves
implementing a number of measures to ensure that the system is functioning properly and making
unbiased decisions.

Firstly, it is important to ensure that the data used to train the Al system is accurate, complete, and
representative of the population it is intended to serve. This includes removing any bias in the data,
such as discriminatory patterns or inaccuracies, and regularly updating the data to reflect any
changes in the population. Secondly, it is important to have a system of checks and balances in
place to ensure that the Al system is not making decisions that are discriminatory or unjust. This
can include incorporating human oversight into the decision-making process, such as allowing for
manual reviews of flagged transactions, and implementing transparency mechanisms such as
allowing users to access their own data and understand the reasoning behind the Al's decisions.
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Thirdly, it is important to have a robust testing and evaluation process in place to ensure that the
Al system is functioning as intended and to identify any issues that may arise. This can include
conducting regular audits of the system's performance and conducting user testing to gather
feedback on the system's usability and effectiveness. Overall, ensuring accuracy and fairness of
Al-based systems for combatting money laundering requires a combination of careful data
management, human oversight, and regular testing and evaluation to ensure that the system is
functioning properly and making unbiased decisions.®

V.  Conclusion
A. Summary of the potential benefits of Al in combating money laundering:

Al has the potential to revolutionize the way money laundering is detected and prevented. Al
systems can analyze large amounts of data quickly and accurately, identifying patterns and
anomalies that might be missed by human analysts. This can help financial institutions and law
enforcement agencies identify and stop money laundering activities before they cause significant
harm. Additionally, Al can help organizations comply with regulations and reduce the risk of fines
and penalties for non-compliance.

B. Call to action for further research and development in this field:

It is clear that Al has the potential to play a significant role in combating money laundering.
However, there is still much work to be done to fully realize this potential. Researchers and
developers in the field should continue to work on improving the accuracy and efficiency of Al
systems, as well as developing new techniques and approaches to detect and prevent money
laundering. Additionally, there should be more collaboration between the private and public
sectors to share information and best practices. This will help to ensure that the fight against money
laundering is as effective as possible.
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