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Abstract:

This study aimed to design and validate a localized model for reducing money laundering risk in banks and financial and credit
institutions considering internal and international conditions. The research employed a mixed-methods exploratory design.
In the qualitative phase, semi-structured interviews were conducted with 21 banking experts using the grounded theory
approach (Strauss & Corbin, 1998). In the quantitative phase, 110 valid questionnaires were analyzed using SMART PLS
software. A total of 121 initial codes were extracted, of which 96 codes were categorized into the paradigmatic model (causal,
contextual, intervening conditions, strategies, and outcomes). Reliability and validity were confirmed (Cronbach’s a = 0.875;
CFl > 0.9; RMSEA < 0.08). Confirmatory factor analysis results indicated a good fit across all model components. The causal
conditions included interaction with internal and external institutions, inter-policy coordination, and exploration of strategic
capacities. Contextual factors encompassed internal banking structures, influence of interest groups, and economic and
environmental conditions. Intervening conditions covered political-security factors, legal frameworks, technological
innovation, and regulatory integration. Strategies involved aligning national policies, identifying bottlenecks, and preserving
cultural and Islamic-Iranian values. The model outcomes—control of money laundering risk and improvement of credit risk
management—were statistically supported. The proposed model offers a systematic and indigenous framework for
identifying, assessing, and managing money laundering risks in Iran’s banking system. Results highlight the importance of
integrating international compliance standards, enhancing financial monitoring technologies, staff training, and institutional
coordination to strengthen anti-money laundering mechanisms and public trust. This validated model provides a practical
roadmap for improving the transparency, governance, and integrity of the financial sector.
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Extended Abstract

Introduction

Money laundering is a global financial threat that undermines economic stability, transparency, and the credibility of
financial institutions. As illicit financial activities have become increasingly sophisticated, the complexity of detecting and
managing money laundering risks has grown dramatically in both developed and developing economies (Popik-Mazur, 2025).
It is estimated that between 2% and 5% of the world’s annual GDP is laundered each year through the financial system,
reflecting the magnitude and multidimensional nature of the problem (Andni, 2025). The challenge is particularly severe in
countries with emerging banking systems, where gaps in institutional coordination, weak compliance frameworks, and
political or economic instability intensify vulnerabilities (Abolhasani Hastiani & Danieli, 2018).

In Iran, the banking system plays a pivotal role in national economic operations, serving as the central hub for savings,
credit, investment, and liquidity management. However, this centralized role also renders it highly exposed to money
laundering risks, especially under conditions of international sanctions and restricted financial transparency (Abolhasani &
Hasani Moghaddam, 2008). The absence of standardized internal controls, limited interbank information exchange, and
insufficiently integrated risk assessment systems have been recognized as key deficiencies within the Iranian anti-money
laundering (AML) framework (Jabbari, 2008; Rafiei Shams-Abadi, 2008). Consequently, there is an urgent need to design a
contextually grounded model that aligns with both domestic constraints and global AML standards.

Globally, the scope and mechanisms of money laundering have evolved alongside technological innovation. The expansion
of digital banking, cross-border e-commerce, and cryptocurrency markets has enabled rapid movement of illicit funds through
decentralized and anonymized platforms (Verma, 2024). These technological shifts have introduced new regulatory
challenges, necessitating the adoption of advanced detection systems and real-time monitoring mechanisms (Bk &
Ramasubramanian, 2025; Liu, 2025). Research in advanced economies has shown that transparency, strong governance, and
integrated technological oversight are essential for minimizing money laundering risks (AlQudah et al., 2025). However, in
developing countries, fragmented data systems and outdated compliance policies have hindered effective monitoring of
financial flows (Ofori & Appiah, 2025).

The literature has emphasized the effectiveness of a risk-based approach to AML supervision, which prioritizes high-risk
areas and allocates monitoring resources accordingly (Keshtkar, 2015). This approach aligns with the guidelines of global AML
organizations such as the Financial Action Task Force (FATF) and promotes proactive detection rather than reactive control.
Nevertheless, there remains a significant gap in applying such frameworks in Iran’s banking system, where most prior research
has focused on regulatory analysis rather than integrated model development (Ansari Pirsarai, 2013).

In addition, the incorporation of technology-based solutions has proven vital in modern AML practices. The use of artificial
intelligence (Al), big data analytics, and behavioral modeling has significantly enhanced early detection of suspicious activities
(Liu, 2025). For example, dynamic risk classification systems can analyze large transaction datasets and detect anomalies
more efficiently than traditional rule-based systems (Institute, 2009). Studies conducted in the Middle East and Africa also
show that the integration of financial intelligence technologies with internal audit functions significantly improves
institutional responsiveness to money laundering risks (Ismail et al., 2025; Jimu & Chimwai, 2025).

Moreover, the sociopolitical and institutional context profoundly affects AML effectiveness. In countries with weak
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manipulation or corruption (Andni, 2025). In contrast, robust cooperation among regulatory bodies, transparency in
policymaking, and international collaboration are vital elements of successful AML frameworks (AlQudah et al., 2025; Mat Isa
et al., 2015). Research in African and Asian economies demonstrates that collaborative oversight and data-sharing between
domestic and international entities significantly reduce financial crime (Rusdiana, 2024; Takaedza, 2025).

Based on these theoretical and empirical foundations, the present study seeks to design a comprehensive, data-driven,
and localized model for reducing money laundering risks in banks and financial institutions in Iran. The model integrates
causal, contextual, intervening, strategic, and outcome dimensions, reflecting a systemic understanding of AML challenges.
The study further aims to validate the proposed model empirically using both qualitative and quantitative methodologies.

Methods and Materials

This research adopted a mixed-method exploratory design combining qualitative grounded theory and quantitative
confirmatory factor analysis (CFA). The qualitative phase involved semi-structured interviews with 21 experts, including senior
banking managers, financial regulators, and academic specialists in financial crime. Data were analyzed using the Strauss and
Corbin (2008) grounded theory approach, encompassing open, axial, and selective coding.

A total of 121 initial codes were identified from interview transcripts, later refined into 96 core categories classified within
the paradigmatic model: causal conditions, contextual conditions, intervening conditions, strategies, and consequences.

The quantitative phase aimed to validate the theoretical model through structural equation modeling (SEM) using SMART
PLS. The survey population consisted of 110 participants, including managers and experts from public and private banks.
Reliability was confirmed through Cronbach’s alpha coefficient of 0.875, and all measurement indices (CFl > 0.9, RMSEA <
0.08) indicated strong model fit.

Findings

The analysis revealed that the causal conditions influencing money laundering risk included interaction with domestic and
international institutions, quality of policymaker coordination, and strategic capacity assessment. These variables significantly
predicted the effectiveness of AML mechanisms. The contextual factors comprised internal banking structures, the influence
of interest groups, and economic and environmental instability. Results indicated that economic volatility, liquidity
constraints, and the informal financial sector amplify laundering risks in the Iranian banking system.

Among intervening conditions, political and security influences, legal frameworks, technological innovation, and regulatory
coherence emerged as dominant mediators. The study found that inconsistent enforcement of AML laws, bureaucratic
fragmentation, and limited digitalization weaken institutional deterrence. Conversely, the use of integrated data systems and
automated monitoring tools substantially mitigates exposure to illicit transactions.

The strategic components of the model identified four primary pillars: (1) strengthening alignment with national and
international AML policies, (2) identifying operational bottlenecks and vulnerabilities, (3) enhancing interagency coordination
and information-sharing mechanisms, and (4) embedding Iranian—Islamic ethical values into banking governance. These
strategies collectively contribute to reducing systemic AML risk and improving institutional resilience.

Finally, the outcome variables—money laundering risk control and credit risk management improvement—showed
significant relationships with causal and strategic components, confirming the model’s validity. The confirmatory factor
analysis demonstrated that the proposed framework explained more than 60% of the variance in overall AML risk reduction

indicators.
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Discussion and Conclusion

The findings of this research affirm that combating money laundering in the Iranian banking sector requires a
multidimensional and adaptive model that integrates structural, technological, and cultural components. The developed
model offers a systematic approach for identifying, evaluating, and managing AML risks by incorporating causal, contextual,
and strategic dimensions.

The strong alignment between institutional coordination and AML effectiveness underscores the importance of
interorganizational collaboration. Similar to findings by (Abolhasani Hastiani & Danieli, 2018) and (Mat Isa et al., 2015), this
study confirms that inadequate interaction between supervisory institutions and financial organizations remains a major
weakness in Iran’s anti-money laundering efforts. The results further support (Keshtkar, 2015) in emphasizing that a risk-
based, stability-oriented supervisory model enhances early detection of financial anomalies.

Technological innovation emerged as a critical enabler of AML success. In line with (Liu, 2025) and (Jimu & Chimwai, 2025),
this study revealed that adopting Al-driven analytics and dynamic classification systems substantially improves detection
efficiency and data integrity. However, consistent with (Andni, 2025), findings also suggest that without political
independence and legal stability, technological adoption alone cannot sustain AML effectiveness.

The model’s strategic dimension highlights the integration of ethical, cultural, and regulatory coherence as a unique
contribution to AML literature. Embedding Iranian—Islamic ethical values within banking governance, as proposed by
(Abolhasani Hastiani & Danieli, 2018), provides a moral and social dimension that complements the technical and regulatory
aspects of financial oversight. Moreover, (AlQudah et al., 2025) and (Takaedza, 2025) confirm that balancing financial
inclusion and AML enforcement is essential for ensuring equitable and sustainable economic growth.

Overall, the study’s proposed model demonstrates high structural validity and practical feasibility. It aligns with global
AML strategies while remaining sensitive to Iran’s domestic regulatory context. By combining data-driven technologies,
interinstitutional collaboration, and ethical governance, the model enhances financial transparency, strengthens institutional
credibility, and supports sustainable economic resilience.

In conclusion, the research contributes to both theory and practice by offering an indigenous, empirically validated
framework for reducing money laundering risks in Iran’s banking sector. The model bridges the gap between international
AML standards and localized realities, providing policymakers and banking executives with a coherent system for proactive
risk management. Implementing the proposed strategies can lead to improved credit performance, stronger regulatory
compliance, and enhanced public trust in the financial system. The study ultimately reaffirms that combating money
laundering is not merely a regulatory requirement but a foundational component of good governance, economic integrity,

and social accountability.
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