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Abstract

International sanctions within the FATF regime have evolved from mere
punitive instruments to complex mechanisms aimed at changing the
behavior of states; however, the effectiveness of this system faces structural
challenges. This article aims to examine the mechanisms and performance
of the FATF in enhancing the effectiveness of international sanctions. The
central research question is: To what extent does the performance of the
FATF influence the effectiveness of international sanctions? This article
argues that the gradual transformation of FATF recommendations into legal
requirements, accompanied by targeted incentives and penalties, facilitates
the modification of state behavior. Using a qualitative analysis of documents
from the Financial Action Task Force, the World Bank, and the International
Monetary Fund (2012-2023), along with a case study of Iran and Pakistan,
this research concludes that the presence of combined mechanisms—
including the transformation of the forty FATF recommendations into
binding laws through coordination with the IMF and the World Bank—and
the use of punitive tools (e.g., blacklisting, Iran's exclusion from SWIFT,
and a 40% increase in transaction costs), together with reform incentives,
have effectively increased the impact of sanctions.
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Extended Abstract

Purpose

International sanctions have become a central instrument of foreign policy
and collective security over recent decades. While originally unilateral and
rooted in state hegemony, twenty-first-century sanctions have evolved into
complex multilateral mechanisms, exemplified by the United Nations
Security Council's targeted sanctions. These instruments are designed not
only to punish non-compliant actors but also to influence state behavior and
preserve international stability. Emerging phenomena such as financial
globalization, transnational crime, and digital payment technologies have
created unprecedented challenges for the global financial system,
highlighting the need for coordinated supervisory mechanisms. This study
focuses on the Financial Action Task Force (FATF), a distinctive
international regime that combines soft law standards with hard-law
sanctions, and examines the extent to which its performance enhances the
effectiveness of international sanctions.

Design/methodology/approach

The study employs a qualitative, case-based approach, drawing on empirical
examples including the sanctions imposed on Iran and Pakistan's removal
from the FATF grey list following structural reforms. It also examines the
impact of emerging financial technologies, such as cryptocurrencies, on the
enforcement of sanctions and the FATF's responses. The research combines
literature review, regulatory analysis, and evaluation of FATF mechanisms
to assess how soft and hard law interact to shape global financial
governance. The study conceptualizes the FATF as an international regime,
enabling an assessment of its principles, rules, and norms, and situates its
activities within the broader context of international sanctions.

Findings

The analysis indicates that the FATF has strengthened the effectiveness of
international sanctions through a hybrid approach combining soft law and
hard law. Mechanisms such as the Forty Recommendations, initially non-
binding, have gradually been embedded in national and international
legislation, reducing regulatory gaps and enhancing financial transparency.
Grey and black lists serve as tools for creating economic incentives and
pressures, limiting access to global finance and increasing transaction costs.
However, the study finds that these mechanisms do not uniformly induce
behavioral change and can impose adverse effects on national economies
and citizens' livelihoods. The effectiveness of FATF measures is highly
contingent on consistent implementation and institutional impartiality; in the
case of Iran, partial reforms have not removed the country from the black
list, highlighting the influence of geopolitical considerations and raising
questions regarding the FATF's legitimacy.
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Research limitations/implications

This study identifies gaps in the literature, including limited analysis of the
effects of FATF sanctions on critical economic sectors, the adaptive
strategies of sanctioned states (e.g., use of cryptocurrencies and local
financial networks), and insufficient consideration of domestic policy and
regulatory frameworks. By addressing these gaps, the study extends
understanding of the FATF's role and offers insights for policymakers,
scholars, and practitioners concerned with global financial governance.

Practical implications

The findings suggest that FATF-related sanctions reflect and reproduce
structural inequalities in the global financial system. Standard-setting is
predominantly driven by developed countries, with limited attention to the
capacities and constraints of developing and low-income states. Complex
requirements for financial reporting and transparency can be burdensome
for states with weak financial infrastructure, sometimes increasing economic
marginalization rather than effectively combating financial crimes. The
study underscores the need for context-sensitive implementation strategies
to enhance compliance and effectiveness.

Social implications

Despite these challenges, the FATF contributes positively to international
coordination, transparency, and reputational pressure, encouraging states to
undertake reforms in anti-money laundering and counter-terrorist financing.
Shared monitoring frameworks, upgraded supervisory standards, and
aligned financial policies have strengthened global responses to financial
threats. However, political pressures and geopolitical considerations can
undermine legitimacy, reduce trust, and increase resistance to compliance.
Maintaining technical efficiency, transparent decision-making, and
structural justice is critical to the continued effectiveness of the FATF.

Originality/value

This study contributes to the literature by analyzing the mechanisms and
performance of the FATF in enhancing the effectiveness of international
sanctions. It demonstrates how sanctions have evolved from purely punitive
instruments into complex governance tools that leverage both soft and hard
law. The article highlights structural challenges, institutional dynamics, and
geopolitical factors that shape the efficacy and legitimacy of the FATF
regime, offering insights for scholars and policymakers in international
political economy and global financial governance.
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