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Money Laundering is based on the black money or unaccounted money, it is a big 
menace to the Indian economy. It is also a cause of big loss in the tax-revenues for the 
government. As such, it needs to be curbed. Its elimination will benefit the economy in 
more than one way. In the present era money laundering is a major issue for the 
development of an economy. The present aim of this research paper is to know the impact 
of money laundering in Indian economic development. In the context of includes where 
money laundering is taking place and how its affect the development of economy in the 
country. This paper also focus on the strategy to require reduces money laundering in 
India. It also studies the main reason behind the generation of money laundering in 
country and its impact on economy. This paper also present the latest issue of money 
laundering in India. 
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INTRODUCTION 

In a general way, we can define money laundering as the money that is generated by 
activities that are kept secret, in the sense that these are not reported to the tax 
department. As such, this money is also not accounted. The existence of money 
laundering because of many reasons it may be because of enriching the livelihood, social 
recognition etc… will provoke the criminals to involve in the illegally way of money 
making process. Majority of the people will hide their sources of wealth to meet their 
expenses and luxury. Money laundering controls are now an important part of the 
financial regulatory system in the country. They impose a new set of rules like new tax 
planning on business in reduction of crime. The money laundering can affect 
macroeconomic analysis and policymaking. It also affects the savings, income 
distribution etc… Money launders are always search for new routes for laundering their 
funds. Money laundering threatens jurisdiction form many reasons like drug trafficking, 
smuggling, real estate, luxury assets etc… Growing technology also leads to increase 
money laundering activities through cybercrime. 

According to Suraj B. Gupta had put the size of black money at over 50 per cent of GDP 
(at factor cost) in 1987-88. It is also stated that annual rate of growth of black economy is 
higher than the annual growth rate of GDP. 

Abstract 
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According to Global Financial Integrity Study of 2009, $ 1.4 trillion belongs to Indians 
were parked in safe havens abroad. $ 1.4 trillion is equivalent to Rs. 70 lakh crore, more 
than India’s national income of around Rs. 50 lakh crore. 

A statement from the Swiss Central Bank declared that Indians have $2.5 billion deposits 
in various Swiss Banks. It is suspected that the deposits of Indians in tax havens are 
mostly being withdrawn and shifted to a third country; making it difficult for the 
government to gather any further details once the accounts are closed. 

During the tenure of the last Indian government, the issue of corruption galvanized a 
popular civil movement. Because of BJP Government in November 2016, the Prime 
Minister Narendra Modi announced the demonetization of high currency notes, to fight 
against black money and money laundering. Today, as the government justifies 
the mandatory linkage of the Aadhaar card to tax returns, to deal with black money and 
terror financing.  64% of countries in the 2018 ranking (83/129) have a risk score of 5.0 
or above and can be loosely classified as having a significant risk of money laundering 
and terrorist financing. The mean average level of risk remains above this (5.63 in 2018). 

Literature Review 

In the empirical literature, the question of importance of Anti-money laundering in Indian 
economy has often been raised and investigated though literature reviews. 

Seymour (2008), in his research work on Global Money Laundering studied that the 
process of globalization marches on, so does the problem of global money laundering. He 
studied the classification of crime for less than 30 years in the United States; money 
laundering is a common denominator for the likes of gangsters, drug dealers, corrupt 
officials, and terrorists. As more and more money is generated from illegal means, the 
stakes increase in an international game of hide and seek being perpetrated by those 
attempting to introduce ill-gotten money into legitimate international financial systems 
undetected and those trying to detect it and stop the underlying activity. 

Yeoh (2014), Enhancing effectiveness of anti-money laundering laws through 
whistleblowing, He review inadequacies of anti-money laundering (AML) and 
whistleblowing laws particularly in the UK financial services sector and suggest various 
reforms initiatives. He preponderance of defensive reporting particularly in the financial 
services sector appears to blunt the effectiveness of AML laws in the UK. Working adults 
generally are unaware or unfamiliar with whistleblowing laws, whereas the laws 
themselves are also deficient in some ways even though they have been adopted and 
adapted in various other jurisdictions because of its perceived comprehensiveness.  

Surendran, Undarakani and Ramasamy (2015) in his research work on “Evaluation of 
Money Laundering in Real Estate Sector” sated that Money laundering is the process by 
which the money acquired through illegal means like drug trafficking, tax evasion etc. is 
giving legitimate image by way of investing or transferring in legal instruments. Money 
laundering directly or indirectly affects the sector where it happened. The essential 
sectors like real estate, pharmaceutical, banking, etc are not an exception to this. But the 
effect of money laundering on these sectors would affect large public and eventually the 
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nation. He evaluated the infusion of money laundering in real estate sector of Chennai, a 
metropolitan city of Tamilnadu state of India with the population of about 5 million.  

Kang (2018), in his research paper on rethinking the Global Anti-Money Laundering 
Regulations to Deter Corruption, studied that while ‘global anti-money laundering 
(AML)’ regulations aim to detect and deter corrupt ‘politically exposed persons (PEPs)’, 
they have caused tremendous collateral damage to many innocent PEPs, particularly 
foreign PEPs. Due to the significant compliance costs of identifying and managing 
accounts of foreign PEPs coupled with an increased risk of serious fines against 
compliance failures, financial institutions have voluntarily terminated the accounts of 
foreign PEPs. Global AML regulations could avoid the collateral damage while 
maximizing the deterrence of corruption if high degrees of coordination along two 
dimensions are satisfied, namely, trans border coordination and coordination between 
public enforcement entities and private actors. This study illustrates a cornerstone change 
made in 2012 to fulfill the first dimension and offers policy recommendations to build on 
this cornerstone by pursuing coordination along the second dimension. 

Mugarura (2018), study “The implications of Brexit for UK anti-money laundering 
regulations” The purpose of his paper is to explore the law relating to European Union 
(EU) Anti-Money Laundering (AML) Directives and the effect of Brexit on money 
laundering regulation in the UK and the EU. According to his study the UK will have the 
full autonomy in terms of making decisions as to which laws to implement or which laws 
to scrap or to cull, as it sees fit. The UK having relinquished its membership of the EU 
notwithstanding could still be bound by EU anti-money directives particularly if it 
chooses to remain in the EU single market.  

Objectives of the Study 

1. To analyze present situation of Money Laundering in Indian Economy; 
2. To highlight the anti money laundering laws in India; and 
3. To discuss the various issues of money laundering in the economy. 

Methodology 

The present study based on secondary data. Secondary data is based on the internet, 
published and unpublished articles, journals etc… the secondary data used to describe the 
relationship between money laundering in Indian economy. 

Results and Discussions 

The informal economy includes unreported income from the production of legal goods 
and services, either from monetary or non-monetary transactions - hence all economic 
activities which would generally be taxable were they reported to the state authorities. In 
general, a precise definition seems quite difficult as the informal economy develops all 
the time and adjusts to changes in taxes, sanctions from the central authorities. 

Parallel economy exists due to various reasons and they are as follows:   

• High tax rates levied by the central government.  
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• Complicated tax paying rules and regulations.   
• High inflation which puts tax payers under high tax paying limits.   
• Involvement of certain agencies and companies in corrupt practices. 
• Insufficient jurisdiction laws and their implementation to counter such activities.  

 
Effect of money laundering: 

• Damage the financial market in the economy 
• Increases financial crises 
• Increases criminal activates 
• Decrease foreign investment 
• Affect the tax policies 

 
Anti-Money Laundering Laws 
Anti-money laundering laws reflect on government. To avoid money laundering 
government depend on financial system. Under the guidelines set forth by anti-money 
laundering, or “AML” financial institutions are required to verify large sums of money 
passing through the institution, and they are required to report suspicious transactions. It 
is estimated that money laundering is also a global issues, it is impossible for the 
Financial Action Task Force to provide exact amount of money coming under money 
laundering activities. 
 
Financial Action Task Force 
The Financial Action Task Force (“FATF”) was formed in 1989 by a coalition of 
countries. This intergovernmental agency was designed to develop and promote 
international cooperation for combating money laundering. As of 2015, the FATF is 
comprised of 34 different countries, but the agency is always seeking to expand its 
membership to more regions. Headquartered in Paris, France, the FATF also works to 
combat the financing of terrorism. The FATF has developed recommendations to combat 
money laundering, and the main functions in regards to this criminal activity: 

1. Control the progress of member countries in their anti-money laundering 
measures 

2. Time to time reviewing trends and techniques in money laundering, reporting to 
member countries 

3. Promoting FATF anti-money laundering throughout globally 
 

Bank Secrecy Act 
The Bank Secrecy Act (the “BSA”) was established by Congress in 1970, as an effort to 
combat the use of financial institutions in money laundering crimes. The Act include laws 
relates to financial institutions to report certain transactions to the United States 
Department of Treasury, including transactions in excess of $10,000. The institutions 
must also file a Suspicious Activity Report, or “SAR,” if they consider any financial 
transaction suspicious or believe the funds comes from unlawful activities. The Act is 
also responsible for the creation of the Financial Crimes Enforcement Network, which 
makes reports of money-laundering or suspicious activity available to criminal 
investigators around the world. 
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Other Anti-Money Laundering Regulations 
Other than the above mentioned acts some other act also work to for controlling the 
money laundering activates in country they are: 
 

� The Money Laundering Control Act of 1986, for to avoid illegal activates in 
country. 

� The 1988 Anti-Drug Abuse Act, to report the currency exchange activates, real 
estate activates. 

� The 1992 Annunzio-Wylie Anti-Money Laundering Act, purely related to wire 
transfers. 

� The Money Laundering Suppression Act of 1994 for banking activates. 
� The Money Laundering and Financial Crimes Strategy Act of 1998 for 

banking services and training examiner. 
 
FINDINGS: 

Unfortunately, there are many regulation to avoid money laundering activates in country, 
but criminals work to find new methods to escape from the above mentioned acts. Some 
of the major findings of the money launderings issues are as follows: 
 

• Black Market: 

The estimated amount of money laundered globally in one year is 2 - 5% of global GDP, 
or $800 billion - $2 trillion in current US dollars.  

• Drugs, Alcohol & Tobacco  

The non-medical use of prescription drugs is becoming a major problem to public health 
and law enforcement worldwide with opioids causing the most harm and accounting for 
76 per cent of deaths where drug use disorders were implicated, according to the 
latest World Drug Report, released by the United Nations Office on Drugs and Crime 
(UNODC).  The illegal drug trade is a global black market consisting of the cultivation, 
manufacture, distribution and sale of illegal controlled drugs including alcohol & 
tobacco. The UN report said the global drug trade generated an estimated $400 billion in 
2008.  

• Currency Exchange 

Money itself is traded on the black market. Because of demonetarization 99.3 per cent of 
the junked Rs 500 and Rs 1,000 notes have returned to the banking system, the RBI 
indicating that just a miniscule percentage of currency was left out of the system after the 
government's unprecedented note ban aimed at reduces black money and minimization of 
corruption.  

• Corruption & Bribery  

According to a recently released biannual country update by the World Bank, the overall 
outlook for India remains positive with its economic growth expected to accelerate to 
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6.1% in FY2014. The international corruption watchdog released its closely 
watched Corruption Perception Index (CPI), which ranks 180 countries based upon 
institutional perceptions of public sector corruption on a scale of 0-100.  

• Black money in Swiss banks 

According to White Paper on Black Money in India report, published in May 2012, Swiss 
National Bank estimates that the total amount of deposits in all Swiss banks, at the end of 
2010, by citizens of India were CHF 1.95 billion (INR 92.95 billion,US$2.1 billion). 
According to the SNB data, the total funds held by Indians directly with Swiss banks rose 
to CHF999 million Swiss franc (6,891 crore) in 2017, while the same held through 
fiduciaries or wealth managers increased to CHF16.2 million (112 crore). These figures 
stood at CHF664.8 million and CHF11 million, respectively, at the end of 2016. As per 
the latest data, the Indian money in Swiss banks included CHF464 million (3,200 crore) 
in the form of customer deposits, CHF152 million 1,050 crore) through other banks and 
CHF383 million (2,640 crore) as ‘other liabilities’ such as securities at the end of 2017. 

Money Laundering in India: 

An estimated $770 billion in black money entered India while $165 billion exited 
the country during 2005-2014, US-based think tank Global Financial Integrity (GFI) has 
stated in report. During 2014 alone, the inflow of black money was about $101 billion 
while the outflow was $23 billion according to the report. Out of 129 countries, India was 
ranked 68th in 2013 by Anti Money Laundering (AML) it shows that our country against 
on money laundering activates. 

Global Money Laundering Cases 

Money laundering cases are common an issue which is involve in small scale, medium 
scale and large scale. Large scale issues can easily spotlight soon to take corrective 
measures but it creates huge losses to society. Large-scale money laundering cases often 
involve global transactions. Below are some famous examples of money laundering 
cases. 

� In 2012, HSBC Holdings, a London-based company, paid nearly $2 billion in 
fines after it was discovered that the financial institution laundered money for 
drug traffickers, terrorists, and other organized crime groups throughout Iran. The 
laundering went on for many years before the activity was detected. 

� In 2014, BNP Paribas, a French bank with global headquarters in London, pled 
guilty to falsifying business records after it was discovered the institution violated 
U.S. sanctions against Cuba, Sudan, and Iran. As a result, BNP was forced to pay 
a fine of $8.9 billion which is the largest fine ever imposed for violating those 
sanctions. 

� In the 1980s, the Bank of Credit and Commerce International, a bank registered in 
Luxembourg and with offices in London, was found guilty of laundering an 
amount of money estimated to be in the billions for drug traffickers. 
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SUGGESTIONS 

1. Obtain information form bank about suspicious transactions. It helps law 
enforcement agencies to main cost structure in the society 

2. Establish anti-money laundering program in bank, financial institution, industries 
organization for making institutional accountability. 

3. Awareness program to general public about money laundering and the 
corresponding effects upon society. Because the public are unaware about effect 
of money laundering in the economy. 

4. Introduction of parallel credit transactions to avoid illegal purchase of goods and 
services 

5. Derivatives also help to avoid in detecting of an unusual change in the listed stock 
price.  

6. Banks also needed implementing new regulation simultaneously they had to 
review customer details through KYC, by implementing new software to avoid 
money laundering problems. 
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