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ABSTRACT

Objective: This research aims to analyse the impact of money
laundering on global economic stability and international business. The
main focus of this research is how money laundering creates economic
distortions, disrupts international financial markets, and examines the
effectiveness of anti-money laundering regulations in the context of the
digital economy.

Research Design & Methods: This research uses a qualitative method
with a multidisciplinary approach. This research examines the
phenomenon of money laundering and its impact on economic stability
through in-depth analysis of relevant literature as well as secondary
data from reports of international institutions and case studies in
various countries.

Findings: The research found that money laundering has a significant
impact on distorting asset prices and capital flows in international
markets. In addition, the results show that existing anti-money
laundering regulations are often inadequate in the face of the
complexity of cross-border transactions in the digital age. Legal gaps
and differences in enforcement standards across jurisdictions lead to
gaps that criminals exploit to launder their money more effectively.

Implications: The findings have important implications for
international policymakers and regulators. The research highlights the
need for regulatory harmonization and enhanced international
cooperation in anti-money laundering law enforcement. In addition,
the research also emphasizes the importance of technological
innovation in detecting and preventing money laundering practices in
the digital economy era.

Contribution: This research contributes to the literature on money
laundering by offering a new perspective on the global economic
impact and challenges of law enforcement in the digital age. In addition,
it provides practical insights for policymakers in formulating more
effective strategies to combat money laundering and protect global
economic stability.

Keywords: Money Laundering, Economic Distortion, International
Business, Multidimensional Analysis.

JEL Code : G28, E44, 017
Article type: research paper

The global economy is constantly evolving, and money laundering plays an important role
in shaping the direction of its development. When illegal funds are channelled through the
legitimate financial system, the impact goes far beyond simple criminal activity. Money laundering
can distort economic indicators, undermine financial integrity, and contribute to economic
instability. The infiltration of illicit money into the economy can facilitate corruption, exacerbate
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inequality, and create an enabling environment for organized crime to flourish. These conditions
ultimately hamper sustainable economic growth, disrupt global trade, and undermine confidence
in financial institutions (Gjoni, Gjoni, et al., 2015). The challenge of counter money laundering
requires a coordinated global effort, a strengthened regulatory framework, and innovative strategies
to maintain the integrity and stability of the global economy (Borlini, 2008).

Understanding the economic impact of money laundering in international business is
critical for policymakers, financial institutions, and businesses. Money laundering not only
undermines the integrity of the financial system, but also has wider implications for economic
stability and growth. For policymakers, recognition of these impacts is critical in developing
effective regulations and enforcement mechanisms to combat these illegal activities. Financial
institutions must be alert to identify and prevent money laundering activities to protect their
reputation and avoid legal repercussions. Meanwhile, businesses need to understand how money
laundering can distort competition, affect market dynamics and potentially put them at legal risk
(Isolauri & Ameer, 2023). Understanding this issue in detail, more effective strategies can be
developed to protect the global economy from the negative impact of money laundering. A major
challenge in unifying anti-money laundering laws at the international level is the differences in
enforcement and legal standards between countries, which creates gaps in case handling. The
importance of strong and uniform domestic laws is emphasized for the effective handling of money
laundering (Keesoony, 2016).

Based on Steenwijk (2016) research analyzing the impact of Directive 2015/849 (4th
European Anti-Money Laundering Directive) in the European Union, which requires a risk-based
approach, but also identifies weaknesses such as the risk of overregulation and high compliance
costs. In conclusion, while the directive improves AML policies, there is still room for improvement.
Research in Nigeria assesses the effectiveness of legal, regulatory and institutional frameworks in
combating money laundering and terrorism financing. Developing countries, especially cash-based
economies, are vulnerable to money laundering, and in Nigeria, weak regulations hamper effective
efforts. The need for stricter regulation, stronger law enforcement, and better coordination was
emphasized (Ladan, 2013). A comparison of the anti-money laundering legal frameworks in
Mauritius and South Africa shows that while Mauritius has comprehensive regulations, there are
weaknesses that need to be addressed. Mauritius can learn from South Africa's strategy to
strengthen its legal framework, including strengthening its risk-based approach and compliance
regulation (Beebeejaun & Dulloo, 2023).

However, research integrating economic, legal and criminological perspectives in analyzing
the global impact of money laundering is limited. A multidisciplinary approach that combines
insights from these three fields is important to understand the impact of money laundering on
global markets, financial stability, and the integrity of international business, and to inform more
effective policies. This research aims to fill this knowledge gap by proposing a multidimensional
approach to understanding the economic impact of money laundering in international business. The
global economic impact of money laundering in international business is vast and diverse, affecting
financial markets, economic stability and business integrity around the world. Money laundering
enables the flow of illegal funds through legitimate channels, undermining economic systems and
creating challenges for regulators and businesses alike. Understanding these impacts requires a
comprehensive approach that integrates economic, legal and criminological perspectives.

LITERATURE REVIEW

Money laundering is the process of hiding the source of illegal funds and making them
appear legitimate (Gjoni, Karameta, et al., 2015). Money laundering started in the United States in
the early 1930s. During this period, after the private production of alcoholic beverages was banned
and this activity was monopolized, pirate producers who continued this activity began to make huge
profits. Pirate makers tried to “launder” their illegally earned profits through legitimate activities.

Very important steps have been taken in the past 15 years, including ratification, signing
and implementation of international agreements, and consolidation of legislation. Money
laundering refers to a method often used by criminals to make illegal profits. It is called dirty money
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or illegal money and comes from illegal activities such as drug proceeds, prostitution, fraud, etc.
Money laundering is often done through wire transfers and financial means to disguise the origin
of funds and make them appear to come from legitimate sources. The origin of the name dates back
to the early 20th century. At that time, criminals used money laundering operations to justify high
profits in the eyes of regulators, when in reality, the profits were solely derived from illegal
activities. Money laundering activities involve three steps that form the cornerstone of money
laundering activities (Geno, 2019).

Deposit

The initial stage of “Pre-Laundering” is when the perpetrator inserts illegal money into the
legal financial system. This is done in a variety of ways, such as splitting the money into smaller
chunks and depositing them into banks under different names. The funds are then combined and
re-deposited into accounts in other locations. At this stage, the illegal money is often in cash and
institutions such as banks or money transfer businesses may be involved. This stage is also where
the profits are most visible and the crime is easier to detect.

Concealing the origin of capital or closure.

This stage involves the transfer of funds that were previously entered into the legal financial
system, converted, or simply transferred from one bank to another. Thus, dirty money is used for
various transactions, with the aim of concealing its true origin. These transactions could include
investments in various entities, such as companies and trust funds, various financial assets such as
stocks or insurance policy institutions, etc. This stage is also referred to as masking.

Capital resolution

Capital resolution or “integration” is the stage where illegal, almost legal funds are invested
or converted into valuable goods or property. The criminals can enjoy their profits without worrying
too much about being identified. Money laundering involves two crimes: how to obtain illegal
income and transfer it to legal activities. Money laundering is becoming a global problem, especially
in areas with weak rules or unstable financial systems, which are prime targets.

METHODS

This research uses a qualitative method with a multidisciplinary approach. A qualitative
approach with a multidisciplinary perspective will allow the researcher to explore in depth the
impact of money laundering from multiple perspectives and enable a more in-depth conceptual and
theoretical analysis of how money laundering interacts with economic, social, and legal dynamics
as well as exploring the local context and specific variables affecting the phenomenon that help dig
deeper into subjective experiences and implications. This research will examine the phenomenon
of money laundering and its impact on economic stability through in-depth analysis of relevant
literature as well as secondary data from international agency reports and country case studies. The
data collection techniques include analyzing articles and journals on analyzing the impact and
implications of money laundering to understand the complexities and variations in money
laundering practices.

RESULT & DISCUSSION

Money laundering is the process of concealing the origin of money obtained by
unauthorized means. It has a significant economic impact, especially in the global arena of
international business. Money laundering problems disrupt economic activity, undermine financial
systems, and destabilize markets around the world. Considering its complex implications,
understanding money laundering requires a comprehensive approach that integrates economic,
legal and criminological perspectives.
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Economic Distortion and Market Instability

Money laundering causes profound economic distortions and triggers market instability.
Walker (1999) highlights how money laundering can artificially inflate asset prices, misallocating
resources and encouraging unfair competition, which erodes market integrity. This impact is
particularly pronounced in developing countries with less robust financial systems. Money
laundering has a long-term impact on the global economy (Goel and Singh, 2018). Not only does it
change economic dynamics at the national level, but it also affects international financial stability.
Manipulation of the financial system through illegal channels creates significant market distortions,
such as inflated asset prices and unfair competition, which undermine the integrity of financial
markets and discourage legitimate investments (Keswani & Wadhwa, 2019; Lokanan & Chopra,
2021). This creates price bubbles that can burst, hurting local economies and widening social
inequalities.

Money laundering also increases volatility in global financial markets. When illicit funds
flow into financial markets in a non-transparent manner, it creates high uncertainty for investors,
reduces capital allocation efficiency, and triggers excessive volatility (Masciandaro, 2000). This
volatility makes global financial markets less stable, with potential domino effects on the real
economy. With the development of technology, money laundering through cryptocurrencies has
become a new phenomenon that adds to the instability in the global market (Zhou, 2023). The
decentralized nature and anonymity of cryptocurrencies are attractive to money launderers, while
the lack of clear regulation makes it difficult to monitor. The volatility of crypto prices also adds
risks to the stability of global financial markets. In developing countries, money laundering can
disrupt monetary and fiscal policies, slow economic growth, and exacerbate economic instability
(Goel and Singh, 2018). It leads to volatile exchange rate swings, uncontrolled inflation, and
disruption of legitimate capital flows, hampering investment and long-term growth. Increased
money laundering activity is often an early sign of economic recession. Large illegal money flows
indicate fundamental economic imbalances, which can trigger a decline in investment, an increase
in unemployment, and a contraction in economic output (Barone et al., 2018). In the bond market,
money laundering increases volatility and borrowing costs, as illegal funds alter supply and demand
dynamics (Harris, 2015).

In Eastern Europe, money laundering exacerbates regional economic instability, especially
in countries with weak economies (Kundelska, 2022). These activities are often linked to corruption
and organized crime, which weaken economic institutions and increase uncertainty. This economic
instability creates challenges for regional economic integration and long-term growth. Finally,
money laundering can trigger runaway inflation, especially in the commodity sector, which harms
consumers and firms and disrupts monetary policy (Aluko & Bagheri, 2012). This inflation makes it
difficult for central banks to maintain economic stability, adding to the challenges of managing
global economic conditions.

Transborder Capital Flows and Economic Instability

Money laundering is one of the main factors that contribute to economic instability by
increasing the risk of the shadow economy (Ladan, 2013). Money laundering activities, which
involve disguising the origins of illicit funds through legitimate financial networks, enlarge the
shadow economy sector. This sector includes economic activities that are not officially registered
and often involve organized crime (AML Watcher, 2023). When proceeds of crime enter the formal
economy, there are distortions in resource allocation, asset price inflation and weakened monetary
policy. The underground economy continues to grow alongside money laundering activities, as
“dirty” money flows through unrecorded and untaxed channels (International Monetary Fund,
2018). This reduces the tax revenue that governments would otherwise receive, hampering
investment in economic development and public services.

India, money laundering has become a major threat that undermines the financial system
and destabilizes the economy (Goel and Singh, 2018). The influx of illicit funds into legitimate
economic channels not only distorts market dynamics but also erodes investor confidence, resulting
in a decline in economic growth. Money laundering also has serious implications for the stability of
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the banking system. Diamond and Rajan (2005) highlight that money laundering through banking
institutions can lead to a liquidity crisis, where banks do not have sufficient funds to meet their
short-term obligations. When banks engage in money laundering activities, the financial and
reputational risks faced increase, including the possibility of losing the trust of customers and
investors. This liquidity crisis can spread throughout the banking system, threatening national
financial stability and potentially causing a banking crisis.

The banking sector in India, which is the cornerstone of economic stability, is particularly
vulnerable to the impact of money laundering. Sundarakani and Ramasamy (2013) state that money
laundering in this sector jeopardizes the effectiveness of monetary and fiscal policies, as it poses
significant risks to financial institutions. These risks are not only financial but also reputational, as
banks involved in money laundering will face severe penalties and loss of public trust. Erosion of
confidence in financial institutions further exacerbates economic instability, making it difficult for
India to maintain a strong and resilient economy. Money laundering also exacerbates economic
instability by creating market distortions and unfair competition. When proceeds of crime are
channeled into certain sectors, asset prices can inflate and create market imbalances. Businesses
funded by proceeds of crime may offer lower prices or take greater risks than legitimate businesses,
undermining market structure and reducing the competitiveness of legitimate companies.

In addition, money laundering undermines trust in the financial system and government
institutions (Claver et al., 2023). When money laundering is detected on a large scale, public and
investor confidence can be shaken, which is crucial for economic stability. Investors may withdraw
their funds from countries deemed to have a high risk of money laundering, triggering a financial
crisis or exacerbating already fragile economic conditions. In the long run, money laundering creates
an environment where organized crime thrives, undermining market integrity and impeding
sustainable economic growth. Therefore, efforts to combat money laundering are critical to
maintaining global economic stability and preventing the growth of a detrimental underground
economy. Money laundering through legal businesses is one of the biggest challenges to economic
growth in developing countries. When illegal funds are channeled through seemingly legitimate
businesses, it creates distortions in the market and hinders the potential for healthy economic
growth. Money laundering allows criminals to integrate profits from illegal activities into the formal
economy, which increases economic risks such as market instability and decreased investor
confidence.

Legal and Regulatory Challenges

The transnational nature of money laundering poses significant challenges to legal and
regulatory frameworks. Various studies have explored how inconsistencies in anti-money
laundering (AML) regulations across different jurisdictions can hamper efforts to effectively combat
this crime (Borlini, 2008). These challenges are compounded by the need for international
cooperation and the development of robust legal mechanisms that can adapt to evolving money
laundering techniques. A multidimensional approach emphasizes the importance of harmonizing
legal frameworks and strengthening enforcement mechanisms across borders. The effectiveness of
anti-money laundering (AML) frameworks is critical in mitigating the economic impact of money
laundering. However, inconsistencies across different jurisdictions often undermine global efforts
to counter this problem. Beebeejaun & Dulloo (2023) compared AML frameworks in Mauritius and
South Africa, highlighting the need for harmonized global regulations to prevent regulatory
arbitrage, where criminals exploit weaker systems. This comparative analysis underscores the
importance of a cohesive legal framework that transcends national borders to effectively address
money laundering in international business. The following research table 1 contains legal and
regulatory challenges resulting from money laundering.

Table 1. legal and regulatory challenges resulting from money laundering

Country Method Legal and Regulatory Challenges Identified Source
Indonesia  Normative Technological developments complicate law enforcement, (Rahmadan,
Analysis creating a "surveillance gap” that is exploited by money 2021)
launderers
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Country Method Legal and Regulatory Challenges Identified Source
Legal Analysis RegTech and internal audit functions need to be (Yusoff et
strengthened to improve the effectiveness of financial al., 2023)
regulations in the digital era
India Case Studies Weaknesses in law enforcement and inconsistent (Goel and
regulations make it easier for criminals to take advantage Singh, 2018)
of legal loopholes
South Comparative Legal inconsistency creates loopholes in regulatory (Beebeejaun
Africa & Studies enforcement and fuels economic instability & Dulloo,
Mauritius 2023)
Eastern Regulatory Unequal implementation increases the risk of economic (Safonov et
Europe Analysis instability and weakens law enforcement efforts al., 2022)
Kosovo Criminological Money laundering exacerbates economic and political (Haziri,
Analysis instability, and challenges effective law enforcement 2016)
United Legal Analysis The complexity of federal law in tackling cross-state (Real Estate
States money laundering poses a major challenge to law Residential,
enforcement. 2024)
Brazil Case Studies Weak inter-agency coordination and ineffective law (World
enforcement increase vulnerability to money laundering.  Bank Group,
2023)
Nigeria Case Studies Weak regulations and lack of law enforcement capacity (Ladan,
exacerbate challenges in tackling money laundering 2013)
Ukraine Artificial Neural Money laundering through the banking sector adds (Lyeonov et
Network complexity to law enforcement and worsens economic al., 2021)
Modeling instability
European  Comparative Differences in the implementation of AML policies in (Steenwijk,
Union Studies member countries lead to uneven law enforcement 2016)
Malaysia Islamic Law Challenges in aligning modern regulations with Islamic (Alias et al,,
Perspective legal principles that affect the effectiveness of AML policies 2019)
Thailand Case Studies Inadequate policies in dealing with money launderinglead (Wisnujati
to economic instability and weaken law enforcement etal., 2018)
Russia Legal Analysis Money laundering through crypto transactions challenges (Sorokina et
law enforcement's ability to track and prosecute al., 2021)
perpetrators
China Economic Weak regulation of cryptocurrencies leads to challenges in  (Zhou,
Analysis law enforcement and exacerbates economic instability 2023)

The table 1 reveals the various challenges faced by countries in addressing money

laundering, highlighting the significant impact on global economic stability. One of the main
challenges is the lack of uniformity in the implementation of Anti-Money Laundering (AML)
regulations. In regions such as the European Union and South Africa, difficulties in implementing
consistent regulations create legal gaps that are exploited by criminals, exacerbating economic
instability in the region. In addition, developments in digital technology are introducing new
challenges to law enforcement, particularly in countries such as Indonesia and Russia. Technologies
such as cryptocurrencies have created a » supervision gap,” where existing regulations often lag
behind the speed of technological innovation. This complicates law enforcement efforts, as
criminals can easily take advantage of under-supervised digital platforms. In developing countries
such as Nigeria, Brazil and Ukraine, weaknesses in law enforcement and inadequate regulation
further exacerbate the problem of money laundering. This points to the urgent need to enhance law
enforcement capacity and strengthen regulatory frameworks to be more effective in dealing with
this challenge. Money laundering through cryptocurrencies has also become a serious threat to
economic stability, particularly in Russia and China. Weak regulation of crypto transactions has
made it difficult to enforce the law and increased the risk of economic instability, underscoring the
need for stricter regulation and more effective oversight. These challenges highlight the need for
better global coordination, regulatory harmonization, and the development of more advanced
supervisory technologies. An internationally coordinated approach is key to minimizing the impact
of money laundering on the global economy and maintaining the integrity of financial markets.
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Criminological Perspective

Money laundering is fundamentally linked to organized crime, further exacerbating its
economic impact. Criminal organizations use money laundering to integrate illegal profits into the
legitimate economy, undermining the financial system and contributing to wider economic
instability. Criminological studies, such as Haziri (2016), in Kosovo discuss how these activities not
only destabilize the economy but also erode public trust in financial institutions, making it more
difficult for governments to enforce the law and maintain economic order. Criminal networks use
money laundering to integrate illegal profits into the legitimate economy, undermining the financial
system and contributing to economic instability.

Money laundering has been one of the main factors exacerbating economic and political
instability in Kosovo. This instability occurs because the flow of illegal funds laundered through
various sectors, including banking and real estate, disrupts the local economic system by creating
asset bubbles, distorting market competition, and fueling economic uncertainty. In addition, money
laundering exacerbates corruption and weakens legal institutions, which in turn undermines
political stability. Laundered funds often come from criminal activities such as drug and arms
trafficking, as well as tax evasion, which not only undermine economic order but also deepen
political conflicts. With a vulnerable financial system and weak legal oversight, Kosovo is a fertile
ground for complex money laundering activities, which exacerbate economic instability and
strengthen criminal networks. These conditions also deter foreign investment and hinder
sustainable economic growth, making it more difficult for Kosovo to achieve long-term stability.

Several studies and reports from international organizations such as the United Nations
Office on Drugs and Crime (UNODC) and the Financial Action Task Force (FATF) highlight how
money laundering is linked to wider criminal activities and has a significant impact on economic
and political stability in countries such as Kosovo. The reports show that without effective and
coordinated action from governments and international institutions, money laundering will
continue to be a major threat to economic and political stability in Kosovo and other countries with
similar vulnerabilities.

Technological Advancements and Digital Money Laundering

The rise of digital currencies and technological advancements have posed new challenges
in the fight against money laundering. Digital platforms, such as cryptocurrencies, offer anonymity
and ease of transfer, making it increasingly difficult to track and regulate illegal financial flows.
Villanyi (2021) explores how digital money laundering complicates the enforcement of AML
regulations, potentially leading to significant economic impacts, especially in countries with
emerging financial technologies. The development of digital technology in the era of the Industrial
Revolution 4.0 has brought major changes in various economic sectors, including in terms of money
laundering. Research on “The Development Of The Crime Of Money Laundering In The Industrial
Revolution 4.0” shows that digital technologies, such as cryptocurrencies and online payment
systems, have opened up new avenues for criminals to launder money more effectively and covertly.
In Indonesia, this has exacerbated economic instability and reduced the effectiveness of existing
financial regulations. Money laundering through digital platforms has become more difficult to
detect due to its anonymous and global nature, which allows illicit funds to move across borders
quickly and without a clear trail. In the Indonesian context, the role of regulatory technology
(RegTech) and internal audit is crucial to meet this challenge. The study entitled “*Money Laundering
Prevention through Regulatory Technology and Internal Audit Function in Indonesia Banking
Sector” highlights that the Indonesian banking sector must strengthen their supervisory technology
to effectively detect and prevent money laundering practices. RegTech, which uses advanced
technology to ensure regulatory compliance, is becoming a crucial tool in this digital age. However,
despite advances in supervisory technology, the challenges faced by financial institutions are still
great, especially in maintaining economic stability and preventing losses caused by money
laundering.

Overall, the development of money laundering in the digital age has brought significant new
challenges to the Indonesian economy. Without serious efforts in strengthening regulations,
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enhancing surveillance technology, and improving detection systems, money laundering through
digital platforms will continue to undermine economic stability and weaken the integrity of the
financial system in Indonesia. Therefore, strong collaboration between the government, financial
institutions, and technology regulators is key in countering this threat and maintaining the health
of the national economy.

CONCLUSION

Money laundering has a significant impact on international business and the global
economy, with far-reaching and complex consequences. Economically, money laundering causes
market distortions and instability by creating asset price bubbles and runaway inflation. In
developing countries, it discourages foreign investment, exacerbates economic instability and
disrupts monetary policy. Cross-border capital flows involving money laundering enlarge the
underground sector of the economy, reduce tax revenues, and threaten the stability of the banking
system by increasing the risk of a liquidity crisis. In addition, legal and regulatory challenges,
including the non-uniformity of anti-money laundering (AML) regulations across jurisdictions,
complicate global efforts to combat this crime. Technological developments, particularly
cryptocurrencies, add to the complexity of law enforcement due to the anonymity and ease of
transfer offered by digital platforms. Money laundering is often linked to organized crime, which
integrates illicit profits into the legitimate economy, undermining financial systems and eroding
public trust. Addressing these challenges requires the strengthening of internationally coordinated
legal and regulatory frameworks, as well as the implementation of advanced supervisory
technologies (RegTech). Further global coordination and regulatory harmonization are key to
minimizing the impact of money laundering and maintaining global economic stability.
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