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Abstract

NAME : Kuo-Hsien Chien MONTH/YEAR : JUNE, 2024
ADVISER : Dr. Chih-Yang Tseng
TITLE : A Cost-Benefit Analysis of Anti-Money Laundering Measures in Financial

Institutations: The Case of Bank C

As the rapid pace of globalization continues unabated, money laundering has
emerged as a paramount issue that demands urgent attention from the international
community. In a concerted effort to thwart the deleterious effects of money laundering
on the financial system, the government of Taiwan has undertaken a significant overhaul
of its Money Laundering Control Act and Counter-Terrorism Financing Act since 2016.
By imposing more stringent legal regulations, the government has sought to encourage
the banking industry to fortify its internal controls and establish a more robust anti-money
laundering framework. However, the vigorous implementation of these anti-money
laundering measures has also subjected the banking sector to an unprecedented level of
compliance cost pressure. This study focuses on Bank C as its primary research subject,
with the aim of analyzing how the bank navigates the intricate balance between anti-
money laundering efforts and operational efficiency through a judicious cost-benefit
analysis as it strives to meet increasingly rigorous compliance requirements.

The study begins by drawing upon the rational choice theory and the law of supply
and demand from neoclassical economics to elucidate how the decision-making behavior
of money launderers is profoundly influenced by the costs and benefits associated with
their illicit activities. This analysis is situated within the broader framework of the
interplay between the supply and demand dynamics of money laundering. Subsequently,
the study traces the evolutionary trajectory of international anti-money laundering norms
in recent years, highlighting the paradigm shift from a rule-based approach to a risk-based
methodology in the fight against money laundering. This transition marks a departure
from uniform compliance requirements towards a more nuanced, differentiated allocation
of resources. Furthermore, through a comprehensive literature review, the study
underscores the fact that previous research has predominantly focused on the cost analysis
of anti-money laundering measures, with scant attention paid to the assessment of their
benefits, thereby rendering it challenging to demonstrate the effectiveness of anti-money
laundering investment activities.
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Drawing inspiration from the economic model proposed by Gordon and Loeb (2005)
for determining the optimal level of cybersecurity investment activities, this study
constructs a cost-benefit analysis framework for anti-money laundering measures, while
elucidating the constituent elements of costs and benefits. The framework aims to assist
banks in examining their resource allocation for anti-money laundering efforts and
seeking the optimal level of anti-money laundering investment activities. Through a
meticulous case study analysis, it becomes evident that as compliance requirements
become increasingly stringent, the total cost of anti-money laundering measures at Bank
C has risen substantially. However, by leveraging technological innovations, such as the
deployment of RPA robots, the bank has been able to effectively mitigate operational
costs. With regard to the benefit dimension, the study highlights that in addition to the
advantages of compliance and reputation, anti-money laundering efforts also yield
positive outcomes in terms of optimizing customer experience and enhancing market
competitiveness.

In conclusion, this study contends that anti-money laundering has become an
inextricable obligation for banks and should be regarded as a strategic investment activity.
Banks must assiduously evaluate the costs and benefits, seeking to strike a delicate
equilibrium between compliance and operational effectiveness in order to foster a
transparent and secure financial environment.

Keywords: anti-money laundering, cost-benefit analysis, risk-based approach, AML
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