
 
 
Hawala (Arabic for ‘transfer’ or ‘trust’), is an informal system of money transfer that predates the modern 
banking system by many centuries. It is defined by the Financial Action Task Force as an ‘alternative remittance 
system’ for transferring money from one location to another outside banking channels. Dating back to 8th 
Century Silk Road traders, or perhaps even earlier, it has had a significant influence on the development of 
modern financial systems, particularly on the legal principle of the ‘agent’. 
 
Hawala is not necessarily illegal but it is inherently a-legal. It is based on trust and involves no documentation 
that would allow money to be reclaimed by legal means—in fact if those involved are discreet it leaves no 
paper trail at all. It was developed and is commonly used in places with primitive banking or legal systems, or 
with low financial inclusion. On the whole it is considered reliable, and is sometimes used by aid organisations 
in jurisdictions without Western-style legal or financial systems. 
 

 
 



1. The sender gives money to a hawala agent in his jurisdiction, along with some sort of code or 
password. He also gives the password to the recipient 

2. The sending agent contacts another hawala agent, with whom she has some sort of pre-existing 
relationship, in the same jurisdiction as the recipient. She tells him how much to pay out and gives 
him the password so that he can verify the recipient 

3. The recipient goes to the hawala agent in her jurisdiction, gives him the password and collects her 
money 

 
In an ideal set up, hawala systems transfer value without physically moving either cash or assets. If the sum of 
transfers in each direction is equal—if each Agent in the diagram sends payment instructions to the other that 
add up to exactly the amount each is instructed to pay out themselves—then the two sides cancel out. 
 
In practise this is rarely the case. In fact, hawala systems are most often used in scenarios where the flow of 
money is largely one-way: overseas workers sending money home to their families, for example, or for getting 
money out of jurisdictions with unstable currencies or strict capital controls. This means that, in the scenario 
in the diagram, the Sending Agent will gradually build up a debt to the Receiving Agent. Hawala debts are 
settled periodically (in some cases daily, in others every year or two), by sending money using the formal 
banking system, by the transfer of high value movable assets, by means of other laundering methodologies 
such as over-invoicing, or even by the exchange of employees or personal favours. 
 
Hawala transactions generally involve some sort of foreign currency exchange. But because they are based on 
the accumulation of debt rather than actual money transfer, there’s no need to rely on fixed exchange rates. 
As such hawala is often used to circumvent government-set rates and can be the basis of a foreign currency 
black market. 


