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Western Europe: Going After the Drug Profits c__ ___ _j 

Concern over the dramatic surge in drug trafficking 
has prompted West European government to crack 
down on money laundering. Several governments 
are passing new laws to make money laundering a 
criminal offense, to require financial institutions to 
report suspicious transactions, and to expand police 
seizure powers. Beyond national measures, rhe 
West Europeans are increasing their efforts through 
bilateral treaties and in forums such as rhe EC, G-7, 
the Bank oflnternational Settlements, and the UN. 
In our judgment. rhese stronger programs will cost 
the traffickers some of their profits and, over the 
long term, make it harder to launder money through 
Western Europe-probably leading them to shift 
laundering activity to non-European money centers. 

Criminalizing Money Laundering 
Until the 1980s in Western Europe, money 
laundering could be prosecuted only if linked to a 
specific crime. Now, several major West European 
countries have put new laws on rhe books to outlaw 
money laundering: rhe United Kingdom, one of 
Europe's strongest proponents of anti-laundering 
efforts, banned the activity in 1986. France (1987), 
Spain (1988), Luxembourg (1989), and Switzerland 
( 1990) followed suit Tbe West German and 
Belgian parliaments are reviewing proposed money 
laundering legislation. In addition, rhe West 
Europeans are devoting more resources to enforcing 
rhe laws against money laundering, including 
creating specialized offices to investigate such 
cases. L__ ___ _j 

Reporting Suspicious Transactions 
The West European governments are developing 
laws and procedures to require financial institutions 
to report suspicious transactions and to enable 
aurhorities to trace such transactions through rhe 
banking system. Laws in rhe United Kingdom, 
Switzerland, Luxembourg, and France provide 
criminal penalties for bankers and professionals that 

Swilurland and Luxembourg: Cracking Down in 
the Major Laundering Centers 

major destination for drug 
"!p~ro~,t~s--l~S~I~·n'c-'.:reasing anti-laundering efforts in the 

aftermath of a scandal involving the Minister of 
Justice and one of the country's largest banks. The 
scandal generated intense domestic pressure to curb 
Swiss involvement in launtkring drug money and 
improve cooperation with foreign government 
investigations. In response, the Swiss Parliament 
has created a special commission to study the 
issues, and new nwney laundering legislation was 
adopted in March 1990. The new law crimina/ius 
money laundering and penalizes bankers for lack of 
vigilance in identifying depositors. 

'-----~ 
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Although Luxembourg--another major laundering 
center-has adopted tough new penalties, it is 
resisting efforts to compromise its tradition of 
banking secrecy. To head off efforts by France and 
other EC members to harmonize financial tax 
provisions within the Community, Luxembourg 
recently changed its banking secrecy provisions 
from administrative regulations to naJionallaws. 
Luxembourg apparently believes the new laws will 
stand up beuer to an EC directive. The banking 
secrecy laws, however, do not forbid coordination 
with law enforcemenJ authorities through 
established legal assistance procedures. and both 
the Luxembourg government and financial 
institutions have been extremely cooperative in two 
recent major laun<kring investigations.] 

fail to report suspicious transactions.1 Noneb:JI,. .... ,.,_ __ _ 
Western Europe's strong traditions of banking 
secrecy and the banking industry's political 

1These laws vary in what practices RJult in crominal 
charges-ranging from negligence to blatant disregard for 
anti-money laundering procedure~.! \ 
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New Frelf.ch Collllltmllrcotks Pla11 

Paris last month annoUIJced initiatives targeted at 
both drug supply and demand, including 
money-laundering curbs and in/erdiction efforts as 
well as stronger treat~ lit and rehabilitation 
programs,! \The 
Rocard government alSo has recently formed offices 
in the Finance and Interior Ministries to Jighl 

money laundering. L------' 

France is also increasing its activity in multilateral 
programs. Paris recently called/or an international 
working group on controlling precursor chemicals 
modeled on the G-7's money-laundering task force. 
Bilateral cooperation, especially with the United 
States, will continue to grow, primarily on money 
laundering and precursor chemicals. Rivalries 
between the Finance and Interior Ministries, 
however, probably will limit French effectiveness in 
money-laundering investigations. L------' 

influence probably will mean that such laws will 
have only limited impact. For example, rather than 
risk angering bankers and their clients with changes 
to bank secrecy laws, West German Chancellor Kohl 
favors a voluntary arrangement betw.~e~en~th_..e._ _ _, 
authorities and financial institutions~'=----""' 

In July 1989, 
L.L-u-x-em-.-bo-u-rg_e_n_s-;h-r'"=in:-:ed-:;-;b:-:'anking secrecy in its legal 

code; previously it had been only an administrative 
provision. 

L------' 

Even without mandatory reporting requirements~ 
financial organizations in Western Europe generally 
cooperate with their governments. They see money 
laundering activities as a threat to the banks' 
reputation but cooperate primarily to preclude 
imposition of more burdensome regulations. For 
instance, the Austrian and Swiss banking 
organizations recently issued their own codes or 
guidelines for preventing their institutions from 
being used for money laundering.L-----
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Seizing Traffickers' Assets 
All recently enacted or pending money laundering 
legislation in Western Europe-except for 
Spain-permits seizing drug profits, including any 
assets that a trafficker cannot prove he obtained 
legally. New laws also empower the courts to freeze 
assets earlier in an investigation to prevent a suspect 
from hiding them before he is convicted. Prior to 
the recent changes, governments could seize only 
those assets that authorities could prove were linked 
to or obtained through the commission of the 
particular charged crime. L------' 

The United Kingdom was the first West European 
state to strengthen its asset seizure laws and France 
and West Germany have lately gone funher by 
broadening the definition of illegally obtained 
assets. French authorities may confiscate all assets 
of a convicted trafficker regardless of how they 
were obtained. In addition, France is considering a 
law allowing French authorities to enforce the asset 
seizure decisions of foreign courts.L .. ------~:=J 

Although West Germany allows a defendant to 
prove that some assets were legally acquired, the 
West German cabinet has approved the imposition 
of fines equal to the full value of a trafficker's 
estate. West German couns can add an additional 
two-year prison term if the fine cannot be paid. The 
fine will probably pass the Bundestag but may be 
subject to constitutional challenge in the future. 

International Cooperation 
The West Europeans increasingly view international 
cooperation as essential because money laundering 
schemes frequently involve transfers of funds across 
borders. To improve such cooperation, the West 
Europeans are turning to bilateral treaties as well as 
multilateral forums including the EC, the G-~7'-, ----, 
regional financial associations, and the UN. L---""' 

Bilateral agreements can be tailored to the specific 
judicial systems of the two parties. cover concrete 
areas and are often considered more binding than 
multilateral treaties. These agreements typically 
include sharing intelJigence, seizing assets. and 
cooperating with investigations and trials. The 
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S~wng 1/u Drug Mon~y: Th~ Cas~s ofGacho, 
EscoiHlr, allll Noreiga 

West European governments and financial 
institutions have cooperaud with several recent S 

exzs ence a maJor tnternallona aWJ enng 
network run/or Colombian drug lord Jose Gacho. 
The network involved hidtkn accounts in 
Luxembourg. Switzerland, Spain, Austria, and the 
United Kingdom---among other financial centers. 
Prompted by the United States, the West Europeans 
froze over $60 million in drug money. In a separate 
case. Luxembowg officials have also frozen more 
than $10 million in bank accounts tied to Metkllin 
drug kingpin Pablo Escobar and his family. 
Similarly, Swiss, British. French, and Luxembourg 
authorities. responding to US and Panamanian 
requests, have frozen at/east $20 million in 
accounts links to General Noreiga and his family. c . J 
Although further legal action is required before the 
frozen ac_counts may be confiscated, the success to 
date bodes well for future cooperation against 
money launtkring. Meanwhile, the traffickers will 
continue to pursue legal means-as well as 
loopholes-and to play on political sensitivities in 
the countries where the/undsare held to recover 
their funds. Nevertheless, the growing international 
consensus that the global financial system should 
not be used to shield drug profits portends further 
c~~-~~-r against the drug mDnt!J networks. 

United Kingdom, for example, has recently signed 
agreements with Spain, Italy, and Switzerland. In 
addition, the West Europeans are using existing 
Mutual Legal Assistance Treaties (MLATs}-which 
provide for cooperation in investigating and 
prosecuting criminal cases-to fight money 
laundering. Finally, existing bilateral groups, such 
as the Italian-American Joint Working Group on 
Narcotics and Organized Crime, probably will prove 
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to be excellent vehicles for exchanging infonnation 
and harmonizing procedures against money 
laundering.! I 
Multilateral efforts focus regional or international 
auention on the issue and can be used as an 
additional source of pressure on recakitrant states: 

• 

• 

• 

In February 1990, the EC Commission proposed 
a new money laundering directive-modeled on 
the British system-that re<juires the 12 member 
states to criminalize money laundering and 
compel financial institutions to report 
suspicious transactions. If approved by the 
Council of Ministers, the member srates will 
have two to three years to implement the 
necessary legislation. 

The 1989 G-7 economic summit established a 
financial action task force to address money 
laundering. The task force is to examine the 
problem and current countermeasures and to 
recommend additional steps by April 1990. 

In January 1989, the Bank oflntemational 
Settlements' (BlS) Committee on Banking 
Regulations and Supervisory Practices issued 
the Basel Declaration-setting forth principles 
banks should follow to counter money 
laundering-and the US Drug Trafficking 
Convention-adopted in December 
1988-eontains several provisions dealing with 
money laundering.2[ I 

Cooperation With the United Slates 
Despite this momentum toward greater international 
cooperation against money laundering, West 
European governments are balking at the US Kerry 
Amendment which requires the Secretary of the 
Treasury to negotiate new agreements that would 
compel financial institutions in other countries to 
keep records of large dollar currency transactions 
and report them to US law enforcement officials. 

'The Committee consists of banking representatives from 
Belgium, Canada, Italy, West Germany, the United States, Japan, 
the United Kingdom. Luxembourg, the Netherlands, Sweden, and 
Switzerland.\ \ 
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The Amendment provides for economic sanctions 
against countries that refuse to negotiate in good 
faith. Opposition to the amendment is widespread, 
however, and several West European 
governments-including the Netherlands, 
Switzerland, and France-prefer to rely on existing 
customs agreements and MLATs. They probably 
view these agreements as more flexible than the pact 
called for by the Kerry Amendment. Spain and the 
Netherlands, in particular, insist that any agreements 
must be consistent with EC requirements
especially in view of the pending capital 
liberalization in 1992-and have suggested that 
Washington negotiate with the EC rather than 
individual member states~ 

Outlook 
Given the rapid rise in domestic drug abuse in 
Western Europe, officials there almost cenainly will 
continue to strengthen their domestic and 
international programs against money laundering 
which they view as some of the most valuable tools 
against drug trafficking. In the short term, however, 
such efforts are unlikely to be fully effective 
because of the lack of resources and trained 
personnel necessary to spot suspicious transactions 
among the vast and growing capital flows. 
Nevertheless, over the longer term, we believe that 
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stronger programs will cut into traffickers • 
profits-probably leading them to shift laundering 
activities outside of Europe.[_~·---- 1 

West European financial institutions will, for the 
most part, cooperate with government anti-money 
laundering programs as an essential part of the war 
against illegal drugs. In addition, bankers 
undoubtedly realize that only by participating in the 
formulation and enforcement of the new laws will 
tbey be able to influence the regulations imposed on 
them. Deeply ingrained traditions of banking 
secrecy, however, will almost certainly ensure that 
many of the programs remain voluntary with no 
criminal sanctions for non~compliance. 

'----~ 

Although the West Europeans are open to 
cooperation with the United State,.__.,specially with 
regard to exchanges of training and 
information-they will continue to resist the Kerry 
Amendment as an unwarranted imposition. West 
European governments see this as a national 
sovereignty issue. They would prefer working with 
US officials on a case-by-case basis reserving for 
themselves the determination when a suspicious 
transaction should be brought to the attention of US 
law enforcement authorities.C -----==:-_::__] 
This Article~------' 
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