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Dirty money is often a by-product or a symptom of political corruption in the
jurisdictions in which it originates. It can also spread corruption and erode democracy
on its journey to its final destination. This typically involves multiple jurisdictions and
is the reason why it is so hard to detect. Recently, a series of money laundering
scandals have highlighted weaknesses in the anti-money laundering and counter-
terrorist financing (AML/CFT) framework of the European Union (EU), the
implementation of which remains the responsibility of member states. The paper
argues that EU’s defences against money laundering have been weakened partly
reflecting a little-known erosion in the independence of member state central banks
which are often the AML supervisors. It puts forward a number of new proposals to
strengthen governance and AML/CFT implementation in the EU.



l. Introduction

Central banks were initially set up to issue and manage the currency and to offer
banking services to governments — often helping them to finance their war efforts.
However, their responsibilities have evolved over time to overseeing commercial
banks and other financial institutions and offering lender of last resort services.!
Nowadays, the primary role of central banks is to deliver low and stable inflation,
through the use of monetary policy instruments such as short-term interest rates.
Most, if not all, central banks have responsibilities that include promoting conditions
of financial stability. In many countries these responsibilities include micro-prudential
supervision of individual financial institutions, as well as macro-prudential regulation
and supervision intended to address system-wide risk.® Often, alongside prudential
supervision, central banks are also responsible for overseeing banks’ adherence to
anti-money laundering and counter-terrorist financing (AML/CFT) legislation.* The
majority of central banks in the European Union (EU) do, in fact, have AML
supervision responsibilities. It is this little-known central bank responsibility that is
the focus of the current paper against the context of weakening central bank

independence, which is neither well known nor analysed in detail.
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Although central bank legal frameworks vary from country to country, most
central banks enjoy — in theory — independence from their respective governments.
Levels of central bank independence, however, have varied considerably over time
and across countries.®> The European System of Central Banks (ESCB) is, by design,
among the most independent in the world, in that some of its independence safeguards
are enshrined in Article 130 of the Treaty on the Functioning of the European Union
(TFEU).5 This key provision cannot easily be changed because a revision in EU
Treaties requires unanimity among all member states pursuant to Article 48(6) of the
Treaty on European Union (TEU). These safeguards are designed to protect the
personal independence of central bank governors, the financial independence of
central banks, as well as the operational independence of central bank decisions.

The scope of this independence is, however, limited. To start with, only
central bank governors’ personal independence is protected by the TFEU. Central
bank governors are appointed for a minimum five-year term and can only be removed
from office on grounds of incapacity or serious misconduct.” EU Treaties, however,
are silent on the independence of deputy governors or members of governing bodies
of national central banks. Moreover, tasks other than monetary policy, such as

banking supervision, are in a somewhat grey area and open to legal interpretation.®
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The European Central Bank (ECB) itself interprets its own independence rather
narrowly.® However, it has been contended that the EU Treaties cover all the tasks
and functions of the ECB.°

Be that as it may, there is by now considerable evidence that even the
independence of central bank governors has not withstood the test of time. There are
case studies which suggest that governors were compelled to resign following actions
they took to deal with failing banks or disagreements with their respective
governments.!! Additionally, there are examples illustrating that central banks
elsewhere are changing their behaviour to better align themselves with their
respective governments.’> Moreover, ongoing litigation under the Racketeer
Influenced and Corrupt Organizations Act, a United States (US) federal act, at the
New York Southern District Court in which Bulgaria’s central bank (the Bulgarian
National Bank) and a Bulgarian politician are among the defendants raises concerns

that central banks do not take decisions independently.*®* More importantly, when it
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comes to the fight against money-laundering, central banks’ governing bodies — that
are less independent than their governors — may come under political pressure to turn
a blind eye to law violations. Such pressure can be exerted from their respective
governments, political parties or individual politicians with business ties,** special
interest groups, such as powerful banks, law and accountancy firms that benefit from
offering services to wealthy investors, etc. Although such pressure may sometimes be
disguised as a legitimate attempt to reduce ‘red tape’ and create a more friendly
business environment, it may result — intentionally or not — in reduced defences
against money laundering.

The consequences of weaker money laundering defences do not, however,
remain within national boundaries. Once proceeds of crime or, more generally, money
acquired illegally enter the single financial market, they can travel freely throughout
the EU. The single financial market is, therefore, as strong as its weakest link. Indeed,
recent scandals in which there were allegations about money laundering, which we
would examine below, have shown that dirty money typically exploits weaknesses to
enter. According to a recent report by the UK Parliament, while the scale of economic
crime in the United Kingdom (UK) is ‘uncertain’, ‘[i]t seems that it can reasonably be
said to run into the tens of billions of pounds, and probably the hundreds of
billions.*® The risks emanating from such large volumes of money cannot be under-
estimated and, in fact, may either contribute to the process of disintegration of the EU,
or at least accompany disintegration episodes, as we argue below. Money laundering,
of course, is not just a problem for the UK. Because of the limited international media
attention devoted to smaller or newer member states, it is often forgotten that they
could be the final destinations of dirty money too. Moreover, money laundering may

involve several jurisdictions and smaller or newer member states may be the place
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where dirty money first enters the single market. States which have political ties or
geographic proximity to Russia seem particularly vulnerable.®

First, this article explores the possible relationship between European
disintegration and illicit financial flows. Then, it critically analyses the AML
framework to showcase why central banks usually have an important role in the fight
against money laundering, which is often ignored. Finally, it explores how fragile
central bank independence and related AML supervision weaknesses may
compromise the goals of AML legislation and makes concrete recommendations how

to remedy these deficiencies.

. European Disintegration and Illicit Financial Flows

It has been asserted that ‘[s]chemes for European integration are almost as old as the
idea of Europe as a distinct political and cultural entity and much older than the
conception of Europe of nation states’.}” It has also been stressed that ‘European
integration has always meant different things to different people’.!® For instance,
those with left-wing views may see regulation as an important pillar of integration
while those with right-wing views may regard regulation as a threat to integration.
The EU is surely the most successful integration project in Europe!® and,
unsurprisingly, it is often treated as synonymous to European integration. The Oxford

Dictionary of Contemporary World History, for example, defines European
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integration as ‘the formation of European states into the world’s closest regional
association, which has assumed many of the characteristics of statehood’.?°

Yet, it has been emphasised that forces of integration and disintegration
traditionally coexist.?! The EU indeed has been haunted by the tension between these
forces since its establishment. Opt-out mechanisms, which permit differentiated
integration, serve as illustrations of this friction.?? In turn, there is debate on whether
differentiated integration induces a ‘positive dynamic of integration’, a ‘negative
dynamic of disintegration’, or to ‘lasting divisions within [the EU]’.? Recent
disintegration episodes, which have drawn the attention of scholars, include the
Eurocrisis, the migration crisis, Brexit, and the rise of illiberalism in member states
like Poland and Hungary.?* In fact, there are pessimists who have gone as far as
discussing the likelihood of the EU disintegrating as an entity.?

While illicit financial flows are traditionally perceived as a problem affecting

mostly developing countries,?® they may be a cause or a symptom of European
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disintegration episodes and processes, too. A recent policy brief by the World Bank
defines illicit financial flows as ‘money illegally earned, transferred, or used that
crosses borders’ and identifies three main types: 1) transferring clean money for an
illegal purpose, such as financing crime; 2) illegal transfers (tax evasion); 3) legal
transfers of funds which are illegal.?’

The first type has also been referred to as ‘money dirtying’ (the opposite of
money laundering).?® Traditionally, this type is associated with the financing of
terrorism and extremism. However, it has also prompted analysts to propose the term
‘political money laundering’ to identify cases in which suspicious money (not
necessarily money from proven illegal activities) is used for election interference or
other activity threatening democratic values.?® It is known, for instance, that the
driving force behind the ‘Leave the EU’ campaign, which eventually led to Brexit and
thus contributed to disintegration in the EU, was the UK Independence Party (UKIP),
a right-wing party considered to be populist.*® UKIP built momentum by engaging in

rhetoric against the EU and its values.®! There is indirect evidence that the ‘Leave’
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campaign was financed by Russia.>? Moreover, in 2014, le Front National, a French
extreme right party, received a loan from an obscure Russian bank.®® It may not be
accidental that its leader Marine le Pen called for Frexit, after UKIP’s success.>*

The second and the third type of illicit financial flows may shade into each
other. While the definitions of money laundering in national criminal laws may
diverge — below we will see that the EU introduced a common, imperfect definition
relatively late — it is accepted that money laundering covers the cases in which one
intentionally conceals the origin of proceeds of crime.®® Tax evasion, which the World
Bank has given as an example of an illegal transfer, is also a crime. Moreover, money
laundering does not necessarily involve cross-border transactions. The precision of
definitions and nuances aside, it is the second and the third type of illicit financial
flows which may be the by-product of corruption and rule of law decay not only
outside of the EU, but also within the EU. In principle, empirical research has shown
the close link between corruption and money laundering which, arguably, implies that
‘[the] prevalence of one of these offences in a country usually signifies the prevalence
of the other’.®® This threat to, or even attack against, EU values can surely contribute

to the process of European disintegration.®’
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For instance, the rise of illiberalism in Poland and Hungary can be considered
an important episode of European disintegration.*® Currently, both states are subjected
to infringement proceedings under Article 7 TEU for breaching Article 2 TEU. While
Bulgaria does not face infringement proceedings for breaching Article 2 TEU at this
stage, it is considered the most corrupt EU member3® where the rule of law is
undermined.*® Unsurprisingly, there are rising suspicions that these regimes launder
proceeds of illegal activities carried out on their own territory. Critics of Hungarian
Prime Minister Viktor Orbéan assert that the Hungarian Parliament passed ‘a mass of
custom-tailored laws that mostly served as a framework for any subsequent
manipulation, as well as laws that generally support the functioning of the
mechanisms of state corruption’, including a law facilitating money laundering.*!
They also allege that a circle of businessmen close to Orban ‘launder[s] illegally

gained public funds simply by paying themselves huge dividends’.*? Relatedly, in
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early 2020, Spanish authorities confirmed that they were investigating the Prime
Minister of Bulgaria Boyko Borissov for alleged money laundering since 2013 — the
facts, as revealed by El Periodico, which initially broke the story, will illustrate a
failure of AML protocols in several member states (at least Bulgaria, Cyprus, and
Spain) if confirmed because the inquiry was launched only after a complaint by a civil
pressure group.*

Once autocratic regimes in the EU purposefully weaken AML governance, it
makes it easier for others to exploit these loopholes as well. For instance, it does not
seem accidental that in 2019, Bulgaria was shaken by a money laundering scandal
involving funds transferred from Venezuela through Russia — Bulgarian authorities
reacted only after they were prompted by US authorities.** In parallel, laundering of
proceeds from non-EU kleptocratic regimes may also threaten the rule of law in EU
member states, which have a higher regard for the rule of law, because they ‘risk
importing practices common to life under kleptocratic regimes’.*® Below we will
examine cases which seem to illustrate this phenomenon.

Now that we have scoped out the possible relationship between money
laundering and the question of European disintegration, we turn our attention to the
AML framework to showcase why the independence of AML regulators, including

central banks, is of key importance.

Il. The AML Framework and the EU
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The last three decades saw the development of a complex AML framework both on an
international and an EU level.*® The Financial Action Task Force (FATF) has been
referred to as ‘the single most influential international body in terms of formulation of
Anti-Money Laundering policy and mobilization of global awareness of the complex
issues involved in countering this sophisticated form of criminality’.*’ Set up in 1989,
it has 37 member jurisdictions, 15 of which are EU members, and two regional
organisation members: one of them is the European Commission.*® The Committee of
Experts on the Evaluation of Anti-Money Laundering Measures and the Financing of
Terrorism (MONEYVAL), a permanent monitoring body of the Council of Europe
established in 1997, is an associate member of FATF. FATF has so far issued forty
non-binding recommendations.*® In parallel, there are binding international
instruments by international organisations.’® FAFT standards and international

conventions have influenced EU’s response in this area.® Historically, the EU has
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implemented six directives and two regulations which are most relevant. The current
framework, as it stands, consists primarily of the fourth®?, fifth>, and sixth®* AML
directives and the regulation on transfer of funds.>® In principle, EU’s approach to
money laundering has two main legs — criminalisation and prevention — which have
evolved and which are intertwined. The intricate relationship between these two limbs
is relevant for our study.

For a long time, there was no harmonised definition of what money laundering
was on an EU scale. It is interesting to note that while the initial focus of EU’s AML
policy was on criminalisation, the first AML directive did not refer to money
laundering as a crime: it merely stated that it was “prohibited’.>® Whereas the ultimate
result of the first AML directive was that money laundering was ‘de facto
criminalized in all Member States’,>” definitions were not harmonised. The underlying
logic of this legislative choice by the EU legislator at the time was that criminal
matters were a matter of national competence — with the Treaty of Lisbon of 20009,
EU’s policy on harmonisation in criminal law altered and there is now a legal basis
for approximating substantive criminal law and rules of criminal procedure.®® Yet, the

‘prohibition’ rhetoric remained even in the fourth AML directive which was
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implemented after that in 2015°° — its legal basis is Article 114 TFEU (internal
market) rather than Article and 83 TFEU (minimum definitions of criminal offences
and sanctions).®°

Whilst the fourth AML directive constitutes a significant step in remedying
the uncertainty arising from the lack of common definition,%! scholars quickly noted
that it blurred the lines between ‘administrative and criminal law and sanctions’
because it did not state ‘what type and level of sanctions’ were applicable for such
acts.%? This problem was only partially remedied in the sixth AML directive whose
transposition period still has not expired.®® Considering that late or incorrect
transposition is a common problem for EU member states, this uncertainty still has
not been conclusively resolved.

From a human rights perspective, such vagueness could have ‘detrimental
effects concerning procedural safeguards and fundamental rights protection’.%* Of
course, the fact that there was no clear definition of what constituted money
laundering and if the violation in question was of criminal or administrative nature
seems to have affected the preventative leg of EU’s AML policy t00.%° In that light, it
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palpable ‘risk-based approach’.®’” Such preventative measures generally require
regulated financial institutions to enquire about the origins of large amounts of cash
that are being placed (what is known as ‘Know Your Client’ in finance) and to report
any suspicious transactions to Financial Intelligence Units (FIUs) in member states.
The FIUs also exchange information via the FIU.net system.®

In a nutshell, this preventative limb of EU’s AML programme rests on three
pillars:®® 1) the AML supervisors who oversee the implementation of the framework
by regulated financial institutions and other entities; 2) the FIUs whose role is to
analyse and/or investigate suspicious transactions; 3) law enforcement institutions
which have powers to prosecute. It is in the interaction between these three pillars that
we see that the lack of a common understanding of what exactly constitutes money
laundering is not the only challenge. Namely, the compromised independence of FIUs
and AML supervisors may also jeopardize the goals of AML legislation.

Although FIUs are supposed to be ‘operationally independent and
autonomous’,’® a survey of FIU architecture in the EU raises concerns if this is the
case.”* In ten countries they operate under government ministries.”? In one country
(Italy), the FIU is under the central bank, while in another it is part of the tax authority
(Hungary). Yet in another one, it is under the intelligence agency (Bulgaria), while in

many EU members it is under a law enforcement authority.” When it comes to AML

67

Bergstrom, above n 62, at1160.
68

Currently, cooperation between national FIUs is governed by Articles 51-57
of Directive (EU) 2015/849 of the European Parliament and of the Council, OJ 2015
L 141/73.

69 For a detailed overview, see Joshua Kirschenbaum and Nicolas Véron, ‘A Better
European Union Architecture to Fight Money Laundering’, Bruegel,
https://www.bruegel.org/2018/10/a-better-european-union-architecture-to-fight-
money-laundering/ 2018, accessed 25 March 2020.
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the Council, OJ 2015 L 141/73.
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supervision of banks, in 15 countries it is the responsibility of the national central
bank while in the rest it is under a separate financial conduct authority.”* Thus, more
than half of the central banks in the EU have AML responsibilities.

Although different structures can work equally well in different contexts, what
is critical is the extent to which the authorities can operate independently of
governments and politics. In principle, banks are in a good position to determine if a
transaction is legitimate. If they determine a transaction is suspicious, they have an
obligation to report it to the authorities. However, some of them are negligent in
applying these rules. They could be complicit too. This is precisely the area in which
AML supervisors have a key role to play and this is where we may see the negative
impact of compromised central bank independence, as we elaborate in the next
section. Where failings do occur, the EU has a second line of defence, at least in
theory. The European Banking Authority (EBA) has the power to investigate breaches
of EU law, in which case it can override national authorities.” In practice, however,
one of the rare cases in which the EBA intervened was the mishandling of Pilatus
Bank in Malta by the Maltese FIU, which we examine in the next section.

Finally, it should be noted that compromised independence of the FIU or the
AML regulator does not just have negative implications for the country in which they
are based because the most sophisticated examples of money laundering involve
multiple jurisdictions. Literature on the specifics of money laundering describes it as a
three-stage process:”®

1) placement: illegitimate funds are placed in the banking system through
financial institutions, casinos, shops, exchange bureaus or other legitimate businesses
that are known to handle large amounts of cash without raising suspicions (e.g.

restaurants or taxi companies);’’

74 1bid.
75 See Article 17 of Regulation 1093/2010 of the European Parliament and of the
Council, 0J 2010 L 331.
76
Dennis Cox, Handbook of Anti Money Laundering (Chichester: Wiley &
Sons, 2014) 14.
77
Ibid, at 15-17.
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2) layering during which the origin of the money is disguised, often through
multiple transactions;®

3) integration which involves re-introducing laundered funds into the
legitimate economy.”®

Because of the single market, each of the stages can be performed in different

jurisdictions.

IV.  Central Bank Independence and Standards of Governance

In this section we rely on published sources and unique personal insights to
demonstrate that the independence of national central banks and/or other AML
supervisors in five smaller member states has been eroded since 2013. To this end, we
provide evidence from Cyprus, Latvia, Slovakia and Slovenia suggesting that central
bank independence has weakened. In three of these cases (Cyprus, Slovakia and
Slovenia), the central bank has direct AML responsibilities. It is plausible to expect
that the erosion of central bank (or other AML supervisors’) independence can
weaken AML defences. A mechanism through which this can happen is through
intentional under-resourcing of the AML supervision function, as we explain below. It
can also happen more directly through covert pressures exerted on AML supervisors
by politicians, but this is, by definition, much harder to detect. In addition, we analyse
AML weaknesses in Malta, the smallest member state, in the case of its supervision of
Pilatus Bank.&

Money laundering and, more generally, illicit financial flows are, of course,
not confined to the smaller member states. There have been scandals involving banks

at the core of the EU, including Germany and the UK 8" Scandals have also escalated
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Ibid, at 17-18.
79

Ibid, at 18-19.

80 Recommendation to the Maltese Financial Intelligence Analysis Unit (FIAU) on
Action Necessary to Comply with the Anti-Money Laundering and Countering
Terrorism Financing Directive, 11 July 2018, EBA/REC/2018/02.

81 In 2017, seventeen banks based in the UK/with branches in the UK were
implicated in the ‘Global Laundromat’ scandal which also engulfed Deutsche
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in Sweden and Denmark — countries with traditionally strong institutions.®? We
would, however, argue that smaller states, especially those with geographical or
political ties to Russia, are the Achilles heel of the EU at the placement stage of the
money laundering process, while the core countries often tend to be the targets for the
final stage of the process — when the money is integrated into the financial system
and can be used as if its origins are legitimate. The entry point is, however, critical.
Once dirty money enters the single financial market, it can move relatively freely

across member states.

AML supervisors in small member states with large banking systems are
particularly vulnerable to capture by powerful financial interests, as are the media and
state institutions. In the case of Cyprus, we document the erosion of central bank
independence and argue that this had a direct impact on AML prevention capabilities
through under-resourcing of the AML supervision function. Cyprus is not, however,
unique when it comes to the undermining of central bank independence. Other
countries that had similar experiences include Latvia, Slovakia and Slovenia. In
Latvia the violation of central bank independence was, in fact, confirmed by the Court
of Justice of the European Union (CJEU), as we discuss below.2® In the other three
cases, the compromised independence of the central bank can be deduced by the

resignation of their respective governors before the end of their term. One of the

Bank. See Luke Harding, Nick Hopkins and Caelainn Barr, ‘British Banks
Handled Vast Sums of Laundered Russian Money’, The Guardian,
https://www.theguardian.com/world/2017/mar/20/british-banks-handled-vast-
sums-of-laundered-russian-money (accessed 14 April 2020), Luke Harding,
‘Deutsche Bank Faces Action Over $20bn Russian Money-Laundering Scheme’,
The Guardian, https://www.theguardian.com/business/2019/apr/17/deutsche-bank-
faces-action-over-20bn-russian-money-laundering-scheme, accessed 14 April
2020; In 2019, UK’s Financial Conduct Authority imposed a fine of £102,163,200
On Standard Chartered Bank for poor AML controls. See Press Release of 9 April
2019, https://www.fca.org.uk/news/press-releases/fca-fines-standard-chartered-
bank-102-2-million-poor-aml-controls, accessed 14 April 2020.

82 The Danske Bank scandal has been termed ‘[Europe’s] largest known money
laundering scheme’. In the period 2007-2015, $230 billion was allegedly laundered
through non-resident accounts at Danske Estonia. See Raggett, above n 16; In
2020, Swedbank was fined by Sweden’s Financial Supervisory Authority for weak
AML controls. See Richard Milne, ‘Swedbank Fined $400m Over Weak Money-
Laundering Controls’, Financial Times, 19 March 2020.

83 CJEU, Joined Cases C-202/18 and C-238/18, Ilmars Rimsevics and ECB v Latvia
(2019).
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standard indicators used by the economics literature to establish the degree of de facto

central bank independence is whether governors serve their full-term.8*

A. Cyprus

Cyprus is a country that has frequently been implicated in alleged money laundering
scandals.® The broader picture is one in which the Cypriot banking system doubled in
size during 2005-10, partly due to the influx of Russian and Ukrainian funds into the
island’s banks, facilitated by politically connected Cypriot law firms. At the end of
2011, the country’s two largest banks suffered losses amounting to 25% of the
country’s Gross Domestic Product (GDP) as a result of the Greek crisis.?® As the
Cypriot government was unable to bail them out without external financial assistance,
it was forced to apply for an EU/International Monetary Fund (IMF) bailout in June
2012. Part of the economic adjustment programme involved strengthening AML
supervision.®” The weakness in that area was seen as the primary cause of the bloated
banking system by Cyprus’ international creditors. However, in Cyprus itself the
ruling elite not only persuaded the general public that allegations of money laundering
by Cyprus’ international creditors was a conspiracy to destroy the banking system, but
it also managed to shift blame for the crisis to the central bank and its Governor for

allegedly exaggerating the losses of the banks and/or providing the weapon of

84
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(Cambridge: MIT Press, 1992) 445-454,

85 See Jacob Barron, ‘Don’t Be Cyprus: Basic Money Laundering Compliance in the
Wake of a Punishing Bailout’, Business Credit, June 2013, at 4-5; Paul Manafort,
the lobbyist who ran Donald Trump’s election campaign, was indicted for fraud for
channeling millions through countries like Cyprus. See United States v Manafort,
1:18 Cr. 83 (TSE)(S-1), https://www.justice.gov/file/1038391/download, accessed
14 April 2020.

86 Sofronis Clerides, ‘The Collapse of the Cypriot Banking System: A Bird’s Eye
View’, 8(2) Cyprus Economic Policy Review 3 (2014) at 31.

87 See Economic and Financial Affairs, ‘Ex-Post Evaluation of the Economic
Adjustment Programme. Cyprus, 2013-2016°, Institutional Paper 114, 18 October
2019, at 30.
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blackmail to the ECB by supplying emergency loans to the banks during political

negotiations.®

The government of Nicos Anastasiades, who was elected President of Cyprus
in 2013, made it no secret that it was determined to limit the central bank Governor’s
powers or force him to resign — experts have deemed that the environment at the
time was ‘toxic’.8® Unsurprisingly, Anastasiades’ party, the Democratic Rally (DYSI),
tabled controversial amendments to the Central Bank of Cyprus (CBC) laws. Thus, in
April 2013, the ECB received a request for an opinion on these proposed amendments
by the President of the House of Representatives in Cyprus.*® The main purpose of
the draft law was to modify the composition of the CBC’s Board of Directors by
providing for seven directors instead of five, in addition to the Governor and Deputy
Governor.®! The two new director posts would be executive directors, while the
remaining five would remain non-executive.’? The draft law also provided for an
increase in the number of annual mandatory meetings of the Board from six to twelve
and made the licensing of banking institutions and amendments to existing banking
licenses subject to Board approval, shifting, in effect, licensing powers from the
Governor to the Board.* In addition, the draft law stipulated that the Board — and
not the Governor — would assign specific duties to the executive directors who
would be employed on a full-time basis.** The proposed amendments also included a
provision enabling the Government to set the terms of service of board members and

their remuneration at the time of appointment.®®

88
Demetriades, A Diary of the Euro Crisis in Cyprus: Lessons for Bank

Recovery and Resolution, above n 11, 57-60.

89 See ‘The Departure of Cyprus Central-Bank Governor: A Blow Against
Independence’, The Economist, 10 March 2014; Lesetja Kganyago, ‘Principled
Agents: Reflections on Central Bank Independence’, Speech at the 19" Annual
Stavros Niarchos Foundation Lecture, Peterson Institute for International
Economics, 15 April 2019.

90 Opinion of the ECB of 5 June 2013 on changes to the governance of the Central
Bank of Cyprus, CON/2013/41, at introduction.

91 Ibid, at paragraph 1.1.
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93 Ibid, at paragraphs 1.3 and 1.5

94 Ibid, at paragraph 1.6.

95 Ibid, at paragraph 1.2
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ECB’s Opinion CON/2013/41 in response to the request expresses serious
concerns that the amendments would jeopardize the independence of the Governor

and would interfere with the CBC’s decision-making powers.% The ECB stated:

‘unless the executive directors and board members of a national central bank
(NCB) are subject to the same legal requirements and enjoy the same
independence safeguards of the NCB concerned, any provision assigning
ESCB-related tasks of the Governor to an executive director, or requiring the
approval of the NCB’s Board for decisions of the Board, raises concerns about
the Governor’s ability to independently carry out the ESCB-related tasks
assigned for the Governor. This would not be compatible with Article 130 of

the Treaty and Article 7 of the Statute...”%’

Furthermore, the ECB stressed that it ‘consider[ed] that the draft law [was]
unclear with regard to the nature of the executive directors’ powers and the division of
competences between the Board and the Governor’ and express[ed] concern that
‘without clarity in these respects...the CBC’s decision making powers [would] be
undermined’.®® The ECB also urged the consulting authority to ‘take appropriate steps
in order to preserve the independence of the CBC and the members of the decision-

making bodies involved in the performance of ESCB-related tasks’.%

Despite this compelling criticism, the Cypriot parliament enacted the proposed
amendments in August 2013. Shortly after, the government put forward new
controversial amendments seeking to further undermine central bank independence.
Thus, the ECB issued a new Opinion in November 2013.1%° These new amendments
were intended to further limit the range of decisions that could be taken by the
Governor, in effect shifting powers to CBC’s Board. In an unusual step, this Opinion
refers to the ECB’s previous Opinion quoted above. The ECB was concerned that ‘a

number of observations made in that Opinion were not taken into account’ and invited

96 Opinion of the ECB of 5 June 2013 on changes to the governance of the Central
Bank of Cyprus, CON/2013/41.

97 Ibid, at paragraph 2.2,

98 Ibid, at paragraph 2.3.

99 Ibid, at paragraph 2.7.

100 Opinion of the ECB of 22 November 2013 on changes to decision-making
powers at the Central Bank of Cyprus, CON/2013/78.
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‘the relevant Cypriot authorities to address them’.1% It goes on to explain that the
ECB also stressed that the amendments were not compatible with Article 130 TFEU
and that the ‘powers granted to the two executive directors and the governance
structure’s compliance with the requirement of central bank independence still

need[ed] to be clarified’.1%?

CBC Governor Panicos Demetriades resigned on 10 April 2014 — three years
before the end of his term. In his letter of resignation, he stated that part of the reason
for his resignation was difficulties working with the CBC Board.'% The government
proceeded to appoint a Governor who was, arguably, more easily influenced.
Evidence for this was provided by a judicial enquiry into the failure of the Cyprus
Cooperative Bank, which had been bailed out with taxpayers” money in 2013.1% The
bank failed in June 2018 partly because of its own governance failures, which the
inquiry ascribed to its mishandling by the Cypriot minister of finance. The inquiry
also revealed a letter from the central bank Governor to the President of Cyprus dated
23 October 2017 — months before a looming presidential election — in which the
Governor boasted for preventing ‘early intervention measures by the Single
Supervisory Mechanism (SSM)’.1% This enabled the President to continue claiming
that the Cyprus Cooperative Bank was healthy during the pre-election period. Had the
SSM taken such early intervention measures, the government’s mishandling of the

bank could have cost the president his re-election in February 2018.

What is important to clarify is that the board, through its control of central
bank resourcing, can be a genuine mechanism for limiting the independence of an
NCB and curtailing the ability of a central bank Governor to act independently. This
is because boards are normally responsible for the approval of central bank budgets,
including staffing. A central bank board can, in effect, decide the extent to which all
central bank functions, including AML supervision, can be resourced. The CBC’s

resourcing of its AML supervision function, for example, at the time of writing

101 Ibid, at paragraph 4.

102 Ibid.

103 Demetriades, A Diary of the Euro Crisis in Cyprus: Lessons for Bank
Recovery and Resolution, above n 11, at 177.

104 Demetriades, Central Bank Independence and the Future of the Euro, above n
2, at 87-88 and references therein to the Judicial Inquiry by George Arestis.

105 Ibid.
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remains inadequate. The latest MONEYVAL report on Cyprus, states that although
the quality of supervision by the CBC (and the Cyprus Securities Exchange
Commission which supervises non-bank financial institutions) is very good,
‘shortfalls in staff resources are limiting the volume of supervision, linked with work

on risk assessment, and sanctioning that can be taken’.1%’

B. Latvia

On 26 February 2019 the CJEU annulled the decision of Latvian authorities taken on
18 February 2018 suspending the Governor of the Central Bank of Latvia Ilmars
Rimsgvics from office and imposing a prohibition to perform his duties as Governor,
an obligation to pay a surety and an interdiction on leaving the country without prior
authorisation.'® These measures were temporarily imposed on the Governor in the
context of a preliminary criminal investigation concerning acts of bribery and
corruption which the Governor was suspected of committing. The Court notes that
although ‘it may be necessary to suspend [the governor] temporarily from office’ for
the purpose of such an investigation, the Court has the power to verify that such a
decision is taken only if there are ‘sufficient indications that he has engaged in serious
misconduct capable of justifying such a measure’.1%®® The Court held: ‘Latvia has not
established that the relieving of Mr. Rimseévics from office is based on the existence

of sufficient indications that he has engaged in serious misconduct...”.*1°

What is of interest is that the corruption allegations against the central bank
Governor and the decision of Latvia to suspend him from his duties was made amidst
a money-laundering scandal, which led to the failure of ABLV, the third largest bank
in Latvia.'! Specifically, on 13 February 2018, the US Department of the Treasury’s

106 Fifth Round Mutual Evaluation Report on Cyprus, December 2019,
MONEYVAL(2019)27.

107 Ibid, at paragraph 29.

108 Ilmars Rimsévics and ECB v Latvia, above n 83.

109 Ibid, at paragraphs 91 and 92.

110 Ibid, at paragraph 96.

111 See Silvia Marler, ‘Latvia’s Money Laundering Scandal’, Bruegel,
https://www.bruegel.org/2018/04/latvias-money-laundering-scandal/ 2018,
accessed 8 April 2020.
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Financial Crimes Enforcement Agency (FINCEN) published a finding pursuant to
Section 311 of the USA Patriot Act, seeking to prohibit the opening or maintaining of
a correspondent account in the US by ABLV bank.? FINCEN proposed this measure
based on its finding that ABLV bank was a financial institution of ‘primary money
laundering’ concern operating outside the US.'® FINCEN claimed that ABLV was
used to ‘facilitate money laundering, illicit financial schemes and other illicit activity
conducted by its customers and other illicit actors, including actors associated with
North Korea’s procurement or export of ballistic missiles, sanctions evasion and
large-scale corruption’.*'* Although FINCEN’s allegations were never proven in a
court of law, its actions meant that ABLV could no longer access the US financial
system. The consequence of the US measures was to cause reputational damage to
ABLYV that triggered a bank run and hindered its ability to obtain liquidity from the
market.!*® The liquidity pressures were so large that the bank was eventually deemed
as failing or likely to fail (FOLTF) by the ECB.'® On 28 February 2018, the Single

Resolution Board (SRB) concurred with ECB’s assessment.!’

The failure of ABLV exposed a glaring weakness in EU’s AML institutional
framework. The EU was not in a position to independently verify or refute the
allegations made by FINCEN due to the lack of an EU-wide AML supervisor. If one
accepts the US allegations as valid, one can only conclude that the Latvian AML
supervisor was totally ineffective. However, in Latvia this responsibility lies within
the Financial and Capital Markets Commission — not the central bank.''® Indeed,

reports suggest that the AML supervisor was under-resourced.!*® The ease with

112 See US Federal Register, Vol. 83, No. 33, Friday, February 16, 2018, 6986-
6994.

113 Ibid, at 6986.

114 Ibid, at 6990.

115 See ECB’s Non-Confidential Assessment of 23 February 2018,
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.2019 FOLTF_assess
ment_ ABLV_Bank_AS~48046b4adb.en.pdf, accessed 27 March 2020.
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117 See Press Release by the SRB of 28 February 2018,
https://srb.europa.eu/en/node/495, accessed 25 March 2020.

118 Kirschenbaum and Véron, above n 69.

119 The MONEYVAL report on Latvia from 2018 raises concern that ‘issues
such as understanding the nature or significance of ML/FT risks, or a lack of
knowledgeable resources, prevented the supervisory authorities from fully
implementing programs focused on higher-risk market segments’. See Fifth Round
Mutual Evaluation Report on Latvia, July 2018, MONEYVAL(2018)8, at 7.
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which, at the same time, the central bank Governor was suspended can only indicate
that the Latvian authorities’ actions were driven by political objectives rather than the
respect for the independence of regulators. It is certainly suspicious that Latvian
authorities took drastic action against the central bank Governor even though the
central bank has no AML responsibilities — this may be interpreted as an attempt to
create a smoke screen and hide the deeper causes of this crisis. This raises concerns
about the independence of both the central bank and the AML supervisor. The
European Commission — whose responsibility is to serve as the Guardian of the
Treaties — remained silent throughout the whole affair. It was the ECB, in fact, that
was a joint applicant with the Latvian central bank Governor in the case against
Latvia at the CJEU.1%

C. Malta

On 11 June 2018, the EBA issued a Recommendation addressed to the Maltese
Financial Intelligence Unit (FIAU) after establishing that it had breached EU law in
relation to its supervision of Pilatus Bank.'?! The Recommendation is aimed at
remedying the failings identified by the EBA by encouraging the FIAU to comply
with the third AML directive.'?? This was the first ever investigation by the EBA of a
national competent authority’s compliance with an AML directive and it followed a
request by the European Commission to investigate a breach of EU law — it may not
be coincidental that the Commission’s request was issued shortly after the brutal
murder of journalist Daphne Caruana Galizia who was investigating the dealings of
Pilatus Bank and its connections to Malta’s political elite, which raises many ethical
questions regarding the events which need to take place to launch such an inquiry as

well as regarding the protection of whistleblowers.*?® The EBA investigation revealed

120 Iimars Rimsevics and ECB v Latvia, above n 83.

121 Recommendation to the Maltese Financial Intelligence Analysis Unit (FIAU),
above n 80.

122 Directive 2005/60/EC of the European Parliament and of the Council, OJ
2005 L 309/15.

123 Recommendation to the Maltese Financial Intelligence Analysis Unit (FIAU),
above n 80, at paragraph 6; The Commission requested an investigation only in
October 2017 — the month of Caruana Galizia’s murder; See also Dimitrios
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that the FIAU failed to conduct an effective supervision of Pilatus Bank in relation to
its AML obligations due to a number of failures, including procedural deficiencies

and lack of supervisory actions and sanctions.?*

Specifically, the EBA announced that it found ‘general and systematic
shortcomings’ in Malta’s application of AML rules.*? It is, therefore, plausible that
Pilatus Bank was not the only AML failure in Malta, although by itself this was a
major scandal involving politicians and culminating with the murder of Caruana
Galizia, Our conclusion is reinforced by the fact that the latest MONEYVAL report
on Malta explicitly states that ‘[t]he supervisory authorities do not have adequate
resources to conduct risk-based supervision, for the size, complexity and risk profiles
of Malta’s financial and [Designated Non-Financial Businesses and Professions
sector]’1?® — a similar problem observed in Cyprus. In principle, Pilatus’ chairman,
Iranian national Ali Sadr Hashemi Nejad, was arrested in the US in March 2017 on
suspicion that he had funneled US $115 million through US banks, violating US
sanctions against Iran.'?” Pilatus Bank had its license withdrawn by the ECB in
November 2018.12

D. Other Member States
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The independence of central banks seems to be under a threat in other EU member
states, too. In Greece and Portugal, central banks and their governors were blamed for
bank failures and were subjected to political pressure, including attempts to force
them to resign.'?® In Slovakia, the central bank Governor Josef Makuch was forced to
leave office before the end of his term in 2018: media reports suggest that he stepped
down in order to avoid friction with the Slovakian government which wanted to
replace him.**° The circumstances behind the resignation of the central bank Governor

of Slovenia BoStjan Jazbec seem to showcase more clearly the perverse effects of

pressure. In 2016, the central bank of Slovenia was raided by the police and
prosecution which seized materials — a development which urged then President of
the ECB Mario Draghi to ‘formally protest against such unlawful seizure of ECB
information’.?3! Subsequently, the Governor resigned in 2018 after receiving death
threats which he linked to his role in addressing a banking crisis in 2013-2014.1%
Slovenia’s central bank had imposed losses on retail investors in banks which failed at
the time. In fact, the Slovenian context seems similar to the Cypriot one discussed
above because investors in both countries claimed that the central bank had
exaggerated the banks’ losses and were able to gather sufficient political support to

exert pressure on their central bank Governors.
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accessed 14 April 2020.
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2020.
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E. Broader Governance Weaknesses

The undermined central bank independence in the Euro-area member states examined
above is significant by itself. However, it is also plausible — indeed likely — that
other central bank governors are changing their behaviour to comply with the wishes
of their respective governments in order to avoid political pressures or unpleasantries.
Whether such realignment has a material impact on bank supervision, resolution and
AML supervision merits further research, but surely the cases discussed above raise
concerns that this is probable. Unfortunately, these are very delicate issues which can
primarily be exposed by whistleblowers, such as former employees of central banks
or investigative journalists, who, in turn, may risk their lives, as we saw above in the

case of Caruana Galizia.

The EU countries in which the AML supervision is in the hands of central
banks are as follows: Bulgaria, Croatia, Cyprus, Czech Republic, France, Greece,
Hungary, Ireland, Italy, Lithuania, Netherlands, Portugal, Romania, Slovenia and
Slovakia.’®® If the erosion of central bank independence, or independence of AML
supervisors at large, takes place in countries with weak or weakening governance
standards, any weakness in AML supervision can be amplified. Indeed, standards of
governance in the EU vary widely. EU-27 includes countries such as Denmark that
have among the highest standards in the world — although Denmark was also
recently plagued by a money laundering scandal involving Danske Bank’s Estonian
operations as we mentioned above — and Bulgaria whose governance standards are

more typical of developing countries.t3*

Tables 1 and 2 around here

Tables 1 and 2 provide a bird’s eye view of two World Bank Governance
Indicators — Rule of Law and Control of Corruption, respectively — for selected EU

133 Kirschenbaum and Véron, above n 69.

134 See the interactive data on the website of the Worldwide Governance
Indicators, https://info.worldbank.org/governance/wgi/Home/Reports, accessed 8
April 2020.
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countries in 2013 and 2018. Besides showing considerable variation across countries,
the tables also show remarkable deterioration in Cyprus and Malta from 2013 to 2018.
They show disturbingly large declines in both the rule of law and control of
corruption. It is important to note that Malta and Cyprus have legal systems that are
predominantly based on the common law — they would normally be expected to have
better functioning institutions than former-socialist countries, such as Estonia and
Latvia.®®*® Our conjecture — which should be a call for further research — is that the
deterioration in governance in Cyprus and Malta is closely related to illicit financial
flows connected to politics and may reflect weaknesses in AML implementation. It
does not seem coincidental that these large declines were observed shortly after
money laundering scandals evidencing compromised independence of AML

regulators erupted, as we saw above.

The case of Cyprus warrants further analysis, not least because of the EU/IMF
economic adjustment programme we mentioned above. Although this programme
aimed to address AML weaknesses in the banking system by introducing a more
effective compliance framework within commercial banks, it could not address deeper
political economy factors — particularly the politically connected and powerful law
and accountancy firms that form an integral part of the country’s ruling elite, which
made their money by serving the needs of wealthy Russians and Ukrainians. The
latest MONEYVAL report on Cyprus in fact highlights remaining weaknesses outside
the banking system that are connected to the Citizenship by Investment Scheme which
allows foreign investors to acquire citizenship by purchasing newly built properties
with a price tag of at least two million euros.**® The MONEYVAL report identifies
the scheme as a high risk one for money laundering and pinpoints AML weaknesses
in administrative service providers, including advocates and lawyers’ companies that
are integral to the scheme.™®” Arguably, it is these types of companies, which helped
wealthy non-resident clients set up Cyprus registered companies and acted as nominee

shareholders, that were responsible for the influx of illicit financial flows into Cyprus

135 See Rafael La Porta, Florencio Lopez-de-Silanes and Andrei Schleife, ‘The

Economic Consequences of Legal Origins’, 46(2) Journal of Economic Literature
(2008), 285-332.

136 Fifth Round Mutual Evaluation Report on Cyprus, December 2019,

MONEYVAL(2019)27, at 4-5.
137 Ibid, at 16-17.
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prior to the 2013 crisis, although the banks were, of course, needed to process and

facilitate these flows.

The 2013 crisis and the measures to strengthen AML implementation by banks
did reduce money flows between Cyprus and Russia during the crisis and immediately
afterwards. However, the Foreign Direct Investment (FDI) figures between Cyprus
and Russia published by the Bank of Russia (portrayed in Figure 1) reveal that the
decline was only temporary. According to these statistics, inward FDI stocks doubled
from EUR 15.9 billion in 2008 — around 80% of Cyprus GDP — to EUR 33.9 billion
in 2017 — over 160% of GDP. The Bank of Russia has estimated that by October of
2019 Russian FDI stocks have reached $456 billion — 31.4% come from Cyprus.t®
The inward FDI data from Bank of Russia does, in fact, suggest that a lot of the FDI
from Cyprus may reflect ‘round-tripping”.**° It appears that many wealthy Russians
could be using Cyprus to hide their identity from state authorities and reinvesting their
illicit funds back into Russia in a seemingly legal fashion. In any case, the same
period more or less coincides — in our view not by accident — to the biggest decline
in World Bank governance indicators experienced by any EU member state. 4

A concrete example which indicates that large money flows from Russia may
foster corruption in the legal system and may import practices of kleptocratic regimes
is the criminal conviction of the former Deputy Attorney General (AG) Rikkos
Erotokritou for bribery and corruption in 2017.14! Erotokritou was sentenced to three
and a half years in prison for conspiring with a private law firm to prosecute five
Russian natural and legal persons involved in a civil court case related to a Cyprus-

based trust fund that was in a dispute with other Russians over the ownership of assets

138 Dataset by the Bank of Russia,
http://lwww.cbr.ru/vfs/statistics/credit_statistics/direct_investment/10-dir_inv.xlsx,
accessed 14 April 2020.

139 On the concept of round-tripping, see Svetlana Ledyaeva, Paivi Karhunen,
Riitta Kosonen and John Whalley, ‘Offshore Foreign Direct Investment, Capital
Round-Tripping, and Corruption: Empirical Analysis of Russian Regions’, 91(3)
Economic Geography (2015) 305-341.

140 Our worries about Cyprus are reinforced by the Compliance Report on Fourth
Evaluation Round: Corruption Prevention in Respect of Members of Parliament,
Judges and Prosecutors, GrecoRC4(2018)9, according to which Cyprus complied
fully with only two and partially with only eight recommendations (out of sixteen)
by GRECO.

141 Cyprus, Nicosia Criminal Court, Democracy v Rikkos Erotokritou et al, Case
no 9208/15, 8 February 2017.
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valued 250-300 million euros.'*? Erotokritou was a politician and a practicing
criminal lawyer who actively supported the candidacy of Nicos Anastasiades during
the 2013 presidential election. He was appointed to the post of Deputy AG by
Anastasiades soon after the latter took office on 1 March 2013. Anastasiades backed
Erotokritou during the trial and testified in Court as a defence witness.**® In principle,
the Council of Europe’s Group of States against Corruption (GRECO) has also raised
concern that the Law Office of the Republic — the prosecution authority of Cyprus —

is not independent and needs safeguards to ensure autonomous exercise of duties.*

Figure 1 around here

To sum up, the independence of several national central banks and other AML
supervisors within the euro area appears to have been eroded. Such erosion can easily
translate into weaknesses in the effectiveness of the AML framework through under-
resourcing of AML supervision or other, more covert, means. Indeed, under-
resourcing of AML supervisors is a common theme in some of the smallest EU
members and has been identified by MONEYVAL as one of the key causes of
weakness, as we explained above. It is also plausible that such weakness carries over
to the enforcement capabilities — the events in Malta, where the FIU has both
preventive and enforcement responsibilities, suggest that this is likely. Evidence of
failure of AML regulators is hard to come by because of the sensitivity of these
issues, but the cases of compromised central bank/AML supervisor independence

discussed above surely raise Red Flags which merit future research.

142 For a summary of the facts in English, see Sarah Fenwick, ‘President
Anastasiades Appears in Court as Defense Witness in Erotokritou Bribery Trial’,
Cyprus News Report, https://www.cyprusnewsreport.com/2016/06/president-
anastasiades-appears-court-defence-witness-erotokritou-bribery-trial, accessed 14
April 2020; Note that under Cypriot law, companies may bear criminal liability,
which, in practice, leads to similar results as administrative sanctions under
continental systems.

143 Ibid.

144 See Compliance Report on Fourth Evaluation Round: Corruption Prevention
in Respect of Members of Parliament, Judges and Prosecutors, GrecoRC4(2018)9,
at 11.
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V1. Concluding Remarks and Recommendations

Smaller countries in the EU may be particularly vulnerable to illicit money flows due
to the presence of powerful interest groups that use their political links to pressurise
AML authorities. As AML regulators are often the national central banks,
compromised central bank independence can have unintended consequences that go
well beyond what the architects of the monetary union could have foreseen in the
1970s.

Thus, the erosion of central bank independence, where it occurs, creates
additional systemic risks for the monetary union. Once laundered money enters the
euro area — or the single EU market — it creates risks for all EU member states. The
risks are wide-ranging. They include reputational costs to ESCB and ECB, but also
possible financial instability since illicit financial flows can also result in bank
failures, as in the ABLV case because of the actions taken by US authorities. In
addition, as argued above, these illicit financial flows may often be tied to corruption,
rule of law decay or malign activities undermining democracy, all of which underlie
and promote European disintegration.

To mitigate these risks, the EU cannot always rely on national supervisors or
national bodies to identify and hold money launderers or facilitators of illicit transfers
accountable. Such transfers often involve multiple jurisdictions, so investigations
require cooperation and coordination between national bodies. If the independence of
national bodies is compromised, such cooperation is likely to be challenging — if the
beneficiaries from illicit financial flows are high-ranking politicians, such cooperation
is unlikely to be forthcoming. It is, therefore, vital to increase the powers of EU
bodies such as the EBA and the SSM, so that they can oversee and coordinate the
work of national bodies.*

The SSM is already supervising all banks in the euro area but has limited
powers over AML supervision. It would only take a relatively modest amendment to

the SSM regulation to assign additional powers for AML supervision. The EBA has
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See also Kirschenbaum and Véron, above n 69. They consider a greater
range of alternatives, including setting up a new AML body, which in our view would
neither be the most efficient nor the fastest way to proceed.
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limited powers to intervene whenever there are significant breaches of EU law;
however, it neither has the resources nor the muscle to be an effective AML
supervisor. At best, it can oversee the work of national supervisors in countries that
are not members of the SSM.

In addition, AML supervision can become more effective if governance
standards in national central banks and other AML supervisors are strengthened. To
this end, the EU could consider introducing EU-wide fit and proper criteria for
governing bodies of AML supervisors. As things stand, governments can appoint
individuals to central bank governing bodies that would not meet the SSM’s fit and
proper criteria for non-executive directors of commercial banks (e.g. senior bankers
whose banks failed or were fined for violating AML rules have been appointed to
boards of national central banks). 4

Prevention is of course necessary but cannot be sufficient on its own if the
deterrent is ineffective. At the moment, the power to investigate and prosecute money
laundering crimes remains primarily in the hands of national authorities, which is
highly problematic given that prosecutors can come under political pressure,
especially in countries with rule of law deficiencies. It is, therefore, essential to assign
investigative, if not also, prosecution powers to a body such as Europol, or extend the
mandate of the newly formed European Public Prosecutor’s Office, so that crimes that
are multi-jurisdictional can be adequately investigated and prosecuted at the EU level.
Even more so, when it comes to illicit financial flows intended to destabilise the EU.
Such flows can be a serious threat to the survival of the EU as a project for peace

based on democracy and the rule of law.14’
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Panicos Demetriades, ‘Failing Banks, Bail-ins, and Central Bank
Independence: Lessons from Cyprus’, https://voxeu.org/article/bank-bail-ins-lessons-
cypriot-crisis 2018, accessed 26 March 2020.
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There are already official proposals in place to strengthen the EU’s defences
against money laundering. One is a proposal for a regulation by the European
Commission published in 2018 which involves increasing the AML powers of the
EBA to coordinate the work of national competent authorities and to intervene
whenever there is weakness at the national level. See COM(2018) 646 final; There is
also a recent proposal by six member states. See Joint Position Paper by the Ministers
of Finance of France, Germany, Italy, Latvia, the Netherlands, and Spain,
https://www.tweedekamer.nl/kamerstukken/amendementen/detail ?id=2019221663&d
1d=2019D45039 (accessed 9 April 2020); The Commission’s proposal is not
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Figure 1. Russian Inward FDI Stocks in Cyprus
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Source of data: Bank of Russia, https://www.cbr.ru/eng/statistics/macro_itm/svs/,

accessed 20 March 2020.

TABLE 1
RULE OF LAW IN SELECTED EU COUNTRIES

dissimilar to ours, although it relies excessively on the EBA whose role and resources
are not an ideal match with what is needed for an AML supervisor. The proposal by
the six member states is problematic because it involves setting up a completely new
EU body — this is neither the most efficient way to tackle the weakness nor the
fastest. Moreover, neither of the two proposals addresses the weakness at national
level — the notion that the EU supervisor will intervene whenever the national
authority fails to act may challenge one of the most important principles of
supervision — prompt and effective action.
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Estimate Estimate Sources

Country

Bulgaria

Cyprus
Denmark
Estonia
Germany
Latvia
Malta
Netherlands
UK

Source of data: World Bank Governance Indicators 2019,
https://info.worldbank.org/governance/wgi/Home/Reports, accessed 8 April 2020.

TABLE 2
CONTROL OF CORRUPTION IN SELECTED EU COUNTRIES

Estimate Estimate Sources
Country
Bulgaria
Cyprus
Denmark

Estonia

Germany

Latvia
Malta
Netherlands
UK

Source of data: World Bank Governance Indicators,
https://info.worldbank.org/governance/wgi/Home/Reports, accessed 8 April 2020.
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