Financial Action Task Force (FATF)

1. Introduction and Historical Background
The Financial Action Task Force (FATF) is an intergovernmental organization established in 1989 by the G7 countries to combat money laundering, which later expanded its mandate to include terrorist financing and the proliferation of weapons of mass destruction. Its goal is to set international standards and promote effective implementation of legal, regulatory, and operational measures to counter threats to the integrity of the global financial system.
FATF functions as a "policy-making body" that develops recommendations to be implemented by countries through national laws. While FATF does not have enforcement powers, it uses a system of mutual evaluations, follow-ups, and public listings (grey and black lists) to pressure countries to comply.

2. Membership
FATF has 39 members, including:
· 37 jurisdictions, such as the US, UK, France, China, Russia, India, and Saudi Arabia
· 2 regional organizations: the European Commission and the Gulf Cooperation Council (GCC)
In addition, FATF collaborates with FATF-Style Regional Bodies (FSRBs) such as:
· APG (Asia-Pacific Group)
· MENAFATF (Middle East and North Africa)
· ESAAMLG (Eastern and Southern Africa), etc.
Pakistan is a member of the Asia-Pacific Group (APG), an associate body of FATF.

3. Functions of FATF
FATF performs several critical functions:
· Sets international standards through 40 Recommendations (on money laundering, terrorist financing, and related threats)
· Conducts mutual evaluations to assess how well countries implement FATF standards
· Issues grey and black lists to publicly identify jurisdictions with weak AML/CFT (Anti-Money Laundering / Counter Financing of Terrorism) regimes
· Monitors compliance and provides technical guidance
· Engages with financial institutions, governments, and international bodies to build global financial security

4. Grey List and Black List
FATF maintains two public listings:
· Grey List (Increased Monitoring): Countries with strategic deficiencies in AML/CFT frameworks, but actively working with FATF to address them. Being on this list does not result in sanctions but may impact international credit ratings and investor confidence.
· Black List (High-Risk Jurisdictions): Countries with serious deficiencies that are not cooperating, leading to economic sanctions and international financial isolation.
· Example: As of 2024, countries like North Korea and Iran are on the blacklist, while jurisdictions such as Myanmar and South Sudan have appeared on the greylist.

5. Pakistan and FATF
Pakistan was placed on the FATF Grey List in June 2018, due to identified weaknesses in countering terrorism financing and money laundering.
Key developments:
· Pakistan was given a 27-point action plan, later expanded to 34 points, covering financial sector oversight, prosecution of proscribed groups, currency controls, and risk-based supervision.
· The government enacted multiple laws (e.g., Anti-Money Laundering Act amendments, FIA powers, UNSCR Implementation Orders, etc.).
· Institutions like SECP, SBP, FIA, and FMU were strengthened, and a national coordination committee on FATF was established.
Outcome:
In October 2022, FATF removed Pakistan from the grey list after successful on-site visits and verification that the action plan had been completed to a satisfactory level.

6. Importance of FATF for Pakistan
· Economic Impact: Greylisting restricted foreign investment, raised transaction risks, and made international banking more cumbersome.
· Diplomatic Pressure: Pakistan faced international scrutiny, especially in relation to terror financing controls.
· Reform Catalyst: FATF pressure led to major legal and institutional reforms in Pakistan’s financial and legal sectors.
· Image Building: Removal from the list in 2022 helped improve Pakistan’s global reputation and business confidence.

Pakistan’s Response to FATF Action Plan
When Pakistan was placed on the FATF Grey List in June 2018, it was given a comprehensive 27-point action plan, later expanded to 34 points, focusing on two broad areas:
1. Countering Terrorist Financing (CTF)
2. Anti-Money Laundering (AML)
To comply with this action plan, Pakistan undertook significant legislative, institutional, and enforcement-related reforms, many of which were acknowledged by FATF as substantial and high-level. Here’s a breakdown of what Pakistan did:

1. Legal Reforms
Pakistan introduced several new laws and amendments to strengthen its legal framework against money laundering and terrorist financing. These include:
· Amendments to the Anti-Money Laundering Act, 2010
· Anti-Terrorism Act, 1997 was amended to allow stronger action against UN-designated entities.
· Enactment of the UN Security Council (Freezing and Seizure) Order, 2019, to implement UNSC resolutions domestically.
· Mutual Legal Assistance Act, 2020 to facilitate cross-border investigations and international cooperation.

2. Institutional Strengthening
Several key institutions were reformed and empowered:
· The Financial Monitoring Unit (FMU) was strengthened to better detect and report suspicious transactions.
· The State Bank of Pakistan (SBP) and Securities and Exchange Commission of Pakistan (SECP) enhanced regulations on banks, exchange companies, and financial institutions, especially in customer due diligence, record-keeping, and risk-based supervision.
· The Federal Investigation Agency (FIA) and National Counter Terrorism Authority (NACTA) were assigned stronger roles in investigating and coordinating CTF activities.

3. Actions Against Proscribed Entities
FATF had expressed concerns about the presence of proscribed individuals and organizations operating in Pakistan. In response:
· Pakistan seized and froze assets (including bank accounts, properties, schools, and dispensaries) linked to proscribed outfits like Jamaat-ud-Dawa (JuD) and Jaish-e-Mohammad (JeM).
· Key leaders such as Hafiz Saeed were arrested and prosecuted under terrorism financing charges.
· A number of UN-designated individuals were tried, convicted, and sentenced by Pakistani courts.

4. Enforcement Measures
Pakistan increased its capacity to investigate and prosecute money laundering and terror financing cases:
· Hundreds of investigations were launched based on suspicious transaction reports (STRs) generated by FMU.
· Convictions in terror financing cases increased significantly by 2021–22.
· Law enforcement agencies were trained to conduct financial investigations alongside traditional criminal investigations.

5. International Cooperation
Pakistan improved its ability to respond to mutual legal assistance (MLA) requests from other countries and engaged actively with the Asia-Pacific Group (APG) and FATF technical teams.
· Pakistan participated in several FATF review meetings and hosted on-site visits in 2022 to verify compliance.


7. Future Prospects for Pakistan
· Need to maintain compliance with FATF standards to avoid re-listing
· Strengthening digital monitoring of transactions, crypto regulation, and risk-based supervision
· Continued capacity building for FIA, FMU, LEAs, and judiciary
· Engagement with FATF-style bodies like APG for peer support and early warnings
· Using FATF reforms as a base for financial inclusion, transparency, and foreign investment growth
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