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The real estate sector has long been recognized as a
vulnerable target for money laundering operations. Its
appeal to criminals lies in its ability to absorb large sums of
illicit funds, provide a veneer of legitimacy to ill-gotten
gains, and offer relative stability in investment value. This
article critically examines the mechanisms through which
money laundering occurs in the real estate market, with a
particular focus on the European context and the
effectiveness of the current Anti-Money Laundering (AML)
legal framework in combating this pervasive issue.

As financial institutions have strengthened their defenses
against money laundering, criminals have increasingly
turned to the real estate sector as an alternative means of
cleaning their dirty money. The complexity of real estate
transactions, the involvement of multiple parties, and the
high-value nature of properties make this sector
particularly attractive for those seeking to integrate illicit
funds into the legitimate economy.

Methods of Money Laundering in Real Estate

1. Complex Ownership Structures

One of the most prevalent methods of laundering money through real estate involves the use of
complex ownership structures. Criminals often establish a web of shell companies, trusts, and
offshore entities to obscure the true ownership of properties. This layering process makes it
exceedingly difficult for authorities to trace the origin of funds used in property transactions.

While the use of complex ownership structures is not inherently illegal, the ease with which these
can be established and the lack of transparency in many jurisdictions create significant challenges for
AML efforts.

2. Undervaluing and Overvaluing Properties

Another common technique involves manipulating property values. In undervaluing schemes,
criminals purchase properties at market value but officially record a lower price, paying the
difference under the table with illicit funds. Conversely, overvaluing involves artificially inflating
property prices to justify the investment of large sums of dirty money.

These schemes exploit the subjective nature of property valuation and the potential for collusion
between buyers, sellers, and real estate professionals. While many European countries have
implemented stricter reporting requirements for real estate transactions, the effectiveness of these



measures is limited by the resources available for thorough investigations and the potential for
corruption within the sector.

3. Mortgage Fraud

Mortgage fraud is a sophisticated method of money laundering that involves obtaining loans secured
against properties using false information or straw buyers. The loans are then repaid using illicit
funds, effectively cleaning the money through the banking system.

This method is particularly challenging to detect as it often involves the complicity of financial
institutions. The European AML framework has placed increased responsibility on banks to conduct
due diligence, but the volume of mortgage transactions and the potential for insider facilitation
continue to pose significant risks.

4. Cash Purchases

Despite increased scrutiny, cash transactions remain a significant vulnerability in the real estate
sector. Large cash purchases of property provide an immediate means of integrating illicit funds into
the legitimate economy.

Many European countries have implemented restrictions on large cash transactions, but
enforcement remains problematic. The lack of uniformity in these restrictions across the EU creates
loopholes that can be exploited by sophisticated money launderers.

5. Renovation and Improvements

Criminals may purchase properties in need of renovation and subsequently invest large sums of illicit
money in improvements. The increased value of the property post-renovation provides a seemingly
legitimate explanation for the appreciation in value.

This method is particularly difficult to detect as it often involves cash transactions with contractors
and suppliers who may be complicit or unaware of the source of funds. The current European AML
framework provides limited guidance on monitoring and reporting suspicious renovation activities,
leaving a significant gap in enforcement efforts.

I. The Evolution of EU Anti-Money Laundering Legislation

The European Union's approach to combating money laundering has been characterized by a series
of directives, each building upon its predecessors to address emerging threats and close identified
loopholes. The First Anti-Money Laundering Directive (1AMLD), introduced in 1991, primarily focused
on drug trafficking proceeds and imposed obligations mainly on the financial sector. Subsequent
directives expanded the scope of predicate offenses and the range of obliged entities.

The Fifth Anti-Money Laundering Directive (5AMLD), which preceded 6AMLD, brought significant
changes relevant to the real estate sector, including enhanced transparency requirements for
beneficial ownership and the inclusion of letting agents for high-value transactions among obliged
entities. However, 5AMLD was criticized for not going far enough in addressing the specific
vulnerabilities of the real estate market.

6AMLD, implemented in December 2020, represents the latest evolution in this legislative journey.
Its primary objectives include harmonizing the definition of money laundering offenses across EU
member states, expanding criminal liability, and increasing the severity of penalties. While these
changes have been broadly welcomed, this article argues that they do not sufficiently address the
unique challenges posed by the real estate sector.



lll. Key Provisions of 6AMLD and Their Implications for Real Estate

A. Harmonization of Predicate Offenses

One of the most significant changes introduced by 6AMLD is the harmonization of predicate offenses
for money laundering across EU member states. The directive provides a list of 22 predicate offenses,
including environmental crime and cybercrime. This harmonization aims to eliminate discrepancies in
the criminalization of money laundering across the EU, potentially facilitating more effective
cross-border cooperation in investigations and prosecutions.

However, the impact of this harmonization on real estate money laundering may be limited. The
predicate offenses most commonly associated with real estate transactions, such as corruption and
tax crimes, were already widely recognized. The inclusion of environmental crime could potentially
impact the real estate sector, particularly in cases involving illegal land use or construction.
Nevertheless, the practical effect of this expansion on combating real estate money laundering
remains to be seen.

B. Extended Criminal Liability

6AMLD extends criminal liability to legal persons, allowing for the prosecution of companies involved
in money laundering. This provision could have significant implications for real estate firms, property
development companies, and other corporate entities operating in the sector. The directive also
introduces aiding and abetting as a criminal offense, potentially increasing the liability of
professionals such as real estate agents, lawyers, and notaries who may, wittingly or unwittingly,
facilitate money laundering through property transactions.

While this extension of liability is a positive step, its effectiveness will largely depend on the
willingness and ability of national authorities to pursue complex cases against corporate entities. The
real estate sector's reliance on networks of intermediaries and complex ownership structures may
continue to pose challenges in establishing criminal liability, particularly in cross-border transactions.

C. Increased Penalties

6AMLD sets a new minimum sentence of four years for money laundering offenses, a significant
increase from previous standards. This provision aims to enhance the deterrent effect of AML
legislation and demonstrate the EU's commitment to tackling financial crime.

However, the effectiveness of increased penalties in deterring real estate money laundering is
guestionable. The high-value nature of property transactions means that potential profits from
money laundering often far outweigh the risks, even with enhanced penalties. Moreover, the
complexity of real estate money laundering schemes and the difficulties in detection and prosecution
mean that the actual risk of conviction remains low, potentially limiting the deterrent effect of
increased sentences.



IV. Critical Analysis of 6AMLD's Effectiveness in Combating Real Estate Money
Laundering

A. Persistent Structural Issues

While 6AMLD introduces important changes, it does not adequately address several structural issues
that have long hampered efforts to combat money laundering in the real estate sector:

1. Implementation Disparities: The effectiveness of EU AML directives, including 6AMLD, continues to
be undermined by inconsistent implementation across member states. This creates regulatory
arbitrage opportunities, allowing criminals to exploit jurisdictions with weaker enforcement. The real
estate sector, with its inherently local nature and varying national property laws, is particularly
vulnerable to these disparities.

2. Resource Constraints: Many EU countries lack the necessary resources to effectively monitor and
investigate suspicious real estate transactions. 6AMLD does not directly address this issue, and the
increased complexity of investigations resulting from extended liability provisions may further strain
limited resources.

3. Technological Lag: The directive does not sufficiently address the technological challenges posed
by evolving money laundering techniques in the real estate sector, such as the use of
cryptocurrencies in property transactions or the rise of online property platforms.

B. Sector-Specific Challenges

6AMLD adopts a broad approach to money laundering, failing to adequately address the unique
challenges posed by the real estate sector:

1. Complex Ownership Structures: The use of shell companies, trusts, and offshore entities to
obscure true property ownership remains a significant challenge. While 6AMLD's extension of
liability to legal persons is relevant here, it does not provide specific mechanisms to unravel complex
ownership structures commonly used in high-value real estate transactions.

2. Valuation Manipulation: The directive does not introduce new measures to combat the
manipulation of property values, a common technique used in real estate money laundering. The
subjective nature of property valuation and the potential for collusion between various parties
involved in transactions continue to pose significant risks.

3. Cash Transactions: Despite increased scrutiny, cash transactions remain a vulnerability in the real
estate sector. 6AMLD does not introduce new restrictions on cash transactions in property deals,
leaving this avenue open for money launderers.

4. Renovation and Improvements: The use of illicit funds for property renovations and improvements
remains a blind spot in AML legislation. 6AMLD does not provide specific guidance on monitoring or
reporting suspicious renovation activities, leaving a significant gap in enforcement efforts.

C. Reactive vs. Proactive Approach

A fundamental criticism of 6AMLD, particularly in relation to the real estate sector, is its continuation
of a primarily reactive approach to money laundering. The directive focuses on enhancing penalties
and extending liability, measures that come into play after money laundering has occurred. It does
not sufficiently emphasize preventative measures specifically tailored to the real estate sector.

The lack of proactive measures is particularly problematic in real estate transactions, where the
integration of illicit funds into the legitimate economy can be swift and difficult to reverse once
completed. A more effective approach would involve sector-specific preventative measures, such as
enhanced due diligence requirements for high-value property transactions or improved mechanisms
for real-time monitoring of property market anomalies.



Conclusion

Money laundering in the real estate sector remains a significant challenge for European authorities,
despite the existence of a comprehensive AML legal framework. The methods employed by criminals
continue to evolve, exploiting vulnerabilities in the system and taking advantage of the complex
nature of property transactions.

The Sixth Anti-Money Laundering Directive represents a step forward in the EU's efforts to combat
financial crime. However, its effectiveness in addressing the specific challenges posed by money
laundering in the real estate sector is limited. The directive's focus on harmonization of predicate
offenses, extended liability, and increased penalties, while important, does not sufficiently address
the unique vulnerabilities and complex nature of real estate transactions.

To truly combat money laundering in the property market, a more nuanced, sector-specific approach
is necessary. This should combine enhanced preventative measures, technological innovation, and
improved cooperation between public and private entities. Future legislative efforts should focus on
addressing the structural issues that continue to hamper AML efforts in the real estate sector,
including implementation disparities, resource constraints, and the need for more proactive,
real-time monitoring of suspicious activities.

Ultimately, while 6AMLD provides a stronger foundation for AML efforts across the EU, its impact on
real estate money laundering may be limited without further targeted measures. As criminals
continue to exploit the vulnerabilities of the property market, regulators must remain vigilant and
adaptable, developing more sophisticated and sector-specific tools to protect the integrity of the real
estate market and the broader financial system.

——LLC—-



