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PROCEEDI NGS

MR. LUCAS: Good norning. Welconme to the Cato
Institute. | amvery pleased that you could all nmake it here
today for what | hope will be an interesting and spirited
di scussi on about the gl obal financial system

My nane is Aaron Lucas. | aman analyst at the Center
for Trade Policy Studies here at Cato. Qur goal at the Trade
Center is to educate the public about the econom c and noral
benefits of free trade and, conversely, the costs of
protectionism

Now, protectionismdoes cone in many forns and with
many justifications; and sonme, at least a few, are nmuch nore
valid than others. When we think of protectionismwe do think
nostly of tariffs or quotas applied to physical goods that go
t hrough Custons checkpoints. But protectionismcan also be
financial in nature. Wen the United States seeks to inpose
di scrimnatory regul ations on foreign providers of financial
services, that is also a formof protectionism

In the case of anti-noney-laundering |egislation, I
think that there nay be reason to believe that the people being

protected are actually U S. tax collectors rather than U S
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financial service providers. But that is another point that I
will get back to in just a nonent.

On the other hand, it is true that internationa
crimnals are real. They are out there. And they do sonetines
t ake advantage of privacy protections that are intended to serve
| aw abiding citizens. And while | think that many of us in this
room at |east would be critical of efforts to enforce narcotics
prohi bition by chasing the proceeds of drugs transactions, we
nmust al so concede that not all financial crines are tied to
drugs. There are stolen car rings, terrorists, and child
por nogr aphers; in other words, people who commt real crines
against unwilling victims. They also engage in noney-I|aunderi ng.

So, there is obviously a balance to be struck
somewhere. After all, we can certainly reduce incidents of, say,
child abuse, by installing video surveillance canmeras in every
living roomin America or we could cut school violence by
strip-searching every child as they enter a school. But | would
venture that nost Anericans would not be willing to |ive that
way. We value our privacy and we insist that it be respected,
even when that neans that sonetinmes people will get away with
crimes and other activities that we don't agree wth.

We al so believe that the governnment has the potenti al
to abuse us and violate our rights, and that that is a danger

often at | east as great as the occasional crimnal who m ght
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escape punishnent. This seenms to hold especially true for
financial privacy.

A recent Gallup survey conducted for the Institute for
Health Freedomreported that a full 84 percent of Anmericans
consider financial confidentiality very inportant, while another
11 percent consider it at |east sonmewhat inportant. The concern
for financial privacy outranked all other categories in the
survey, including nedical records, enploynent and educati onal
history. So, it is obviously sonmething that Anmericans at | east
say that they care about.

Denocratic presidential candidate Al Gore has even
called for an "electronic bill of rights.” He says, "Privacy
nmust be protected. You should have the right to choose whet her
your personal information is disclosed. You should have the
ri ght to know how, when and how nmuch of that information is being
used, and you should have the right to see it yourself to know if
it is accurate.”

O course, unlike the original Bill of Rights, which
was designed to protect citizens from abuses of power by their
governnent, M. CGore's bill of rights would only apply to private
users of information. But surely we can agree that, with its
uni que powers of | aw enforcenent, governnent should not be
permtted to conpletely disregard what we consi der basic privacy

princi pl es.
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Wth respect to noney-laundering, we are |left then with
the foll ow ng question: How do we bal ance a deep concern with
financial privacy with the desire to catch increasingly
sophi sticated international crimnals?

And what, if any, additional tools do U S |aw
enf orcenment agencies need to do their jobs effectively?

Sone nenbers of Congress are clearly seeking to answer
t hat question by granting broad new powers to enforcenent
agencies. Specifically, the International Counter
Money- Laundering Act, H R 3886, that was introduced earlier this
year, | think, would authorize the Treasury Departnent to inpose
conditions on U S. banks that do business with foreign banks in
what is known as "primary concern jurisdictions.” It is
ot herwi se known i n conmon | anguage as "bank havens."

Arelated bill, HR 4695, would have even authorized
the U.S. to inpose costly civil noney-Ilaundering penalties on
foreign banks that participate, even unknowi ngly, in a |aundering
operation that occurs at least partially in the United States.
Now, since a good chunk of the noney-laundering that goes on
internationally unfortunately does happen in this country that
opens up foreign banks to quite a bit of legal liability.

Such neasures have | awrakers in these targeted
countries, often smaller countries, concerned that United States

and other OECD countries are sinply bullying theminto | owering
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their own financial privacy standards to neet U. S. and Western
country preferences.

An even nore troubling aspect, | would add, to the
current counter-noney-| aundering proposals relates to tax
conpetition. For exanple, H R 3886 would punish not only those
countries that are allegedly facilitating financial crines, but
al so those that offer "special tax or regul atory advant ages."

Bahrain is in fact one of those countries on the CECD s
list of harnful tax reginmes. So, hopefully Anbassador Ghaffar,
who is here with us today, will be able to speak a little bit
nore at | east about this anti-tax conpetition angle during his
remar ks.

| should also note that Dan Mtchell, of the Heritage
Foundation, | think he was signed up to be here today, has
recently reduced an excel |l ent backgrounder on the subject of
international tax conpetition, which | urge you all to take a
| ook at.

As of now, at least, it appears that nost of the
| egi sl ation dealing with counter-noney-laundering efforts wll
escape a vote this session, but its supporters have vowed to
bring it up again as soon as possible. So, | don't expect that
these issues are going to go away any tine soon.

Fortunately, we do have with us today a panel of

experts that will be able to shed sone Iight on these conpl ex
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i ssues. Before | introduce our speakers, however, | want to note
with regret that Representative Ron Paul was unable to be with us
today due to a last-mnute famly nedical situation. Fromhis
position on the House Banking and Finance Conmitt ee,
Representati ve Paul has been one of the nost outspoken critics of
U.S. counter noney-laundering efforts and an articul ate spokesman
for the inportance of personal financial privacy protection.

The good news, however, is that Bradl ey Jansen, a
menber of Representative Paul's staff, was able to fill in for
himat the last mnute. So, he will be speaking to us.

Joi ning Bradley on the panel is Anbassador Dr. Mihanmad
Abdul Gnaffar, of Bahrain; financial analyst and publisher Adrian
Day; and finally, Bill Tucker, the former Section Chief of the
Organi zed Crime Narcotics Division at the Federal Bureau of
| nvestigation. | want to especially thank Bill for agreeing to
join us at the last mnute, in place of another speaker who had
to cancel unexpectedly. | have asked M. Tucker to give us a
little background on noney-|aundering and the scope of the
activity as part of his remarks, so we will start with him

M. Tucker served for 29 years as a special agent with
the Federal Bureau of Investigation. During this period he was
assigned to FBI offices around the country, including a
t hree-and-a-half year tour as staff counsel in the FBI's Ofice

of General Counsel. For the mpjority of his career, he
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specialized in organized crine matters, focusing on the
activities of the Cosa Nostra, Colonbian cartels and the Asian
triads. In 1994, he was appointed to the Senior Executive
Service and selected by the Directors of the FBI and CIA to | ead
the first joint international organi zed crime program undertaken
by those agenci es.

He retired in 1997 and is currently practicing | aw and
provi ding consulting services to the Departnent of State and U. S.
intelligence community through a firm Professional Risk
Managenment, which he co-founded. M. Tucker holds a B.A in
phil osophy from St. Joseph's College and a MA. in crimnal
justice fromthe George Washington University and a J.D. fromthe

Pot omac School of Law.

Bl LL TUCKER, FORMER SECTI ON CHI EF,
ORGANI ZED CRI ME NARCOTI CS DI VI SI ON,

FEDERAL BUREAU OF | NVESTI GATI ON

MR. TUCKER  Thank you very much, Aaron. Thank you for
your ki nd remarks.

Let nme begin by explaining that | amnot a banker. |

am not an economst. | amnot an academc. | cone fromthe
rough and tunble world of |aw enforcenment. It is an arena where
cynicismreigns in the proximty to deviance, evil, and
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mal efactors really sort of twist one's optic. It is difficult at
times to see things in a bal anced way when you are that close to
sone of these characters. And it is profession where skepticism
is probably your greatest ally. That is ny bias. That is ny
opti c.

| am not here to go through a line-by-Iline defense of
HR 3886. | will leave that to others. It is really an
expansion of the existing |egislative schene that the U S
Congress has established through the Bank Secrecy Act and ot her
| egi sl ati on.

| did have the opportunity, though, to view the Cato
Institute's Web site for the first time when | got word that
was comng here. | noted that there is a strong anti-drug |aw
enforcenment theme in their policy and legislative initiatives.

In fact, | nust say that oft-tines when | was at the
FBI, |, too, would agree that it was tinme to disband the DEA, but
it was for other reasons.

(Laughter.)

MR. TUCKER | nust say, | do share many of the
libertarian ideas that the Cato Institute stands for.

| think that many of you here may al so becone quite
upset when we see the United States Congress acting nore |like a
city council or a board of supervisors or a school board, rather

than a national legislature. But, be that as it may, liberty
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only exists where there is order. Liberty does not exist where
there is chaos. And order comes with rules.

Again, rather than go through H R 3886 and provide a
defense for it, I would rather speak to you about ny views, not
the Departnent of Justice's views but ny views, on international
organi zed crinme, its corrosive effect on governnents, markets and
people. And let ne tell you that noney-laundering is the engine,
it is the grease; it is what nakes international crime function.
Wthout it, it would be in really bad shape.

Specifically, I would like to tal k about transnati onal
crime. As Aaron said, | did have the opportunity to work in this
area towards the end of ny career. As a young agent here in
Washi ngton, D.C., in fact, not very far fromthis building -- and
this was in 1972 -- | received a call fromthe editor of the then
Washi ngt on African- Anreri can, a newspaper that had been in this
town for many years. Unfortunately, | believe it is no | onger
publ i shed.

The editor said he wanted to speak to an agent. Mself
and ny partner went up there. W were nmet not only by the editor
but by a gentleman and his son. This individual had determ ned
that his son had a | arge anmount of noney, and he knew his son
didn't come by it honestly. 1In fact, it was $55,000 in a duffle
bag. | was anazed at that much noney. | had never seen that

much noney before in nmy life.

ARTI Transcripts
(202) 347-0030 and wwwe.artitranscripts.com



1

And it becane a true pain. W nust have counted it
five to 10 different times, until our hands were green and we
couldn't get a count. Finally, sonebody said, "You know, you
ought to take it to a bank."

Well, I tell that story because, in 1990, when | was in
t he Houston division of the FBI, as the Assistant Agent in
Charge, it was not unconmon for the agents working for ne to wal k
into the office with $500, 000 per week. Houston was awash in
drug noney. And it was that drug noney whi ch nmade things
oper at e.

We got to the point where we were watching the U Hau
Conmpany, not because U- Haul was doi ng anythi ng wong, but U Hau
boxes were the strongest boxes known to man. The drug deal ers
would go to U Haul and buy their boxes. So, if you saw sone
people just pulling up in a nice Mercedes or sone other fancy
aut onobi |l e and wal king out with a | ot of boxes, that was a cl ue.

Eventual ly, the transporting of drugs across State
lines, in fact through Congressman Paul's jurisdiction down
t hrough the east coast of Texas and across the Mexican border,
becane too hazardous. U. S. |aw enforcenent's antenna was up and
we were | ooking for these people. At one point, the agents on ny
squad seized $12 mllion in a van. They found out that the night

before that an additional $6 mllion had been taken off and sent
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off in another direction -- an $18 mllion grab of cash --
unheard of .

Wel |, the noney-launderers are no fools. They quickly
adapted. And now we have what is popularly known as the bl ack
mar ket peso exchange. The noney that is in the United States is
now turned over to brokers. The brokers live in Colonbia. They
W ll buy the noney fromthe drug dealers. Their job is to get
the noney into the U S. banking system And then they turn
around and sell that noney to other Col onbi an busi nessnmen who
want to do business in the United States.

There was an article recently in the Washi ngton Post,
Tuesday, August 29th, and | will read a portion for those of you
who may not have seen this:

"Bogota, Colunbia. Early this nonth, a $1.5 mllion
Bel | helicopter was tracked by Col onbi a- based U. S. Custons agents
fromhere to Panama, where it was seized by |ocal authorities
acting at the U S. request. The helicopter was a seven-seat
Bel | -407. It had been purchased in 1986 by a Col onbi an
multi-mllionaire with | aundered drug noney, according to the
U.S. Custons and Justice Departnent.”

In the Bell case, there were 31 deposits to Bell, none
of which cane fromthe buyer. It was all noney that had been
spread around the United States and the brokers were funneling

the noney to the buyer at the request of the drug trafficker.
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A very neat system No | onger were they buying those
boxes at U-Haul and carrying | arge anobunts of cash across the
U. S. - Mexi can border. Now they have devel oped their own
sophi sticated systemfor getting this noney out of the United
States and back into the business world.

Transnational crinme, what is it? WlIl, it is four
things: It is transnational. The fall of conmmuni sm and the
di ssolution of the Soviet Union, the collapse of the Berlin Wall,
were great, great things for freedom and denocracy. They al so
provi ded a uni que opportunity for crimnals who had survived well
under corrupt conmuni st reginmes to spread out into the free
wor | d.

I nternational organized crine is organized. One only
has to | ook at the exanple of the black market peso exchange to
see how wel | organi zed, how these crimnals have taken advantage

of the banking system of telecomunication, of transportation

networks. It is for profit.
Unlike the nost recent case -- | don't know if you
followed it -- in Charlotte, where a group has been accused of

bei ng i nvol ved of raising noney for terrorist groups by inporting
cigarettes nore cheaply fromthe State of North Carolina and
selling it in Detroit. That is an exanple of crine, but yet they

are not for profit; that is for a cause.
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The international crimnal is only out for noney. The
tools they use -- violence -- | think that is nost clearly
illustrated in those pictures from Sierra Leone of the rebels,
who are supporting thenselves fromthe illicit dianond trade.

And their trademark is chopping the hands off of children. The
nmurders of journalists, not only in Russia, but also in Ireland.
A journalist who was exposing organi zed crinme was killed | ast
year.

Corruption: Corruption is probably their nost
effective tool, along with noney-Ilaundering. They are buying off
officials. It is not unknown in this country, but it is held in
check by a strict set of rules and | aws. Elsewhere it is known
in the Latin-speaking world as "nordita"; as "baksheesh," is that
correct, Anbassador?

AMBASSADOR GHAFFAR: Baksheesh.

MR. TUCKER: Baksheesh in the M ddl e East, and
"increesha" in Russia and in the former Soviet Union. It
destroys faith in governnments, and it underm nes the rule of |aw

Money-1l aundering is what is nmaking these international
crimnals operate, and our country needs a very strong regine to
oppose the noney-| aunderi ng.

The Bank of New York case, which was really the genesis
for HR 3886, a case of corruption. You had individuals in the

bank easily corrupted. In that case, it was two wi ves who were
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bank enpl oyees, opening accounts for their husbands who owned
busi nesses in Russia and funneling, |I think at one point, $7.5
billion in a short period of tinme through the Bank of New York
one of this Nation's ol dest and nost venerabl e banking
institutions, founded by none other than Al exander Ham |t on.

What is the answer to all this? WelIl, not only is the
answer stricter regulation of noney-laundering, but there is
anot her answer, and it is starting to cone to the fore. Many
nations are recognizing that these international crimnals are
traveling around and posing as |egitinmte businessnen. And
nations are reacting to that.

In this country, we have restricted many of these
peopl e who wanted to cone here, and are just turning them back.
| guess the programis best described as visa denial or, the flip
side of it, is turning the international crimnal, who likes to
think of hinself as a businessman, into an international pariah.

Swi tzerl and has been very active in this. And
recently, of all places, the Bulgarians have got some starch in
their back, and they are turning people away. Hopefully the
international community will respond in |ike manner and turn
their backs on these individuals, isolate themand, by
restricting their novenent, restrict their ability to spread

their crimnal activities.
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| amnot going to go on. | think we will save it for
the Q%A at the end. |Is that correct, Aaron? | will turn it
over.

(Appl ause.)

MR, LUCAS: Thank you very nuch

Qur next speaker is Brad Jansen. Bradley is
Representative Ron Paul's Legislative Director for Banking and
Monetary Affairs. He initiated and | ed opposition to | ast year's
failed FDI C "Know Your Custoner"” rule, and has been actively
i nvol ved i n opposing gl obal "Know Your Custoner” legislation this
year.

He covers a range of other issues for Representative
Paul , including financial nodernization, civil asset forfeiture,
bankruptcy, financial privacy, corporate welfare, insurance, and
on and on into other regulatory issues.

He holds a B.A. in international studies fromM am
Uni versity in Oxford, Chio, and has al so studied in South
Anerica, Chile, and some other universities that I won't even
begin to pronounce their nanes. So, |I will just turn it over
ri ght nowto Brad Jansen.

(Appl ause.)

BRADLEY JANSEN, LEQ SLATI VE DI RECTOR FOR BANKI NG AND

MONETARY AFFAI RS, OFFI CE OF REPRESENTATI VE RON PAUL (R TEX.)
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MR. JANSEN: | want to start off by thanking Aaron and
everyone at the Cato Institute for putting this together. It is
an inportant topic, and we need nore debate on this to find out
where our common ground is and where we still disagree.

| also want to apologize for Dr. Paul's absence. His
wi fe, Carol, had energency surgery and he is at her side in the
hospital in Texas. | did want everyone to know that she is doing
well and everything is expected to be fine, but we had a little
scare for a while.

| want to start off first by comrenting on sone of the
remar ks of the previous speaker. Citing personal bias, again,
part of ny job as a legislative staffer for Congressman Paul, |
go down to the District and | visit with the bankers in our
district and listen to their concerns and conpl ai nts.
Unsolicited, | have gotten conplaints about the Bank Secrecy Act,
conpliance and problens, at every neeting | have had with the
bankers.

Qur district is arural district. It is 22 counties.
It is nostly conmmunity banks. And | kind of explain what is
going on in Congress and then open it up for questions. Even
bef ore "Know Your Custoner" becane an issue, even before
noney-| aunderi ng becane as high a priority in the legislative

arena, it never failed that one of the bankers would bring up

ARTI Transcripts
(202) 347-0030 and wwwe.artitranscripts.com



18

problenms with the regul atory burden, conpliance and many ot her
i ssues involving the Bank Secrecy Act.

So, ny personal experience has been that it doesn't
wor k, that the bankers have conplained that there is very little
feedback that any of the information that they are giving to | aw
enforcenment is of any use to |law enforcenment. The regul atory
burden is severe and, for comunity banks especially,

di sproportionately hard for themto conply.

Most recently, just over the August recess, | spent a
coupl e of weeks dealing with an energency situation for one of
t he bankers, where it's a small, start-up conmunity bank to
handl e sonme of the agricultural |oans that the |arger banks
woul dn't take. It is in Matagorda County, an agricultural area
of our district.

A woman wal ked out of the bank so of fended by the
i ntrusi veness of the questions that were mandated by the Bank
Secrecy Act Currency Transaction Report forms -- and this is not
even the nore intrusive Suspicious Activity Reports -- she wal ked
out of the bank, threatening to cl ose personal and corporate
accounts because of the privacy violations that she felt.

The bank called us. They called the regulators. They
got conflicting responses. They called us in D.C., because they
knew t hat we were nore know edgeable on this question and that we

had been very hel pful to themin the past.

ARTI Transcripts
(202) 347-0030 and wwwe.artitranscripts.com



19

And this is the president and CEO of a bank who is
calling ne. He understands this. He has spent a | ot of noney on
training and conpliance for his enployees, and he thought that,
for all of the burden that he has gotten and for all of the work
that he has done to conply with these, he shouldn't be |osing
custoners because of it.

It was explained to himthat what was required at his
bank was a nore onerous requirenment for his conmunity bank than
it was for the |l ocal branch of a bank hol di ng conpany. When he
called Dallas, because one is regulated by the FD C and the ot her
by the Fed, they were given different answers. And this is to
conply with the same law. There is not supposed to be any
di screpancy. And in fact, if you call FinCen they will tell you
that the lawis the sane and it applies to all of the financial
institutions equally. This is what they lecture us here in
Washington, D.C., and | think this is what nost of the regulators
in D.C. believe.

What actually happens in the field is very, very
different. There was a difference in interpretation between the
different regul atory agenci es thensel ves and a difference of
opi ni on between the Dallas Regional Branch and the D.C. branches,
and a different opinion in sone of the details entirely from

Fi nCen, which was supposed to have been the final say.
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Needl ess to say, for all of the benefits of conpetition
that all of us here that believe in the free market like, the
i dea of custoners being able to choose which bank they want by
getting around noney-laundering laws is not, | think, the
approach that Bill Tucker and others in | aw enforcenent are
suggesting woul d be the best approach.

Because of that, | have to believe that even though
there is a denial by a lot of the regulators and | aw enforcenent
officials that this is not a privacy issue, it is enphatically a
privacy issue. Wen you have custoners wal ki ng out of banks
threatening to cl ose personal and corporate accounts, this is a
privacy issue.

M. Tucker tal ked about how it is undermning the rule
of law and the safety and soundness, inplicitly, in the financial
system These noney-|l aundering | aws underm ne public confidence
and public trust in the financial system And it is the
underm ni ng of that public confidence that is threatening, in
part, the safety and soundness of the institutions, especially at
a time when they are as highly | everaged as they are today.

These are not concerns that | amtrying to exaggerate
the effects of, because obviously there are other parts of the
econony that are doing well and the banks are offering great
service to their custoners. But when we are isolating out this

particul ar regul ation, we need to know that the net effect is a
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detrinent to the financial systemitself, because it undern nes
t he public confidence that the custonmers have in their
institutions. And it is that public confidence that the banks
rely on for their business.

We are jeopardizing this relationship for very little
benefit for the banks, and even |ess benefit, | would argue, for
| aw enforcenent itself. An argunment is nade by sone of the
regul ators that the profiling nonitoring is to the benefit of the
custoners and also to protect the financial system They use the
anal ogy of credit card conpani es nonitoring your Visa
transactions to detect fraud.

| lived in Adans- Morgan for a while and had a credit
card stolen fromny mailbox. It was a new card so | didn't know
that it had arrived yet. They ran up over $8,000 in charges over
eight days. And | got a call fromthe Visa conpany saying, we
suspect that there is sonething wong going on. It was a great
deal of paperwork getting it corrected, but | was not l|iable for
any of that, and it was to the benefit of nme that they were able
to cancel the card before there were further charges incurred.

This is sonething that financial institutions are doing
to protect their custoners and to build and maintain that public
confidence. Wen the banks are deputized as | aw enforcenent
agents to do police work for |aw enforcenent against their

customers, this anal ogy does not hol d.
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The profiling of custoners, as mandated by the Bank
Secrecy Act, which the conpliance nanual of the Fed for the Bank
Secrecy Act still requires, it still requires themto |ook for a
"Know Your Custoner"” policy, which has been expl ai ned as a coupl e
of things. The banks need to identify their custonmers which nost
of us would want the banks to do, though it did inpose a new
regul atory burden on that; to determ ne the source of funds for
transactions; and to deternmne a profile of their "regular and
expected transactions.”

That profile was determ ned not by that i ndividual
customer's personal banking history, but by what regul ators
determ ned that profile should be based on that individual's
geography and i nconme and ot her characteristics. Anything
violating that profile of regular and expected transacti ons woul d
have required the banks to fill out a Suspicious Activity Report

nmeant as an indicator to | aw enforcenent that this had "no
obvi ous | awful purpose.” | believe that is the phrase.

It is these types of questions that are underm ning the
public confidence that the custoners have in their banks. |
woul d argue that there is very little benefit to | aw enforcenent
wi th these.

Larry Lindsay was here at the Cato Institute last tinme

on noney-| aunderi ng and gave a long list of figures that he had

gotten fromthe Justice Department. | won't go through all of
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t he nunbers since he has already done them but what it boiled
down to is |l ess than one-1,000th of one percent of the forns
mandat ed by the Bank Secrecy Act are ever even used in an

i nvestigation.

O the thousands of investigations that are pursued by
| aw enforcenent, the conviction rate is very, very small. Wat
this means is that 99.999 percent of the fornms that are filed by
t he banks against their custoners, violating their privacy
expectations, are reports filed on | awabiding citizens going
about their regular financial transactions.

The TRACH, the Transactional Records Access
Cl eari nghouse, filed a Freedom of Information request and got
updated i nformati on fromthe Departnent of Justice. Since the
i npl enentation of the Suspicious Activity Reports in 1986, they
have been tracking the nunber of fornms and how useful they are.
What they have found is that the nunmber of nobney-| aundering
charges fell by 20 percent in the four-year period after the
adoption of the last round of forns in 1994.

Law enforcenment is requiring nore and nore forns with
less and less utility for law enforcenent. There is a new bill
out. We have dubbed it the d obal Know Your Custoner Bill, HR
3886, which, in addition to all the privacy violating aspects

that we woul d expect for the anti-noney-|aundering canpaign, it
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gave a great deal of discretion to the executive branch agai nst
the | egislative branch.

The Secretary of the Treasury, at his own persona
di scretion, can nmake new requirenents on financial institutions;
can prohibit whole classes of international transactions. He
could prohibit all international financial transactions with
certain institutions or prohibit all international financial
transactions with certain countries.

| would argue that the |ack of probable cause and ot her
Common Law and constitutional expectations of privacy, voluntary
exchange and free markets, are not well served by this approach.

In the Bank of New York case that he cited, there are
good indications that a |lot of the noney that was | aundered was
fromthe M. Wiat we need here is "Know Your Custoner” for
gover nnment enpl oyees, not private citizens. |In the Bank of New
York case, no Suspicious Activity Reports were filed until after
they were notified by the FBI that these accounts were under
i nvestigation.

The Bank Secrecy Act forms do not work for |aw
enforcenent. The FBI did not initiate its investigation into the
Bank of New York until they were asked to do so, and there was a
del ay of many, many nonths by | aw enforcenent in Britain

investigating a crimnal kidnapping case.
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In the Aldrich Ames case we had a doubl e agent wor ki ng
for the United States Government, who was on the take for the
Sovi et Uni on depositing, routinely, amounts into his checking
account far beyond what he should have earned in his salary at
the CIA  Suspicious Activity Reports were filed in this case
repeatedly. These SAR s initiated no investigation into M.
Anes.

For those of us who believe in privacy, limted
government, the rule of |law, and prosperity through free trade,
there is hope in this nmultilateral attack on financial privacy.
If the United Nations and the other nultilaterals are as
successful in their war on bank secrecy as the U N is at keeping
the peace and the IMF is at preventing financial crises, | think
our financial privacy, globally, is going to be pretty well
secure for a while.

In conclusion, | would urge that we recogni ze Common
Law expectations of privacy. And there is an interesting note
here that when Congress passed the G aham Leach-Bliley Act, they
added, for the first time in Federal statute, an explicit Federa
expectation of privacy rights. These privacy rights may help
cl ose sonme of the prem ses by which two Suprenme Court cases
enabl ed the noney-l aundering statutes, California Bankers
Association v. Saltz and United States v. MIler. |In these cases

they found that you didn't have a right to your 4th Amendnent
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protections for the records that the banks kept on you, even if
they were mandated by the governnent. And these were done by two
different exceptions to the Common Law expectati ons.

Graham Leach-Blil ey may have cl osed sonme of those
| oophol es by which | aw enforcenent has been able to do this. And
it will be interesting to see if this statute has given
i ndi vidual s standing to challenge the constitutionality of the
noney-| aunderi ng | aws agai nst their 4th Amendnent protections
whi ch the Suprene Court rules they had not had previously. So,
we | ook forward to sone interesting devel opnents and uni nt ended
consequences of the |law as we proceed.

Thanks.

(Appl ause.)

MR. LUCAS: Well, of course, 4th Amendnent protections
don't apply to customers at foreign banks, so that is an entirely
different issue, the international side of this. And hopefully
we wll hear alittle bit about that from our next speaker. But,
first, | have just been handed this, to denpbnstrate that these
i ssues are very nuch alive.

Soneone at the ACLU, | guess they were aware of this
forum called and asked if we woul d announce that right now a
pi ece of legislation just passed the Senate, S.2314, and it is
possi bly moving in the House. According to this anonynous source

at the ACLU, the legislation wuld allow the governnent to use an
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adm ni strative subpoena, no judge, no probable cause required,
agai nst fugitives -- which could be broadly defined -- to get
personal records, including bank and phone records. And it
i ncl udes a del ayed notice provisions, which allows the governnent
mont hs before informng the fugitive of the search. So, these
i ssues are very nuch alive and noving in Congress as we speak.

Qur next speaker is Anbassador Dr. Mihamrad Abdu
Ghaffar. Dr. Ghaffar has served as the Anbassador of Bahrain to
the United States since 1994. He has al so served as nonresident
Anmbassador to Canada since 1996 and to Argentina since 1998.
Before that, he served as the Anbassador -Permanent Representative
of the State of Bahrain to the United Nations.

Dr. Chaffar also worked at the Enbassy of Bahrain in
Jordan during the late 1970's, and at the U N in the early
1980 s.
During his time at the Mnistry of Foreign Affairs in Bahrain, he
wor ked on a range of issues, including econom cs, devel opnent,
and international affairs.

Dr. Chaffar received his B.A in political science from
Punha University in India, his MA fromthe New School of Soci al
Research in New York, and his Ph.D. fromthe State University of

New Yor k, in Binghanton.
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DR, MUHAMVAD ABDUL GHAFFAR,

AMBASSADOR OF BAHRAI N

AMBASSADOR GHAFFAR:  Thank you very nuch

Good norning, |ladies and gentlenen. It is a pleasure
for me to be here today. | would like to personally thank M.
Aaron Lucas and the Cato Institute for giving ne this valuable
opportunity to speak to you.

As none of the panelists are running for any office, we
can speak openly, because there are no people to ask us tough
guestions in this election season in the United States.

The topic of discussion in this forum nanely d oba
Money, Sovereignty, and Privacy, has increasingly becone a
significant issue for the international conmunity as the
nati on-state system have entered an era of globalization. An old
sayi ng states that noney knows no fatherland. Historically, the
wor | d econony has gone through significant transformations in the
| ast three decades. |In the 1970's it was characterized as
international, and thereafter it was popularly known as
transnational, and now, heading into the 21st Century, the world
econony has been referred to as the gl obal econony.

As a matter of fact, the novenent of gl obal noney, a
maj or conponent of the global econony, plays a critical role in

shaping it. It is now apparent that the noney and fi scal
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policies of sovereign countries are increasingly influenced by
t he nechani snms of the novenents within a gl obal noney system

Thus, given the i ndependent nature of the flow of
noney, which is al nbst autononobus and uncontrol |l able, it has been
more and nore difficult for governnents to cope with this new
phenonenon in the gl obal econony. W have entered an era in
whi ch gl obal noney has gone beyond the control of any individual
nati on-state. The new technol ogies of the information revol ution
and digital noney are enabling the devel opnment of financi al
mar ket s and procedures to contract services on a conpletely new
and i nnovative |evel.

Al of these trends |ead sonme people to think that the
very concept of the sovereign nation-state is at stake and may
face demise. It has been clear for sone tine that the
nati on-state has gradually began losing its fiscal and nonetary
sovereignty. But history shows that the nation-state has al ways
denonstrated flexibility and resilience in its ability to adapt
itself to new circunstances and environnents.

As many of you may know, the well-known French | awer
and political thinker, Jean Bodin, who lived in the 16th Century,
coined the term"sovereignty.” Bodin considered the control of
money, credit and fiscal policy as one of the three nminstays of

t he soverei gn nation-state.
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Throughout the |ast two centuries, the concept of the
dem se of the nation-state has been di scussed by a nunber of
political thinkers and phil osophers. For exanple, |mranuel Kant,
in his fanmous 1795 panphl et, "Perpetual Peace," raised the idea
of the decline of the nation-state.

Karl Marx, in his book, "The Wthering Anay of the
State," also believed in the dem se of the nation-state. |n our
time, sone witers speak about the sovereign individual to be
dom nant and not soverei gn nation-states.

It is apparent that the nation-state has historically
survived sonme dramatic changes through world history. So it wll
survive the era of globalization and the information revol ution.

But the gl obal noney nechani sm knows no borders, unlike
t he borders that define the sovereignty of nation-states. So, at
this juncture of history we need to reach a consensus on how we
can bring the interests of nation-states and of the gl obal
econony, including global noney, to a point that would prevent
t hose people who want to take advantage of it and commt
financial crines.

Qut of all these devel opnents, we face problens wth
sone individuals or organi zed groups who are involved in
nmoney-1| aundering. The noney-| aundering problemis an

i nternati onal phenonenon, as are other issues we are facing and
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dealing with globally, such as the environnent, terrorism and
the problens of international trade.

Money-l aundering is internationally recogni zed as
crimnal activity; however, it differs fromterrorismand the
environment in that there is no unilateral international
consensus on how to deal with it. It is ny viewthat we need to
concentrate on finding a resolution to this probl em

The Organi zation for Econom c Cooperation and
Devel opnent, OECD, already has in place the Financial Action Task
Force on Money- Laundering. Several regional groups, such as the
@l f Corporation Council, of which Bahrain is a nenber, starting
cooperating with that task force in the effort to fight
noney-| aunderi ng.

Now t he question is how a nation-state can face the
serious chall enges emanating fromthe novenent of gl obal noney.
Can a nation-state neet these chall enges individually, by taking
nmeasures on a national |evel, or should we, rather, work on a
regional and international |evel?

It is clear that the international conmunity agrees on
the crimnal nature of noney-laundering. But there are various
views on how to conbat this crimnal phenonenon. Therefore, it
is extrenely inportant that governnments engage thenselves in
candi d debate on how to best face this noney-|aundering probl em

col l ectively.
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W have to launch a serious diplonmatic discussion in
order to work together. And | amconfident that the --

[ End of side AL Begin Side B.]

AMBASSADOR GHAFFAR: -- effort will be positive. For us
in Bahrain, it is extrenely inportant to cooperate with any such
effort.

In our recent history, Bahrain has noved froma
traditionally based econony to a nodern econony. The discovery
of oil in 1932 by Anerican expertise hel ped finance Bahrain's
initial econom c devel opnent. Yet, in the planning for our
future, Bahrain has realized the inportance and necessity of
having a di verse econony and, as such, has enbarked from 1970
onwards on the path of nodernizing its infrastructure.

It was extrenely inportant for Bahrain to build a solid
basis for our banking system W readily refer to financial
experts and institutions fromthese countries in order to neet
financial standards, mainly the United States of Anerica, Britain
and sone ot her Wstern European countri es.

Today, Bahrain has becone an exenplary nodel of a
country which has made itself a financial hub for the region, and
mai ntai ns nonetary and financial stability. According to the
2000 I ndex of Econom c Freedom published by the Heritage

Foundation, Bahrain is ranked nunber one as the economcally
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freest country in the Mddle East and the fourth freest econony
in the world.

Wth few barriers to trade, Bahrain has virtually no
bl ack market. In ternms of size, Bahrain is host to 180 financia
institutions and nore than 100 insurance conpanies. The very
strength of Bahrain's financial sector is drawn fromthe
conpetency of the local nonetary authority, the Bahrain Mnetary
Agency. The agency itself is responsible for the |icensing,
supervi sion and regul ati on of banks and financial institutions.

Mor eover, the agency has worked steadily within a
clearly defined regulatory and supervisory framework, which is
consistent with the highest international standards. For
i nstance, Bahrain was one of the first countries outside the G 10
to apply the Bank for International Settlements' 8 percent
capi tal adequacy ratio.

Gven all this, we have to take into consideration that
there are many other small countries, especially small island
devel opi ng nati ons, whose econom es depend heavily upon their
financial and investnent sector.

Recently | attended the United Nation's M I I ennium
Sunmit in New York. And | |listened attentively to the speeches
of the | eaders of the small island devel oping countries,
especially those which are considered by the CECD as tax havens.

CGeneral ly speaking, they expressed dissatisfaction with the OECD,
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which wants to inpose its own set of standards for taxation on
ot hers.

Many of these small island countries asserted their
concerns on this subject and enphasi zed that sone |arger
devel oped econom es, or nations, are attenpting to bypass the
principles of international |aw and national sovereignty. Snal
nati ons have arrived to attract foreign capital, and it is
justifiable that they conpete in this nmatter.

The | arger and nore devel oped nations should take into
consi deration the disadvantaged position of the smaller
countries' econom es, especially island devel oping countries. It
is extrenely dangerous to inpose such regulatory pressures from
powerful countries onto smaller devel opi ng nati ons.

| nstead, we should aimto resolve this issue in a
multilateral forum We need to ask ourselves, what is nore
effective, to allow national governnents to enact |aws and
regul ati ons on taxation and then inpose them on foreign
countries, or to approach this problemw th a collective
international effort?

As | nentioned earlier, the global econony is shaped by
the flow of noney. Therefore, it warrants a real internationa
effort to deal with problens related to this. It is tinme for the

international community to jointly |launch a concerted effort to
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conmbat difficulties arising from gl obal noney and ot her problens
faci ng our global econony.

Thank you very much.

(Appl ause.)

MR, LUCAS: We will nove very quickly to our next
speaker. Bill has to leave at 12:15. | want himto have tine
for at least a little of the QA, so | wll nove right ahead.

Adrian Day is our |ast speaker on the panel today. He
is a British-born noney nmanager and witer, nowliving in the
United States, who has nade a nane for hinself searching for
unusual investnent opportunities around the world. He is an
honors graduate fromthe London School of Econom cs and a pi oneer
in global investing as well as the author of several books on the
subj ect .

He manages noney through his SEC-registered firm
G obal Strategi c Managenent, with both gl obal and gol d accounts,
and publishes his own premier fax and e-nail service, Adrian
Day's G obal Analyst. He is a Fellow at the Ofshore Institute,
as well as a nenber of the International Tax Pl anni ng
Associ ati on.

Pl ease hel p nme wel cone Adrian Day.

(Appl ause.)
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ADRI AN DAY, EDI TOR, ADRI AN DAY'S GLOBAL ANALYST

MR. DAY: Thank you very nuch, Aaron. Thank you,
| adi es and gent | enen.

As was nentioned in nmy introduction, | amprimarily an
i nvestment advisor, and that is the focus with which | | ook at
nost of these topics. But | realize nost people in this roomare
not so nuch interested in that as they are interested in the
policy aspects as they regard sovereignty, as they regard
privacy. | amnot going to get into a lot of details of the
various rules |like other speakers, but rather talk in a nore
general sense about sone of the effects of these various rules.

The 20th century order of exchange controls is nostly
over. And for a couple of decades, we had a period of globa
nmovenent of noney, which was nostly free. But, increasingly, we
are seeing nore restrictions on the novenent of noney. One
principle that is fairly clear, I think, is that if a governnent
wi shes to encourage noney to cone into a country, it must also
all ow that noney to | eave, and to | eave freely w t hout
restrictions.

But, of course, this opens up a whole |Iot of various
i ssues that have | aw enforcenent as well as noral and practical

inplications. Part of ny talk this nmorning will focus on sone of
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t hese practical inplications, although |I personally think the
noral inplications are nore inportant.

And | amgoing to talk primarily on the U S
restrictions that we have seen. U S. restrictions and taxes on
of fshore noney frequently -- in fact, | would say typically --
backfire. They don't solve the problem They don't achieve the
pur pose for which they were introduced. But, in addition, they
add little revenue. They add regul atory burdens. They annoy
other countries. And they frequently force nore noney into the
bl ack econony.

And I will give a couple of recent exanples of this, if
| may. The infanpus exit tax on U S. persons who wanted to | eave
the country and give up their citizenship. In ny view, that is
the financial equivalent of the Berlin Vll. And it is nore
typical of a country |ike Soviet Russia or Nazi CGermany or,

i ndeed, apartheid South Africa, all of which had simlar rules.
It is nmorally wong. But let's not focus on the norality for the
ti me being.

Now, of course, these rules canme about because of the
U S taxation reginme, which taxes U S. citizens and residents --
or U S. persons, | should say -- it taxes U S. persons on their
wor | dwi de incone, regardl ess of where they live. Very few
countries in the world have regimes that are as all-enconpassing

as that. But it has inplications, practical inplications.
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| will give the exanple of the Hong Kong Chinese in the
period | eading up to the handover of Hong Kong to China. Mny
countries introduced special schenes to attract these Hong Kong
Chi nese peopl e, who were consi dered weal thy, entrepreneurial and
so on. Many small countries in the Cari bbean and Asia, as well
as the United States and Canada, introduced schenmes to attract
t hese people. | use "schene" in the British sense, which is a
positive thing as opposed to the American sense, which tends to
be crimnal or nefarious.

Now, in the U S., Hong Kong Chinese could obtain green
cards on an expedited basis for a limted investnent. But having
a green card obligated these people to pay U. S. taxes on their
wor | dwi de inconme on a permanent basis. And if they revoked the
green card at a future date, they were obligated to pay a tax
penalty on their U S. assets.

Now, is it any surprise, therefore, that not a single
Hong Kong person -- not a single Hong Kong person -- faced with
the threat of China taking over Hong Kong and all the concerns
that that raised at that tinme, is it a surprise that not a single
Hong Kong person chose to obtain U S. residency?

Thousands obt ai ned Canadi an, Bernudi an, Anguil an,
Dom ni can residency, with all the inward i nvestnent that that

i nvol ved.
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A second qui ck exanpl e concerns foreign annuities. For
along time, and traditionally, foreign annuity policies have
received the sane tax treatnment as donestic annuities. No tax or
reporting on the buildup until the holder annuitizes and starts
receiving the annuity back.

Now, a lot of U S. people put noney into foreign
annui ti es because they were concerned about the dollar, but also
some put it into foreign annuities because of some vague concern
about the U S. Governnment and future confiscatory taxation and so
on. Having a foreign annuity allowed a person to maintain
options, to have noney offshore privately, legally, but stil
have options. And | can assure you that the vast majority of
peopl e who put their noney into foreign annuities would report
and did report the incone and pay tax when they annuitized it.

Now, there are new regul ations that apparently -- and |
won't get into this -- but apparently tax the buildup in the
annuities. Wat that neant is that for thousands of U S. people
with noney in offshore annuities, it neant that the decision had
to be made now. Do | report it and pay tax on the buildup of ny
annuity right now or do | nmaintain the privacy of that particular
i nvest ment ?

| can al so assure you that many, many people chose to
ignore the new tax. But having nade that decision, which |ast

year was | egal and this year apparently is heinous, having nade
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t hat deci sion, they are now set on a course. That noney is
per manently bl ack.

The result? Less revenue for the U S. Treasury,

t housands of | aw abi ding, ordinary Anericans set on a course of
tax evasion, which is a road they did not intend to travel.

Now we see this new coordinated plan to eradicate tax
havens. It is the desire of major countries, in ny view, not
only to stanp out drug activities and noney-| aundering, but al so
to control the activities of their own citizens abroad and to
make it inpossible for people to |ower their taxes through
of fshore jurisdictions.

Agai n, getting back to an old exanple, in forner days,
many U.S. people had secret Swi ss bank accounts, Austrian bank
accounts and so on. They used to declare the income and pay
taxes on the incone in their foreign banks, but they didn't
decl are the existence of the account.

Now, as we know in recent years, the surveillance of
of fshore accounts has increased. The penalties for not reporting
t he exi stence of offshore accounts has increased, and nany of
t hese peopl e have chosen to maintain the privacy of their
of fshore account and sinply stop reporting the incone. Again,
the result was not the one desired. It was |less incone to the
U.S. Governnent, and driving ordinary, honest people into the

bl ack econony.
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As | say, now we have this multi-pronged attack on tax
havens, and | will just run through them In nmy mnd, there are
four distinct fronts in this war. There is the attack on
noney-| aunderi ng, headed by the Financial Action Task Force,
which is alink to the CECD. It has now published a bl acklist of
countries that are uncooperative in dealing with
nmoney-| aunderi ng. These are not necessarily tax havens. They
i ncrease countries apart from Li echtenstein; they include
countries |like Russia and so on.

The second is an attack on tax havens thensel ves. The
CECD has | aunched a wel | -publicized attack on so-called "tax
conpetition.” That is essentially ained not at these
nmoney-| aunderers and drug lords, which is the target of the
Fi nanci al Action Task Force attack, but this attack is ainmed at
countries that permt residents of second countries to bank and
invest in their countries at |ow or sonetines no tax rates.

In ny mnd, this is the nost invidious of all of the
battl es, because the victins are frequently not gangsters or
crimnals, and nor indeed are the tax havens thensel ves, in nost
cases, in any way encouraging inmmoral activity. This is nuch
nore a war, if you |like, on nomand pop tax evaders and
i ndi vi dual s who sinply want privacy, as well as on the snal

countries that permt such activity.
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H gh-tax countries, of course, don't |like the fact that
their citizens can put their noney in tax havens in order to earn
incone tax free and maintain their privacy. But the truth is
this has nothing to do with drug | ords and ki dnappers and so on.
For many years, nost tax havens have had very clear rules
regarding the identification of new clients. New clients have to
provide identification and, in nost cases, have to informthe
bank of the source of funds, if there is any question about it.
But they don't pass that information on to the United States
Gover nnent .

Most tax havens, nost reputable tax havens, have fully
cooperated in the investigations of illegally gotten funds. |If
there is evidence of noney in a Caynman bank that came froma
ki dnappi ng or a bank robbery or an extortion, the Caynman
Governnent will cooperate fully, for exanple. But nost of these
countries have also drawn a |ine at sinple nonpaynent of taxes.

Now, in my mind, in this particular battle, the OECD
has managed to of fend nany tax havens, as the Anbassador | ust
mentioned. It has given thema year to elimnate that privacy
and two-tier tax regines -- one tax for |ocals and one tax for
of fshore people -- or face sonme specified sanctions. The thought
that the world conmmunity is going to inpose sanctions on
countries |like Bernmuda and Cayman and Bahanas because they

mai ntain privacy is, in ny view, quite astonishing. Mst of
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these countries' only offense is that the banks maintain the
privacy of their clients, which is sonething that we all used to
take for granted around the worl d.

The third prong in this attack is the convergence in
Europe. | amnot going to tal k nuch about this because nost
peopl e here are not from Europe. By convergence, | amtalking
about the nove towards a single continent-w de system of taxes,
wi t hhol di ngs, conti nent-w de exchange of information, and so on.

The main casualty of this so far has been that Austria,
in a weak position because of having Heider's party in the
governnment, Austria has agreed to abolish its fanpbus anonynous
passbook accounts. Now, the idea that sone international drug
baron from Col onbia is going to use a passbook savings account in
Austria to | aunder noney is so preposterous when you say the
words as not to even warrant detailed exam nation. But that is
so far the only result of this. The result, of course, is that
the Austrian people, who use these anonynous passbook accounts,
are very upset about Europe, about the rest of Europe and the
Eur opean Comuni ty.

Now, the fourth prong in this attack is the U S
wi thholding initiative. Starting in January 2001, anyone, not
just a U S. person, but anyone with an account at a non-U.S.
financial institution will be subject to a 31 percent U S. tax on

all incone and all proceeds -- not gains, proceeds -- of any
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sales fromU. S. sources unless a bank is designated a qualified
intermediary and the client has conpleted forns that show that
they are subject to U S. taxes or provide adequate proof to the
U.S. Governnment that they are not subject to U S. taxes.

For U S. people, thisis a sinple thing. It neans they
either give up their privacy or they stop investing in U S.
securities. Now, | can tell you that the reaction of people
usi ng forei gn banks has been m xed. .

| manage a | ot of accounts through Sw ss and Austrian
banks. And | can tell you that nobst people are refusing to sign
these new forns. Many U. S. people with of fshore accounts, as |
mentioned earlier, already report their foreign holdings on their
tax forms. But many of themresent the additional invasion of
their privacy. Sone are signing the new forns and sonme are not.
And those who are not are deciding not to invest in U S
securities anynore.

Renmenber, these people are doi ng nothing wong, nothing
norally wong and nothing legally wong. They have an offshore
bank account; they want to maintain their privacy. But the net
result of all of this is that a handful of U S. accounts are
being repatriated to the U S., but even nore offshore accounts
are liquidating their U S. investnents.

Not a single individual has decided now that he is

going to declare his offshore account where previously he did
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not. So, in short, as we would expect, a lot of U S. stocks wll
be sold, no additional revenue to the U S. Governnent, and
really, no reduction in privacy for those who put privacy as
their main priority. But once again, the US. is driving nore
of f shore noney under ground.

In conclusion, it seens to ne that the U. S., who is the
| eader in this, but also many of the |eading countries in Europe,
seemto regard activities as very danmaging and norally wong if
they are carried out by small, weak jurisdictions, but they are
perfectly acceptable if they are carried out by worl d-cl ass
powers.

This is nothing less than fiscal colonialism in the
words of the OFfshore Institute. There is also a certain degree
of hypocrisy about this: the OECD and the I M-, which are
t ax- exenpt thenselves, telling other people that they ought to be
nore transparent and pay their taxes |ike good people.

Now, sone countries roll over -- Bernuda is the nost
obvi ous case -- but at a rather a high cost donmestically. Many
smal | er, independent states, however, may sinply choose to becone
nmore belligerent. Panama's M nister of Econom cs, for exanple,
recently said that his country is not in the world tax collection

busi ness, "nor are we in the international tax dispute settlenent

busi ness. "
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| think that is a reflection of sone of the anger and
antagonismthat is comng out of this drive. | think the very
circunstances that the U S. seeks to attack will be the result.
When you think about it, when these countries are attacked by the
U S, they have really little incentive to cooperate other than
fear, which is not a very good foreign policy.

Ber nuda and Caynan have run very cl ean, as exanpl es,
very clean, highly regulated industries, highly sophisticated
i ndustries, for many, nmany years now. They have cooperated in
drug cases, as | say, in things that we would regard as Conmon
Law crinmes. Yet, they have received no reward fromthe U S. for
doi ng so.

Many of these countries, indeed, attenpted to build up
respectabl e financi al businesses to offset the drug business.
The Bahamas is perhaps a good case of that. And nowthe US. is
trying to destroy these financial businesses that have been the
of fset to the drug busi ness.

So, in conclusion, we see many countries that wll
resent U S. interference in their donestic policies.

Money-| aunderers, of course, will not collapse and cave in. They
will sinply go to other locations. But a lot of U S. noney wll
sinply go underground. So, the result is that we don't achieve
what we are trying to achieve and these policies often backfire.

Thank you.
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(Appl ause.)

MR. LUCAS: Thank you.

W will now take questions fromthe audience. | know
M. Tucker has to leave in a nonent. Do you have tinme for a few
questi ons?

MR. TUCKER  Yes.

MR, LUCAS: W have a m crophone that is going to be
com ng around. Just raise your hand and, when the m ke cones to
you, state your nane and affiliation.

Are there any questions to start with?

QUESTION: M. Tucker, | would be interested in your
reaction to sone of the things that M. Day and the ot hers have
mentioned. In particular the distinction between either
so-called "flight capital,"” or |egal tax avoi dance efforts and
how they are getting trapped by so-called noney-I|aundering rul es
versus the nore legitimte focus of |aw enforcenent on actua
crimnal actions that you are trying to crack down on

|s there some way that | aw enforcenment can properly
di stingui sh between those and not require or not seek to have
such onerous legislation that catches |aw abiding activity, as
wel | ?

MR TUCKER | think |I can only speak, really, fromthe

Departnment of Justice perspective. The Treasury Departnent, as
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you know, is the other branch of U S. |aw enforcenent and has
much nore of a regulatory function

The Justice Departnent, primarily the Federal Bureau of
| nvestigation, is a very small organization, with 11, 000 Speci al
Agents and a |i ke nunber of support personnel. And not only the
FBI, but other |aw enforcenent agencies have to pick and choose.
| think IRS is probably going to be far nore concerned. The CID,
the Crimnal Investigative Division of the IRS, is going to be
far nore concerned with the regul ations that have been nenti oned
her e.

The FBI, the Drug Enforcement Adm nistration, the U S
Custons Service, they are after the mgjor crimnals, those who
are doing the nost damage. As far as the individuals who may
come a cropper because of the very, very conplicated tax schenes
that are being proposed, | synpathize with them nyself.

But as far as the | aw enforcenent comunity is
concerned, they are |ooking for the nost significant crimnals,
where they can get the best return on the investnent of their
time and effort in elimnating major crimnal groups.

QUESTI ON:  Yes, but how do you react to the points nade
by M. Jansen that these Currency Transaction Reports and
Suspi cious Activity Reports are no help to | aw enf orcenent

because they are used so infrequently? And, indeed, he cited
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cases of Aldrich Ares and ot her cases, the Bank of New York case,
in which these were of no help. Do you support these |aws?

MR. TUCKER: The Suspicious Activity Reports, it has
only been recently that the SAR's, the form8300's, the CMR s,
and the CTR s, those are the four, | think, major resources they
use. The CTR s are those which are filed when a financi al
transaction in excess of $10,000 is perforned. The CMR refers
to the taking of nore than $10,000 out of the United States, a
formhas to be filed. The 8300 is a purchase in excess of
$10, 000 again. And, finally, the SAR s.

| think that, as a whole, those four docunents are
resources. They are online. | think they are maintained by the
Treasury Departnment in Detroit now | think they will be used
nore effectively as the | aw enforcenment comrunity devel ops a much
nore robust strategy to go after the noney-I|aundering angle of
international crine.

But let me share with you this. | was sitting here
t hinki ng about my first noney-laundering case. It is a
cautionary tale. And it involves sone of the issues that we are
tal ki ng about here. | was a nenber of the Organized Drug Task
Force in Baltinore. It conprised various elenents of the U S.
| aw enforcement community, the IRS Crimnal |nvestigative

Di vision, the Drug Enforcenent Administration, the U S. Mrshals
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Service, the Inmgration and Naturalization Service, the FBI, and
the U S. Attorney's Ofice.

| was approached by an I RS agent, who asked ne if the
Bureau had any information on an individual. | said | would
check. | called out to our office and immedi ately got a
response. We had an anonynous letter in our files, indicating
that this individual was a drug deal er. Nothing had been done
about it. W get a |lot of anonynous reports |like that.

| asked the I RS agent, "Wiy were you interested?"
Well, it seened that this fellow was at a bank in Maryland and he
wanted to draw out -- he had $370,000 in cash, and he wanted two
cashier's checks. And when he cane to the point where he was
asked to state his profession on the CITR, he asked the banker if
he coul d use the phone to call his lawer. In filling out the
Currency Transacti on Report under "enploynent," he put 5th
Amendrent. This got the banker's attention, and he called the
I RS, and they called us.

A dog was brought out to the scene. He alerted on the
noney, indicating that the noney had been close to narcotics.
Eventual |y, we got a warrant. W seized the noney, and he was
eventual |y, through further investigation, was arrested for not
only attenpted noney-| aundering, but also for drug trafficking.

The odd part of the story is that the two checks that

he had tried to negotiate, one was to the Internal Revenue
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Service and the other was to the Maryl and Bureau of Taxation. He
was trying to get out of the drug business. So, you can run
af oul of these statutes and regul ations.

MR. LUCAS: Brad, did you want to respond to that?

MR. JANSEN: Yes. | found it odd that the two of us
are both trying to uphold the rule of law, but we conme to very
opposi te concl usi ons of noney-| aunderi ng.

You tal ked about chaos versus order and that order
comng with rules. Sitting in the Hayek Auditorium | think it
is inmportant to point out the idea of spontaneous order out of
chaos and how the rules that are being pronoted here actually
underm ne the rule of |law, where you have civil asset forfeiture.

The case that you gave on the helicopter -- they stole
the property of a conpany. This is what it boils down to. They
took the property of a conpany w thout actually convicting them
of a crinme. The owner of the helicopter |lost his property
Wi t hout ever being charged with a crine, as far as I know. And
this is the exanple that you are citing to uphold the rul e of
| aw.

MR, TUCKER: | would argue that the Bell Conpany was
willfully blind.

MR, JANSEN. But what | amarguing is that there is a
rule of law and we have a set of processes. And they can go to a

court and they can, if they have probable cause, they can foll ow

ARTI Transcripts
(202) 347-0030 and wwwe.artitranscripts.com



52

the rule of |aw and do what you want to do. And | agree with
t hat .

We t hink that banks shoul d assist |aw enforcenent, the
financial industry, just |like every other industry, but no nore.
That neans if | aw enforcenent has probabl e cause, they can get a
warrant, and banks should conply, just the sane as every other
i ndustry. There should be no special carve-outs underm ning that
publ i ¢ confi dence.

Law enforcenment nowis -- well, on the global scene you
have a small cartel of rich welfare states setting the rules and
trying to inpose it by nam ng and sham ng other countries who had
no voice in setting those laws. In the words of Prem er Ownen
Arthur of Barbados, "Institutions of the devel oped world that
have no authority under any treaty, convention, agreenent or
l egal instrument known in international |law are sinply attenpting
to bend the course of devel oping countries to their will by the
use of crude threats and stigmas."

In my mind, this is not furthering the rule of |aw
This is undermning it. These countries that had no voice in
setting these rules are being forced to adopt policies such as
"Know Your Custoner,"” which is the cornerstone of the OECD
policy, that has been rejected overwhel mngly by the Anerican

peopl e here.
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In addition to the States rights issues involved of
whet her it should be crimnalized or not, we believe very clearly
that this is not a Federal issue. And in fact, before the Bank
Secrecy Act, many States had |aws that were nore tailored to
their specific |ocations.

What may nmake sense legally for a noney center bank in
New Yor k probably doesn't make a | ot of sense to the rura
comunity banks in our district. Yet, they are forced to foll ow
the sane laws. Not only that, the laws are enforced
di sproportionately nore severely against the rural conmunity
banks than they are the larger institutions. And this is what we
find in practice.

Real quickly, and this is a question to you, or two
guestions: One, there is a debate whether noney-laundering | aws
started either in Russia or Nazi CGermany. | amwondering if you
can enlighten us on that and which one you see as a better nodel.

The second question, then, is that if we want to use
banks as informants for the governnment against their custoners,
and there is now a push by | aw enforcenment to use accountants and
| awyers as informants against their custonmers for the governnent,
how long will it be before we start using priests, as well?

MR. TUCKER  You forgot the question about when did I
stop beating ny wfe.

(Laughter.)
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MR. TUCKER: Again, obviously, each April 15th, | have
my owmn views of the IRS and its rather very conplicated schene
for taking noney out of ny accounts and putting it in the Federal
Treasury. | amnot here to in any way attenpt to defend the IRS.
The I RS has obviously been the subject of very severe criticism
of late by both the public, by the Congress, and they seemto
recogni ze that they have to change their ways.

But et me just finish up on the Bell helicopter. That
Bel | helicopter was not taken fromthe Bell Helicopter
Corporation. They had the opportunity to post a bond and to
contest the seizure in the U S district court.

Furthernore, that noney did not belong to the Bel
Hel i copter people. That noney, if in fact it is drug noney, it
is instantly forfeitable. It is the property of the U S
Governnent. Forfeitable noney cannot be used to buy anyt hing.
And that is what happened in that case.

MR. LUCAS: | want to get away from a debate here. |
know you are going to have to take off.

MR. TUCKER: | do have to go. | was sort of a |ast
m nute replacenent and | have another appointnment. But | wll
take one nore question.

MR. LUCAS. Fred Smth in the back, very quickly.

MR SMTH. Fred Smth, CEl.
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The broader topic on sovereignty and howit is or isn't
bei ng i nproved or harned by the noney-laundering laws is akin in
a way to Federalismin the United States system Nation-states
or the States in the United States are free to i npose good or bad
regul ati ons or taxes, but they bear the consequences. |If the
regul ati ons and tax policy produce benefits, then they are better
off. If they are excessive, then they suffer consequences; nobney
flows to other States or, in the global system to other places.

Governnments obviously dislike conpetition. Capital
flights fromoppressive rules, whether those rules reflect civil
rights violations |ike Nazi Germany or Indians in Fiji today, for
exanpl e, or whether they reflect econon c oppression, high taxes
and excessive regul atory systens.

Shoul d or do the laws of the world require
nati on-states to help nation-states that oppress their citizens
economically or in a civil rights way enforce those laws? |[|f |
don't want to oppress citizens' civil rights or raise their
t axes, why should I have any obligation under the noral rules to
hel p a nation enforce their laws? It is extraterritoriality, it
seens to ne. That is the question.

MR. LUCAS: Bill, if you want to comrent first, we wll
Il et you and then you can go ahead and take off.

MR. TUCKER: Cbviously, there are very valid argunents.

And we have heard sone of them here fromthe panelists, wherein
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the wealthy nations are inposing their will on nations with |ess
clout. But when you read an article like this which appeared in
t he Washi ngton Post | ast October, "Russians use tiny island to
hide billions." In 1998, $70 billion was transferred from
Russi an banks to accounts in banks chartered in the island of
Nauru. Nauru is about a 13-mle-wide little island in the South
Pacific. There has to be a balance there. Nauru is just using
t hensel ves as an opportunity for capital flight.

There are sone estimates now that over $500 billion has
been | eaking out of Russia in the last 10 years. There has to be
a balance. Wth that, | do have to go. | do apologize to all of
you. | would like to stay a little longer, but |I've got to go.

MR. LUCAS: Thanks for joining us.

(Appl ause.)

MR. LUCAS: Whuld anyone else |ike to address Fred
Smth's question?

(No response.)

MR. LUCAS: W will just open it up, then. Right up
here in front.

QUESTION: This is a rather short question. Wuld 95
percent or maybe all of this evaporate if we |egalized drugs? |Is
this the whol e cause of all this problenf

MR. DAY: Well, let ne just answer very briefly. Yes.

As | sort of touched on right at the very beginning of this, al

ARTI Transcripts
(202) 347-0030 and wwwe.artitranscripts.com



57

of these things cone about because of basic policies, whether it
is confiscatory taxes or the war on drugs.

And if we were to have a nore, sort of noral system if
you like, a nore noral and libertarian system where taxes were
reasonable -- when tax rates are reasonable, people don't spend
all their waking hours and spend thousands of dollars on

accountants trying to escape them Hong Kong, again, was a

perfect exanple. People sort of willingly, if you |like, pay
their maxi mum 15 percent tax rate -- maxi num 15 percent -- and
get on with business. The sane with drugs. | won't go into the

whol e thing, but yes, absolutely.

QUESTI ON:  Anbassador, | would be interested if you can
comment briefly on what has been the experience of bankers and
financial institutions in Bahrain in dealing with U S. and OECD
| aw enforcenent agencies. Has it been a harnoni ous cooperative
relationship in general, or have there been denands pl aced on
banks and financial institutions in Bahrain that have caused
friction?

AMBASSADOR GHAFFAR  Thank you for this interesting
question. | think, as | nentioned in ny remarks, that Bahrain
was an island country and, in the early 1970's we started to
di versify our econony and established a very inportant and solid
banki ng systemthat was a very inportant conmponent for our

econony. So, fromthe very begi nning, we started cooperating
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wi th Anerican organi zati ons, American bankers, and al so European
bankers, including the OECD, in order to abide by the | aws which
are accepted, internationally speaking.

But what is happening now, and one of the topics that
you are discussing, are countries or organi zations |ike OECD are
trying to i npose their own type of rules and regul ations on
countries which are not breaking rules and regul ati ons,
internationally speaking. For exanple, if we take
nmoney-| aunderi ng, noney-laundering, | think ny governnent
consi ders noney-laundering as a crimnal act. So, we try to do
everything we can in order to avoid it.

But | think Bahrain and any other countries, they have
the right to attract foreign investnents and not to charge thema
| ot of taxes |like sone other countries do. And this is one of
the reasons that many island devel oping countries are attracting
i nvest nent .

| have to add al so sonething, that Bahrain and the
United States of Anerica, |ast year we signed an agreenent, which
is called "The Protection of Investnent Agreenment."” As M. Day
said, if you bring your nmoney to Bahrain, you al so nust be free
to take it out when you wish to do that. Thank you.

MR. LUCAS: Way in the back

MR. LOAWAN:. Good afternoon. M/ nane is Samuel Lowman.

| am Deputy President of the Ofshore Institute. | ama | awer
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practicing in Geneva, Switzerland. | aman Anerican | awer, but
| have been practicing for the last 13 years outside the United
States. | represent banks. | represent offshore jurisdictions.
| represent high net worth individuals.

| am just commenting on Bahrain. The benefits you have
there is clearly we know the source of the funds typically are
oil-related. That is the type of noney that woul d not have

difficulty passing the "Know Your Custoner” rules, just as a side

not e.

But what | would like to say, and | am an advocate for
of fshore jurisdictions -- or I would like to refer to them as
of fshore financial service centers -- what | think is offensive

is oftentinmes the gap between what is said and what is actually
done. For instance, take for instance the anti-noney-I|aundering
laws. Who in the audi ence 10 years ago woul d have stood up and
said, "No way; we don't want anything to conmbat drug noney and we
don't want anything to conbat arns trades"? Because that is
i ndeed how it was sold to the international financial service
i ndustry. "W want to conbat drugs and we want to conbat arns
trades."

But | ook where we have gone fromthere. Now we are al
the way into all serious crinmes. And as Hi s Excellency, | think

referenced or at | east suggested, laws are a reflection of a
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nation's norals and their own internal sovereignty in terns of
what they want to enact or not enact.

And what we find offensive is that the gap between
where we started with the noney-|aundering | aws and where we are
now. Because, |adies and gentlenen, if you take the donestic
| egislation along the Iines of the FTAF- 40 recomendati ons, plus
the nutual |egal assistance treaties, you have no sovereignty
anong nations when it cones to financial affairs. In fact, you
have a great deal of cooperation

| am not suggesting nmaybe the ultimte conclusion is
wrong, but the question is, did we know what we were getting into
when we started that track?

Li kewi se, the FTAF, who woul d have ever thought the
FTAF coul d put so nuch pressure on a country |like Austria to the
extent that they would change their passbook accounts? Was it
ever intended to be a mechanismto do that?

Li kew se, their shane Iist of the various different
countries, who would have ever thought they would be put in the
position to do that? It is a harmless list, but what happens?
| medi ately, inportant countries start to cut off relationships
wi th those blacklisted countries. So, it has a big inpact.

Was it intended to do that? |Is that what we understood

it to be when we began?
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Li kewi se, take the qualified intermediary arrangenent,
whi ch virtually nobody knows anything about, but it is probably
going to be the biggest battlefield. And there we have a very
big concern for the right to privacy.

| f you have taken a | ook at what | refer to as the
qualified internmediary agency arrangenent -- because it is not an
agreenent; if anything, it is an adhesion contract -- it is given
to these foreign banks and they are told to sign them It is not
a question of nutual assent or anything like this. But if you
take a close look at it -- and, |adies and gentl enen, you take
your typical foreign banker and ask themto read the agreenent
and all the intricacies and all the citations to the United
States Code, they are conpletely lost. And | suspect a | ot of
American | awyers woul d be conpletely lost, as well.

But, nost inportantly, these foreign banks are entering
into an agreenment with an agency of the United States Governnent
to hand over information. And there is a choice of |aw clause
within that agreenent that says that they have jurisdiction over
the bank in the United States and the United States |laws wll
control.

What about sovereignty? You know, Switzerland, with

all of its criticism-- I'msorry.
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MR. LUCAS: | amgoing to have to cut you off in a
second there, because we would Iike to have tine for another
guesti on.

MR. LOAWAN:  Well, | can cut off here.

MR. LUCAS: Well, how about that, did we know what we
were getting into when these regul ations were being sold to the
public?

MR. DAY: | don't know that | can answer that we knew
what we were getting into then, but I think we are seeing a
reaction against it now \Wen the New York Tines reported on the
Dani sh rejection of the Euro, they quoted a | ot of people who
cited the treatnment of the larger countries towards Austria, and
they didn't want to be part of that and subject thenselves to
that. And that was the reason for many peopl e voting no.

MALE VO CE: | can only agree with every single word
that you said. But just to expand on a couple of things, if I
may. One thing you nentioned is the sort of ethos of various
countries. Different countries have different ethos. | think
Switzerland and Austria, that we have nentioned, are good
exanpl es of where there is a very, very strong tradition in al
parts of society for confidentiality. People just don't think
t hat sonmeone el se's noney is their business.

Now, in the US., we really don't have that ethos. |

tell you, one of the nobst astonishing questions that was ever
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asked of me -- and it was shortly after | cane to the United
States, | was at a cocktail party -- soneone who had only just
i ntroduced thenselves to ne and started talking, | nentioned that

| had just bought a house, and he asked me how much it was. |
could have alnost fallen on the fl oor. But now that |'ve been in
Anerica --

[End Side B. End of Transcript.]
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