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In recent decades, the formation of global financial discipline has become a
fundamental component of international financial governance. Within this
context, the Financial Action Task Force (FATF), as a transnational body lacking
legally binding hard law authority, has played a decisive role in regulating states’
financial behavior through the development and dissemination of standards and
recommendations within the framework of soft law. Employing a qualitative
research method and a critical-analytical approach, this article examines the role
of FATF in enforcing global financial discipline and the mechanisms of financial
governance based on international pressure. The findings indicate that FATF’s
non-binding recommendations have effectively acquired quasi-binding force
through instruments such as mutual evaluations, country risk classifications,
restrictions on access to global financial networks, and the application of political
and economic pressure. The article argues that this process represents a clear
transformation of global financial governance from hard law to soft law, in which
the economic and political power of dominant states-particularly within the G7
framework-plays a central role in consolidating and enforcing global financial
discipline. Finally, the study emphasizes the need to reconsider FATF’s
decision-making and evaluation mechanisms, enhance institutional
transparency, and address the structural inequalities faced by developing
countries under international pressure.
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Introduction

In the era of rapid economic globalization and
increasingly complex transnational financial
networks, threats such as money laundering
and terrorism financing have compromised
the stability of the international financial
system. While traditional governance relies on
binding treaties, the Financial Action Task
Force (FATF) has emerged as a pivotal "soft
law" mechanism that governs state behavior
through non-binding standards. The central
problem addressed in this research is the
paradox of how the FATF-despite lacking a
formal legal personality or direct enforcement
powers-successfully imposes global financial
discipline. This study seeks to investigate the
mechanisms through which the FATF
leverages political support from developed
nations (G7) and indirect pressures, such as
mutual evaluations and restricted market
access, to compel sovereign states to comply
with its standards. Ultimately, the research
explores how soft law functions as an
effective tool for international governance and
the stabilization of the global financial order
without the need for formal legal mandates.

Methodology

The methodology of this study is based on a
qualitative analysis designed to explain the
role and position of the FATF in establishing
international  financial discipline.  This
research  utilizes documents, scholarly
literature, research papers, and international
reports to examine the impact of "soft law"
and the influence of developed nations on the
FATEF’s success. The framework is structured
to analyze the reasons behind the global
acceptance and effectiveness of the FATF’s
non-binding recommendations through the
lens of international law theories, particularly
the concept of soft law .

Furthermore, the paper adopts a descriptive-
analytical approach. It begins by describing
the core concepts, standards of the FATF, and
the principles of soft law, and subsequently
analyzes their application and impact on the

harmonization of financial and regulatory
systems across various countries.

Results and Discussion

Established in 1989 by the G7, the Financial
Action Task Force (FATF) has evolved from
a temporary initiative focused on drug-related
money laundering into the primary architect
of global financial discipline. This research
explores how the FATF utilizes "soft law"
mechanisms to compel sovereign states to
adopt its 40+9 Recommendations on anti-
money laundering and combating the
financing of terrorism (AML/CFT). Despite
lacking formal treaty-based authority, the
FATF exerts significant influence through its
"Name and Shame" strategy, specifically the
use of Grey and Black lists. These listings
create "spatial pressure" by increasing
transaction costs, restricting access to
international banking networks, and deterring
foreign investment .The findings highlight a
distinct geopolitical asymmetry in financial
governance. Aligning with World-Systems
Theory, the research identifies a "core" group
of developed nations that dictates standards,
while "peripheral" nations bear the heavy
costs of compliance with limited influence
over policy-making. Case studies-including
Argentina, Pakistan, Russia, and the
Philippines-demonstrate that the threat of
economic isolation forces rapid domestic legal
reforms, proving the efficacy of soft law when
backed by market-based constraints .
Furthermore, the FATF’s integration with
international bodies like the IMF, World
Bank, and UN Security Council reinforces its
normative power. However, the study also
notes critical concerns regarding the
disproportionate burden placed on developing
economies and the potential for these
regulations to marginalize informal financial
sectors.  Ultimately, while the FATF
successfully harmonizes global financial
oversight, it simultaneously reproduces
geographical  inequalities  within  the
international financial order.

Conclusion

The Financial Action Task Force (FATF),
established by the G7 in 1989, represents a
transformative model of global financial
governance through "soft law." This research
explores how FATF recommendations,
though legally non-binding, have achieved de
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facto mandatory status worldwide. By
utilizing a "Name and Shame" strategy
through Grey and Black lists, the FATF exerts
significant "spatial pressure" on sovereign
states. Jurisdictions in the "periphery" face
economic isolation, increased transaction
costs, and restricted access to international
banking if they fail to comply.
The study highlights a structural asymmetry
within the international financial order. The
"core" developed nations, led by the United
States, dictate regulatory standards—many of
which originate from Western domestic
laws—while  developing  nations  are
compelled to adopt them to maintain global
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