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EXECUTIVE SUMMARY

Illegal timber and its global trade are now widely recognised as key threats to forest survival
throughout the world. Not least among the players is the European Union (EU), which is now
a major importer of such timber.

Based on trade data for six key timber-producing regions — the Amazon Basin, the Baltic
States, the Congo Basin, east Africa, Indonesia and Russia — this report explores how the EU
is driving the illegal timber trade worldwide, and assesses the potential to limit illegal logging
over the next 10 years. Other significant countries are mention in Section 11.

Presenting a league table of the EU’s top importers of illegal timber (Table 1), and combining
up-to-date information on both timber imports and EU policy, the report predicts that the
main factor limiting illegal logging in the near future will be the exhaustion of forest
resources. The implications are far-reaching: biodiversity, human health and national
economies across the world will all be affected.

The report concludes with a series of recommendations, which address the need for the EU
and its member states to take more proactive steps to halt the practice of illegal logging and
the trade in illegal timber. It also highlights the urgent need for meaningful co-operation from
other major importing countries, including China, Japan and the US.

Background

Although trade in illegal timber has been widespread for decades, it is only recently that the
issue — and specifically the international trade in illegal timber — has become a major concern
for civil society. This trade is now recognised as a key global threat that contributes to
deforestation and biodiversity loss, and often undermines the rule of law. In many producer
countries, the trade has long encouraged high-level corruption and tax evasion, which reduces
national revenues and limits the resources available to invest in sustainable development.
Furthermore, the illegal trade in forest resources continues to undermine international security
and is frequently associated with money laundering, organised crime, human rights abuses
and, in some cases, violent conflict.

Yet despite a detailed understanding of these issues, importing countries — including EU
member states, China and the US — have consistently favoured cheap imports over legal ones.
This has led to destabilised markets and a situation where unfair competition effectively
punishes responsibly behaving companies. Given a global market where illegal timber so
drastically undercuts the price of legally — never mind sustainably — produced timber,
progress towards eliminating the illegal trade has been predictably slow.

With global forest loss now exceeding 12 million hectares per annum, and the degradation of
remaining forests still occurring at an alarming rate, the global trade in illegal timber
constitutes one of the main barriers to establishing sustainable forest management systems,
and ultimately to achieving the UN’s Millennium Development Goals.* In light of this, and
given the EU’s key role as a timber importer, this report uses existing information on global
trade to rank the member states’ current imports, and to forecast the EU’s wood-based
product imports for the year 2015.

! There are eight Millennium Development Goals: (1) eradicate poverty and extreme hunger; (2)
achieve universal primary education; (3) promote gender equality and empower women; (4) reduce
child mortality; (5) improve maternal health; (6) combat HIV/Aids, malaria and other diseases; (7)
ensure environmental sustainability; (8) develop a global partnership for development.
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The report’s main goals are to predict the contribution of illegal logging to future global forest
loss and degradation; to consider its potential impact on people’s livelihoods; and to
determine the extent to which the EU might use trade relations to influence these impacts over
the next 10 years. Based on detailed trade information, and focusing on six priority regions,
this report provides key insights into these issues and concludes with recommendations aimed
at the EU, national governments and the timber industry.

Key findings

By analysis of existing trade data for the Amazon Basin, the Baltic States, the Congo Basin,
east Africa, Indonesia and Russia, the report reveals that, of an estimated €10-15 billion lost
through illegal logging globally each year, the EU is responsible for almost €3 billion of this,
due to its trade with these six regions alone. With the EU importing just under 20 million
cubic metres (total roundwood equivalent volume?) of illegal timber from these producers
each year, Indonesia accounts for the highest value (an estimated €0.9 billion), while Russia
and the Baltic States supply the greatest volume (around 13 million cubic metres). In total,
these regions probably supply more than three quarters of the illegal timber imported by or
produced in the EU. Moreover, of the 20 EU member states currently believed to be
importing illegal timber (Table 1), the top three are Finland, Sweden and the UK, which
together account for a roundwood equivalent (RWE) volume of some nine million cubic
metres — roughly 40% of the EU’s total illegal production and imports.

In terms of the EU’s potential to use trade to limit rates of illegal logging, the report’s
findings can be summarised as follows:

e The EU imports around 45% of all timber exported from the Amazon Basin. Brazil is
by far Latin America’s biggest supplier to the EU. However, Brazil’s exports account
for only around 20% of domestic tropical timber production — most of that timber
remains in Brazil. This limits the EU’s potential to use trade to reduce illegal
production in this region. France, the Netherlands and the UK account for the largest
share of the region’s exports to the EU. In this case then, an emphasis on providing
markets and technical support to improve supply chain management would probably
prove to be more effective than trade-related instruments.

e The EU is probably importing a substantial and increasing quantity of illegal timber
from all regions (except the Baltic States) indirectly via China.

¢ In the Baltic States, Latvia (which supplies half this region’s timber exports) and
Estonia have the most to gain from a reduced trade in illegal timber. Sweden and the
UK are the leading destinations for the region’s timber exports. In this case the EU
needs to make sure that illegal trade within its own borders is eliminated if it is to
engage credibly with other producer countries.

e Timber is one of the Congo Basin’s principal export commodities. In contrast to the
Amazon Basin, most of the Congo Basin’s production (around 80%) is exported. The
EU and China are the leading destinations for these exports. Unfortunately, the EU’s
potential to use its market strength to reduce the production and sale of illegal timber
is jeopardised not only by China’s increasingly strong influence in the Congo Basin,
but also by the scale and nature of its illegal timber imports from the region.

e Cameroon and Gabon supply 80% of the region’s timber exports to the EU. Congo-
Brazzaville supplies a further 10%. Italy, France and, to a lesser extent, other
southern EU countries, are the leading EU importers of timber from the Congo Basin
— which, given the lack of real progress concerning public procurement policy in

2 Roundwood equivalent volume — a unit of measure that illustrates the volume of logs that would
typically be required to make a given quantity of a wood-based product (such as plywood, pulp or
paper).
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those EU countries, makes EU policy concerning the prohibition of illegal timber
from the region all the more important.

e While the volume of east Africa’s direct exports to the EU is relatively small
compared with other regions, these imports can include high-value species whose
habitat is particularly threatened.

e The EU accounts for more than 10% of Indonesia’s tropical timber exports and rather
less of its tropical timber production. Belgium, Germany, the Netherlands and the UK
together account for the largest share of these EU imports. The estimated value of the
EU’s imports of illegal timber from Indonesia is probably sufficient to enable the EU
to exert significant leverage. However, EU efforts to eliminate this trade will also
require the active and meaningful co-operation of China, Japan and Malaysia, all of
which import significant quantities of wood-based products from Indonesia.

e Finally, the EU imports the majority of timber exported from north-west Russia,
accounting for between half and two-thirds of this part of Russia’s production in
2004. While Finland imports most of this (especially as pulpwood), Estonia,
Germany, Sweden and the UK also play a significant role. Finland and Sweden
probably also import wood-based products from Russia indirectly via Estonia (a
substantial proportion of whose exports are likely to derive from Estonia’s own
imports from Russia). Meanwhile, China is again a major market, but from Siberia
and the Russian Far East, where it imports almost as much as the EU.

Looking ahead

In addition to assessing current trade figures, the report forecasts the six focus regions’ future
exports based on three scenarios — ‘optimistic’, ‘likely’ and ‘pessimistic’, as determined by
current and future political initiatives both at an EU level and internationally. The forecasts
are for exports of wood-based products for 2008, 2010 and 2015, and highlight their expected
illegal timber content. In particular, they focus on those exports to the EU. The report and the
forecasts suggest the following:

e The diminishing availability of forests, and particularly natural forests, as a source of raw
material will increasingly constrain trade, and negatively impact upon both biodiversity
and people, especially in Indonesia and the Congo Basin.

o Significant variation will be apparent in the role played by individual member states in
shaping trade in illegal timber, due primarily to the degree to which their imports
concentrate on certain countries and products.

e Given that the paper sector is responsible for around a quarter of illegal timber imports
into the EU (in terms of roundwood equivalent volume) and, in some regions such as
north-west Russia, for the majority of illegal imports, any EU-based action on trade in
illegal timber will have to cover both the timber and paper sectors.

e Current EU political initiatives will do little to minimise EU trade in illegal timber unless
the currently proposed legality licensing system (which provides the legal basis for
Voluntary Partnership Agreements) covers all wood-based products traded by partner
countries; they cover trade via third countries; and they make independent monitoring and
third party verification a requirement of any partnership agreement.

e There is arisk that the proposed legality licensing system within the EU’s Forest Law
Enforcement Governance and Trade (FLEGT) process may undermine various efforts
towards sustainable and responsible forest management (which the EU has already
supported), unless the Voluntary Partnership Agreements recognise that legality is just the
first step towards achieving sustainable forest management.

e Current EU political initiatives may well place legitimate business at a disadvantage.

e The EU will fail to eliminate illegal timber from its imports unless applicable legislation
is put in place. This would need to prohibit the import of illegal timber and wood products
both from producer countries and from processing countries, notably China.



e There will be a need for other major importing countries — principally China, Japan and
the US — to do substantially more towards eliminating illegal timber from their own
imports.

e The EU’s Forest Law Enforcement Governance and Trade® process does not cover intra-
EU trade in illegal timber. Illegal timber accounts for a substantial proportion of the
production and exports of some EU countries, including those in the Baltic States.

The report concludes with five main recommendations.

e As a matter of urgency, the EU must develop legislation that prohibits the import of
illegal timber and wood products into the EU, so that enterprises in importing and
processing countries, and not just those in producer countries, will be held accountable for
trade in illegal timber.

e The wood-based product industries of the leading importing countries must take a lead in
eliminating illegal timber from their supply chain. This could involve, for example,
assigning these countries the task of developing best practice for the EU in relation to
trade with specific suppliers. The EU should seek not only to facilitate this process, but
also to minimise the risk that a proliferation of standards (of legality or for certification)
would evolve and which could inhibit trade with the EU.

e The EU and its member states must use their influence to bring about far more active
efforts by other major importing countries — notably China, Japan and the US —to
eliminate illegal timber from their own imports.

e Governments and regions must work together to develop a multilateral agreement to
tackle illegal logging and deliver the ultimate goal of sustainable forest management
around the world.

e The EU should provide technical assistance and financial resources to improve the
capacity of its new member states to improve governance, especially in the forest-timber
industry, and to enforce their own laws.

% The EU Forests Law Enforcement Governance and Trade (FLEGT) action plan promotes voluntary
agreements between member states importing timber and external countries producing it. However,
while its aim is to prevent illegal timber being imported into the EU, it is neither mandatory, nor does it
prevent illegal timber being imported into the EU via third countries.
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Table A: League table of estimated illegal timber imports from the six regions into the
EU - 2004

Sum of Timber Paper
illegal Sector Sector

.t|mber Total Estimated Total Estimated

Imports lllegal only lllegal only

from the

Six regions
only

EU sum 20 42 13 28 7
Finland 5.1 6.3 1.8 12 3.3
Sweden 2.6 2.2 0.6 8.4 2.0
UK 2.3 7.9 2.2 0.8 0.1
Germany 15 4.5 14 1.2 0.2
Italy 1.4 2.6 1.0 1.1 0.4
France 1.3 3.2 1.1 0.5 0.2
Netherlands 1.1 2.6 1.0 0.4 0.1
Belgium 1.1 2.1 1.0 0.5 0.1
Estonia 0.7 2.5 0.7 0.2
Spain 0.6 1.2 0.5 0.1
Denmark 0.5 1.1 0.3 0.8 0.2
Latvia 0.4 1.5 0.4 0.1
Greece 0.2 0.5 0.2 0.2
Lithuania 0.2 0.7 0.2 0.1
Portugal 0.2 0.4 0.2
Poland 0.2 0.5 0.1 0.4 0.1
Ireland 0.2 0.4 0.2
Austria 0.2 0.5 0.1 0.2 0.1
Hungary 0.1 0.3 0.1 0.3
Czech Republic 0.1 0.2 0.1 0.2
Cyprus
Luxembourg
Malta
Slovakia
Slovenia

1. Units: million cubic metres roundwood equivalent (RWE) volume.
2. Note that amounts shown are estimates (particularly those pertaining to illegal timber) and
exclude indirect imports via third countries, notably China.

3. The illegal timber percentages derive primarily from WWF sources. For a number of countries, the

figures for illegal logging have been derived by assuming that the difference between
consumption plus exports, and production plus imports, is illegal.

4. There are no consistently available published estimates of the proportion of illegal timber in
country's exports of wood-based products. It has therefore been assumed that the percentage of
illegal wood products exported is the same as the percentage of illegal logging in a country. The
robustness of this assumption would rise as the share of production that is exported rises. It is
recognised that the actual illegal trade may be significantly different to this, depending on

characteristics of the trade flows and any steps being taken by industries and governments. There

is, however, no official data available to describe the situation. Civil society groups would be
pleased to participate in studies to clarify the scale and scope of the issue.
5. To calculate estimated figures for illegal logging imports into EU Member States, the report has

multiplied the illegal logging percentage by the total imports from each of the countries within the

six regions.
6. Note also that the table only shows amounts exceeding 50,000 cubic metres RWE volume.
7. Because the amounts shown are rounded, columns may not add up exactly to the sums shown.



1. Introduction

At a time when trade in illegal timber is becoming increasingly recognised as a key threat to
global forest survival, it is clear that the European Union (EU) — a major importer of such
timber — has a responsibility to address urgently both its role in driving this trade and its
potential for stopping it. Yet despite massively increased public concern over this issue in
recent years, few countries to date — either inside* or outside the EU — have done much to
eliminate their own imports of illegal timber.

With a view to informing EU policy development on curbing illegal timber imports
throughout Europe, this report presents current data on the scale of the illegal trade into and
across Europe, and uses these data, together with three forecast scenarios to predict future
levels of trade and to assess Europe’s potential to limit this trade over the next 10 years. It
concludes that, on the basis of current political efforts, the only factor limiting illegal logging
in the near future will be the exhaustion of forest resources, and warns that the implications of
this will be far-reaching, affecting biodiversity, human health and national economies across
the globe.

The countries or regions chosen for study are those that supply high value timber and/or some
of the largest quantities of illegal timber to the EU — the Amazon Basin, the Baltic States, the
Congo Basin, East Africa, Indonesia and Russia. Presenting a league table of the EU’s top
importers of illegal timber (please see Table 1 above), and combining up-to-date information
on both timber imports and EU policy, the report sets out to forecast the EU’s wood-based
imports in 2015, and assesses its potential to use trade as a tool to limit illegal logging over
the next 10 years.

Extended commentaries, including a description of the assumptions used in making the
forecast, are presented in the individual sections on the forest and timber industries of each of
the countries covered in the report. The report concludes with a series of recommendations
which, while aimed primarily at the EU, highlight the urgent need for active co-operation
from other global timber traders including the USA, China and Japan.®

Status and potential of FLEGT

The European Commission has acknowledged the need to tackle the trade in illegal timber,
and in 2003 put forward a number of highly positive proposals in an action plan on Forest
Law Enforcement, Governance and Trade (FLEGT), which was approved by the European
Member States and the European Parliament. This forms one of the cornerstones in
addressing illegal logging and unsustainable forest management. Unfortunately, progress in
key areas — such as a feasibility study into legislation to outlaw the import of illegal timber
and wood products and salient examples of member state legislation, which could be used to
control and exclude illegal timber and wood products — has been inordinately slow. The EU
Member States have chosen to focus on a voluntary process, which will have only a very
limited impact on the illegal trade and whose real achievements will probably be in
establishing dialogue and highlighting governance problems.

These in themselves will be highly significant achievements, for if corrupt political
administration lies at the heart of much of the dynamic between government, the timber
industry and forest management practice, then it will be difficult substantially to reduce trade

* Belgium, Denmark, Germany, the Netherlands and the UK are the exceptions

> China is probably the world’s leading importer (and one of the world’s leading exporters) of illegal
timber; the USA imports roughly a third of the exports of China’s timber sector, and about half of those
of the Amazon Basin region; Japan imports roughly one third of the exports of Indonesia’s timber
sector (primarily as plywood) and as much as the EU’s timber sector does from China.
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in illegal timber unless governance improves more widely, including beyond the extractive
industries.

Commendable efforts to derive credible minimum thresholds of legality are being made by
producer countries in conjunction with trade groups from importing countries. The aim is to
eliminate illegal timber from the imports of the sponsoring countries by 2010 — in lieu of a
prohibition by the EU — while making self-evident progress towards sustainable forest
management.°

However, the findings of this report highlight that it is now a matter of urgency that the EU
exclude illegal timber and wood products from its supplies. Thus, it is imperative that the
voluntary approach is backed up by legislation to outlaw the import of illegal timber and
wood products into the EU. Given the closing window of opportunity for the world’s forests,
this may be the only viable option if we are to drive the necessary changes in forest
governance in producer countries and within the timber industry itself and focus on delivering
sustainable forest management.

To remain credible in its engagement with producer countries, the EU will also need to
address intra-EU trade in illegal timber and wood products. Such trade is understood to
account for a substantial proportion of the production and exports of some EU countries. The
EU should provide technical assistance and financial resources to improve the capacity of its
new member countries — both to improve governance, especially in the forest industry, and to
enforce their own laws.

2. Methods and data sources

Trade data

This report presents current and predicted trade data derived from, or estimated on the basis
of, official sources, including Eurostat and the World Trade Atlas. Additional sources are
cited as footnotes. The forecasts and data for the six years 1999 to 2004 are shown in chart
form within the text of each region. These compare EU imports to those of the rest of the
world from the six regions — detailed in the charts as “non-EU imports”. The quantity of
illegal timber from the six regions is shown separately for the year 2004 and beyond, both for
the EU and for the rest of the world. Brief descriptions of the main flows of timber and illegal
timber imports are given for each EU country, as are comments on trends in those flows and
on the participation of government and industry in terms of their efforts to combat the trade in
illegal timber.

The forecasts for the illegal timber imports of the EU and others are estimated by judging how
the assumptions in each scenario are likely to affect the trade.” They are presented for three

¢ http://www.timbertradeactionplan.info/. The Timber Trade Action Plan (TTAP), financed jointly by
the EU and timber trade associations in Belgium the Netherlands and the UK, was launched in October
2005. The trade associations of other EU countries may join in as this new venture gains credibility.
The countries in which TTAP is to be applied are Cameroon, Congo (Brazzaville), Gabon, Indonesia
and Malaysia — four of which are covered by this report. Other countries have already expressed
interest in participating (including Brazil and China).

’ The methodology is necessarily somewhat intuitive. For example, the RWE volume of a county’s
imports of illegal timber from a particular supplier country will fall to the extent that the importing
country prohibits illegal timber, has public procurement policies that preclude illegal timber, whose
timber industry actively seeks to minimise its imports of illegal timber. The amount, if any, by which
the importing country’s timber imports tend to reduce will reflect the availability of alternative supplies
of comparable but legal timber from the supplying country. A decline in amounts exported may also
reflect a reduction in demand (for example due to recession or loss of price competitiveness) or a lack
of availability (for example, due to forest exhaustion).
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years: 2008, 2010 and 2015. Data for the rest of the world (non-EU imports) have been
included for comparative purposes. The forecasts recognise that the proportion of illegal
timber in the wood-based product exports of supplying countries may differ from importing
countries and from year to year.

Data are presented on the basis of the following:

e ‘declared imports’ are used as a proxy for exports;

o the market for ‘wood-based products’ has been divided into ‘the paper sector’ and
‘the timber sector’;?

¢ the unit of measure for volume, roundwood equivalent (RWE), is used to facilitate
comparison between the quantity of logs required to supply particular trade flows and
consequently assist in forest management.®

o for timber sector products other than logs, RWE volume is generally around twice
that of wood volume.*®

Issues around data interpretation

Much of the information presented here highlights the risk that published statistics, if taken at
face value, may mislead planners and the media.'! For example, in the case of the Democratic
Republic of Congo (DRC), which has much the largest forest area in the Congo Basin,
industrial logging is actively promoted as a means of economic revitalisation. In practice
however, much of that forest is of variable quality and, in effect, inaccessible (both far from
ports for export and in swampy terrain). The RWE volume of the country’s annual timber
exports has rarely exceeded 300,000 cubic metres (20 times less than current, promotional,
estimates). Even the actual export figure accounts for timber harvested from forests that are
widely recognised as not having being under sustainable management regimes — the rights of
the affected forest people having been largely ignored, as has the impact of logging and its
associated economy on biodiversity and the environment.

Illegal trade data in timber and wood based products.

The proportions of illegal timber*? in bilateral trade flows which this report adopts are based
on data in a recent WWF survey of the literature® or, if not available from this or subsequent
WWE source material, assumed from raw data, or based on the work of others.** Details of
these percentages are given in the footnotes to the text of this report.

Although the report does not focus on the production or trade of illegal timber outside the six
regions it covers, it does make assumptions (as distinct from estimates) regarding the
proportion of illegal timber production and trade in other countries. This is in order to see
how the EU’s imports of illegal timber from the six regions might compare with both other
regions outside the EU, and the production of illegal timber within the EU*® (assuming that
the Baltic States are the only EU countries that produce illegal timber).

8 See Glossary (under Paper Sector and under Timber Sector).

° See Glossary (under RWE volume).

101t is clearly important to distinguish between wood volume and RWE volume.

1 http://www.illegal-logging.info/papers/EFI_impacts_ NWRussia.pdf tends to endorse this.

12 See Glossary (under Illegal Timber).

13 http://vww.wwi.at/downloads/Illegaler_Holzeinschlag_und_oesterreich.pdf.  (Note that the
percentages cited in that report were not necessarily derived by WWF).

1" One of the recommendations made by civil society (industry, research institutions and NGOs) to
Ministers prior to the G8 Summit of March 2005 sought to formalise estimation of trade in illegal
timber — see http://www.illegal-logging.info/papers/G8_consultation_analysis.pdf. Under the UK’s
presidency, this recommendation appears to have been ignored.

5 for some relevant insights (but only in respect of countries which acceded to the EU during 2004)
see
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Although estimated on the basis of best available information, the precise quantities of illegal
timber estimated in bilateral trade are perhaps less worthy of note than either the overall scale
of that trade,® or the trends and differences observed both between EU importers and the
regional producers covered in this report. The estimates adopted provide a notional
benchmark against which changes during the forecast period can be illustrated. The report
does not present a critique of the estimates adopted.

Forecast scenarios
The forecasts take into account public procurement policies within the EU as follows:

For countries that are genuinely committed to legal trade, it is assumed that:

e once acceptable standards of good practice have been developed, wood-based product
procurement policies (which central governments in a number of EU Member States are
developing) will be adopted — in most of northern Europe (by 2008) and elsewhere in
Europe (by 2010);

o local government will probably follow suit (local and central governments each probably
account for around 20% of the total RWE volume of wood-based products which enter
end-use in their respective countries);

e private sector clients will adopt procurement policies similar to those of their central
government, both by following government example and in response to the increased
volumes of legal timber that are expected to arise as industry pursues an economy of scale
in purchasing legal timber.

For countries which, irrespective of their rhetoric, condone trade in illegal goods, it is
assumed that:

e local suppliers will lose market share to suppliers of legal timber based in other EU
Member States who have the ability to meet the needs of an increasing number of
customers who voluntarily specify that all wood-based products supplied to them or their
projects must be legal.

Each forecast envisages that:

o forest exhaustion will lead to reduced trade (in terms of RWE) and increased logging
costs;

e unit prices will rise to reflect not only the rarity value of timber as a forest becomes
exhausted, but also the risks of being caught producing and trading illegal timber;

o legality (and in particular the minimum standard of legality that will be required under the
FLEGT process), will not be deemed to be a barrier to free trade;

e the US economy will slow down quite sharply between 2008 and 2010 (due in particular
to sustained increases in imported raw material prices (attributable to increased demand
from China and India), further erosion of manufacturing and service sector employment
(to those two countries), and consequent increased difficulty in financing the USA’s
growing trade deficit) — this assumption is relevant primarily in so far as the USA is the
leading destination for the timber sector exports of China and is a major destination for
timber exports from the Amazon Basin;

http://www.illegal-logging.info/papers/Organised_environmental_crime_-_summary.pdf and
http://www.panda.org/about_wwf/where_we_work/europe/problems/illegal_logging/Downloads/ILLE
GAL%20LOGGING%20EASTERN%20EUROPE.pdf

16 1f an exporting country is estimated to lose a great deal of potential revenue by condoning the export
of illegal timber and the proportion of illegal timber in that trade is estimated to be, say, 27%, that
country would also forego a great deal of revenue if the true percentage were 20% or 30%.
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¢ the EU economy will take time to adjust to the impact of China — particularly on world
resources and EU competitiveness (for reasons similar to those that are assumed to slow
down the USA’s economy).

Scenario A — ‘optimistic’
Envisaging the creation of legislation to prohibit illegal trade, Scenario A assumes that:

e prior to 2008, the EU will make it a criminal offence to trade in illegal timber within the
EU;

e by 2008, for large consignments, the EU will permit the import of wood-based products
only if accompanied by credible certificates indicating that they are legal;

e by the end of 2008, the USA", China'® and Japan® will likewise prohibit illegal timber
imports.

Scenario B — ‘probable’
Based on the development of VVoluntary Participatory Agreements (VPAS), which close down
trade via third countries, cover all products, and have high uptake, Scenario B assumes that:

e by the end of 2010, the import of illegal timber into the EU (and the production and trade
of illegal timber within the EU) will, in effect, have been prohibited,;

e by 2015, most large-scale logging concessions from which the EU ultimately imports
wood-based products will be managed sustainably;

o the proportion of illegal timber in China’s wood-based product exports will be negligible
by 2010, i.e. after the 2008 Olympic Games.?

Scenario C — “pessimistic’

Based on the current situation, where there are few real attempts to develop and implement
VPAs, a lack of real action by the majority of EU Member States, and limited (if any)
attempts to include third countries or all wood-based products, Scenario C assumes that:

e China, Japan and the USA continue to take few demonstrably effective steps to eliminate
illegal timber imports;

e producer countries continue to supply whatever export markets are willing to buy,
irrespective of legality;

e EU policy will continue to permit EU Member States to engage in illegal trade;

e those EU Member States that remain or become demonstrably committed to legal trade
will tend to reduce their imports from the countries of the six regions, despite laudable
efforts by reputable suppliers and EU buyers to maximise trade in legal timber from those
countries.

Given the difficulty of accessing accurate data — if indeed such data exist — the report has
interpreted existing trade data in light of the author’s experience, wider reference material and
a series of assumptions in its to attempt to give some clearer indication of the scale of the
illegal trade, both now and in the future. Given the concerns of WWF at the weak progress
being made in the political process, we have felt it necessary to highlight some of the worst

7" After the next Presidential election.

¥ The Olympic Games and the change in the USA’s policy serving as catalysts.

19" Because the status quo will have changed.

20 China is assumed here to have a VVPA with the EU in place prior to the Olympic Games — not least to
avert any possible criticism of China’s record for illegal timber imports (and exports) which could
adversely affect advertising revenue during the games and skew media coverage of that event. This
scenario assumes that, by 2010, China will only permit the import of illegal timber if that timber is
destined for end-use within China.
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performers — whether due to ignorance, acceptance of the status quo, or calculated
prevarication.

3. lllegal timber exports to the EU

EU trade and trade legislation

As concern over trade in illegally produced wood has grown, the EU has made some notable
efforts to assess and address its own role in driving illegal logging elsewhere. In 2003 the
European Commission, still seeking means to stem the flow of illegal timber into Europe,
established the Forest Law Enforcement Government and Trade (FLEGT) action plan. The
goal of the plan was to make Europe more accountable for its timber footprint and to help it to
tackle its contribution to illegal logging globally and meet its commitments on sustainable
forest management. The action plan was widely viewed as a very positive development.
Since its inception, however, progress has been inordinately slow and the EU is neither
implementing the full scope of the original aims of the plan, nor is it delivering on those areas
it has prioritised.

Under the FLEGT action plan, the EU is currently prioritising the implementation of a
licensing agreement which gives the European Commission the mandate to negotiate bilateral
voluntary partnership agreements (“VPAs*”) with producer countries to minimise (the EU’s)
imports of illegal timber. Unfortunately, there are limits to the likely effectiveness of these
VPAs. For example, VPAs do not have to be independently audited, VPAs only cover a few
basic products (roundwood, sawnwood and plywood) and VVPAs are confined to producer
countries (but discussions are underway to engage China — perhaps the leading hub for global
trade in illegal timber®® — in a VPA).%

It was also envisaged that by mid 2004, a feasibility study would have been completed on the
options for outlawing the import of illegal timber and wood products into the EU. This was
deemed critical by environmental NGOs as a means of underpinning the voluntary process
and also as a means of demonstrating real political commitment to the illegal logging and
sustainable forest management issue. Recent information confirms that this study will not
now happen until 2006, if at all.

This lack of progress is entirely unacceptable given the recognition that current EU trade
makes a significant contribution (around €3 billion) to the estimated €10-15 billion per
annum that the illegal timber trade costs the economies of some of the world’s most
impoverished countries. The estimated cost to these countries is, rather interestingly, pretty
much half of the EU’s annual overseas development aid budget.

2! please see Appendix 1 at the end for WWF principles on voluntary partnerships agreements.

22 http://www.globaltimber.org.uk/G8lllegal Timber.htm and also
http://www.globaltimber.org.uk/ChinalllegalimpExp.htm.

% http://www.illegal-logging.info/papers/TTF_Report_- FLEGT _Industry_Consultation_09.05.doc.
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Box 1

“Improved global competition” as a euphemism for unsustainable and illegal logging

The main source of much of what is being described as increased global competition in the global
roundwood market is probably unsustainable logging (much of which is criminal, i.e. illegal).

Competitive advantage in world trade gained from criminal behaviour should not be tolerated.

Efforts to minimise trade in illegal goods (including illegal timber) should never be regarded as a
barrier to free trade, even in the country that is host to the WTO and Bretton Woods institutions.

Results for EU trade data

For this section, data from the six regions have been summarised in a series of charts and
tables to demonstrate the importance of their trade with the EU and to highlight the
component of this trade that is probably illegal. Using the three scenarios, the author has
presented forecasts of those regions’ exports of wood-based products highlighting the illegal
timber content of those exports, in particular those to the EU. The forecasts indicate that the
trade in illegal timber® is likely to:

e cause the governments in the countries of the regions covered in this report to lose
substantial potential revenue — affecting their ability to repay foreign debt and attract
further investment, to alleviate poverty and to focus on sustainable development;

e contribute directly to poor governance generally and particularly in forested rural
areas;

¢ increase conflict and political tension;

e create competitive disadvantage for those seeking to engage or invest either in
sustainable forest management or in the trade or processing of legal wood-based
products;

o weaken forest protection and contribute to the destruction of valuable forest
ecosystems;

e increase the negative impact on the natural wealth of the countries covered in this
report, especially in those countries or concessions in which unsustainable forest
management is the norm. (Unsustainable forest management may well persist even if
trade in illegal timber is minimised.)

Also apparent from the research is that:

¢ the availability of forest will increasingly constrain trade.

e EU countries acting individually or even as a unit may have little impact on reducing
global trade in illegal timber in some key regions

o the forests of the regions covered by the report are more under threat than ever.

?* See Glossary (under lllegal Timber).
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Table 1: League table of estimated illegal timber imports from the six regions into the
EU - 2004

Sum of Timber Paper
illegal Sector Sector

.t|mber Total Estimated Total Estimated

Imports lllegal only lllegal only

from the

Six regions
only

EU sum 20 42 13 28 7
Finland 5.1 6.3 1.8 12 3.3
Sweden 2.6 2.2 0.6 8.4 2.0
UK 2.3 7.9 2.2 0.8 0.1
Germany 15 4.5 14 1.2 0.2
Italy 1.4 2.6 1.0 1.1 0.4
France 1.3 3.2 1.1 0.5 0.2
Netherlands 1.1 2.6 1.0 0.4 0.1
Belgium 1.1 2.1 1.0 0.5 0.1
Estonia 0.7 2.5 0.7 0.2
Spain 0.6 1.2 0.5 0.1
Denmark 0.5 1.1 0.3 0.8 0.2
Latvia 0.4 1.5 0.4 0.1
Greece 0.2 0.5 0.2 0.2
Lithuania 0.2 0.7 0.2 0.1
Portugal 0.2 0.4 0.2
Poland 0.2 0.5 0.1 0.4 0.1
Ireland 0.2 0.4 0.2
Austria 0.2 0.5 0.1 0.2 0.1
Hungary 0.1 0.3 0.1 0.3
Czech Republic 0.1 0.2 0.1 0.2
Cyprus
Luxembourg
Malta
Slovakia
Slovenia

1. Units: million cubic metres roundwood equivalent 