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ABOUT THE REPORT

On 18 July 2019, the Transnational Alliance to Combat llicit Trade (TRACIT) in
collaboration with the UN Conference on Trade and Development (UNCTAD)
organized a forum to discuss the role of illicit frade in inhibifing positive development
outcomes and in particular, the implications for the achievement of the
UN Sustainable Development Goals (SDGs).

The event featured the launch of TRACIT's report,
Mapping the Impact of lllicit Trade on the UN Sustainable Development Goals.

The TRACIT report investigates illicit frade in 12 key sectors that participate significantly
in international frade and are most vulnerable to illicit frade. For each sector, the
negative impacts of illicit frade are mapped against the 17 UN SDGs. The sectors

include: agri-foods, agro-chemicals and pesticides, alcohol, counterfeit and pirated
goods, forestry, IUU fishing, petfroleum, pharmaceuticals, precious metals and
gemstones, tobacco products, frafficking in persons and illicit frade in wildlife.

This document excerpts the chapter on
“SDGs and illicit frade in tobacco products”

ABOUT TRACIT

The Transnational Alliance to Combat lllicit Trade (TRACIT) is an independent, private
sector initiative to drive change to mitigate the economic and social damages of
illicit frade by strengthening government enforcement mechanisms and mobilizing

businesses across industry sectors most impacted by illicit frade.

FOR MORE INFORMATION

The full report, Executive Summary and the sector specific chapter excerpts
can be found at: www.tracit.org/publications_illicit-frade-and-the-unsdgs

MEDIA

All media enquires should be directed to
Cindy Braddon, Head of Communications and Public Policy,
cindy.braddon@TRACIT.org

SOCIAL MEDIA

Twitter: @TRACIT_org
LinkedIn: www.linkedin.com/company/tracitorg
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INTRODUCTION

lllicit trade and the UN SDGs

The UN Sustainable Development Goals (SDGs) lay out an ambitious set of 17 goals to
address the world's most acute economic, social and environmental challenges. They
cover everything from poverty eradication and zero hunger to clean water, decent
jobs and peace. Since coming into effect in January 2016, governments, private sector
and civil society have rallied around the SDGs to guide policy, implement investment
strategies and allocate funding.

Among the portfolio of tools available to achieve the SDGs is the expansion of
infernational trade.! This is because trade has historically proven to be an engine

for development, boosting income generating capacity and conftributing to
unprecedented reductions in poverty levels.? Over the last few decades cross-border
trade has expanded significantly, supporting rising living standards across the globe.

At the same time, the expansion in legal trade has been accompanied by the alarming
emergence of illicit frade, with estimates quantifying it and associated transnational
criminal activities at between 8 and 15 percent of global GDP.?

From smuggling, counterfeiting and tax evasion, to the illegal sale or possession of
goods, services, humans and wildlife, illicit trade is compromising the attainment of
the SDGs in significant ways, crowding out legitimate economic activity, depriving
governments of revenues for investment in vital public services, dislocating millions of
legitimate jobs and causing irreversible damage to ecosystems and human lives.

Mapping illicit trade against the SDGs

Despite the recognition of international frade as an important means to achieve the
SDGs, insufficient attention has been given to the substantial impact that illicit frade has
on holding back progress.

In order to help governments and business better understand how their efforts to
achieve sustainable development must account for the negative forces of illicit tfrade,
this study maps the 17 UN SDGs against the following sectors: agri-foods, alcohol,
fisheries, forestry, petroleum, pharmaceuticals, precious metals and gemstones,
pesticides, tobacco, wildlife and all forms of counterfeiting and piracy. These sectors
were chosen because they participate significantly in international frade and they

are particularly vulnerable to illicit trade. Trafficking in persons is also examined as a
particularly abhorrent phenomenon affecting supply chains and basic human rights as
well as contributing to illicit trade practices.



To the extent that an SDG—or one of the 169 targets established to track progress on
the goals—is impacted by illicit trade, this study examines where and how lllicit activity
undermines progress to achieve it. In some cases, illicit activity is mapped against an
overall goal, such as SDG 3 (Good Health and Well-Being). In other cases, a specific
target has been examined, such as SDG Target 8.7 (Eradicate forced labor, end
modern slavery and human trafficking).

Key findings from the report

The socio-economic impacts of illicit present significant deterrence to all 17 of the
SDGs—holding back progress, increasing costs and pushing achievement of the goals
further away.

There are notable “macro” impacts where illicit frade cuts deeply across many of the
SDGs, undermining achievement of the economic goals for poverty reduction, decent
jobs and economic growth (SDGs 1, 2, 3, 4 & 8), and robbing governments of taxable
income that can be invested in public services (SDGs ? & 17). When it generates
revenue for organized criminal and terrorist groups, illicit trade undermines goals for
peace and stability (SDG 16). Most forms of illicit trade plunder natural resources

(SDGs 6, 14 & 15), abuse supply chains and ultimately expose consumers to fake and
potentially harmful products (SDG 12).

While findings show that illicit frade poses a threat to all 17 SDGs, nowhere is the nexus
as evident than in SDG 16 (Peace, Justice and Strong Institutions) and SDG 8 (Decent
Work and Economic Growth).

16 Pt e lllicit trade—in all its forms—stands in direct juxtaposition to SDG 16, by
L feeding violence and breeding corruption, undermining frust in institutions
z_ and the rule of law, and generating enormous illicit financial flows.

_ Moreover, the links between illicit trade and organized crime are well
established, from human trafficking networks and tobacco smuggling, to fuel theft by
drug cartels and the involvement of the mafia and organized criminal groups in the
trade of counterfeit products. Perhaps most frightening are links to terrorist financing

that heighten threats to national and global security.

] Alltypes of illicit trade threaten inclusive economic growth and significantly
S inCler achievement of SDG 8. Lost taxes rob governments of revenues
intfended for schools, infrastructure and other public services. llegal and
unfair competition reduces sales and dampens the ability of companies

to create lasting and dignified job opportunities. Taken together, economic leakages
across the sectors susceptible to illicit frade create an annual drain on the economy of
US$2.2 trillion and present a friple threat to financing the necessary “billions to frillions”
dollar gap needed to reach the SDGs.

o
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Business is a partner for achieving the SDGs

As illicit frade weakens the viability and sustainability of industries, it simultaneously
dilutes private sector contributions to achieving the SDGs. For example, illicit frade is a
form of unfair competition that undermines private sector contributions to economic
growth and employment. It chokes off market growth, sabotages global supply chains,
squanders natural resources and endangers market security. Fake products and inferior
materials in supply chains harm consumers and tarnish consumer perception of a
corporation’s social responsibility (CSR) performance. In some cases, it poses significant
threats to the safety and security of personnel and facilities, all adding to the increasing
costs of doing business. Where proliferating illicit frade creates socio-economic
instability, it dampens private sector investment, holds back research and development
(R&D) and discourages technology transfer.

For these reasons, the private sector has a vital interest in defending against illicit trade,
helping itself across industry sectors and playing an active role in promoting the SDGs.

{7 Dixniesips The Transnational Alliance to Combat lllicit Trade (TRACIT) provides a
platform for business and governments to collaborate holistically to
@ mitigate the incumbrance of illicit trade on the SDGs. Mapping the impacts
of illicit frade on the UN Sustainable Development Goals is part of TRACIT's
conftribution to the partnership approach embodied in SDG 17 and a means by
which business, the public sector and civil society—working in partnership—can more

effectively achieve the SDGs.




SDGs AND ILLICIT TRADE IN TOBACCO PRODUCTS

lllicit frade in tobacco is rampant and is perhaps the most widespread and well-
documented sector vulnerable to lllicit frade.! It has been estimated that 1 in every

10 cigarettes and tobacco products consumed globally is illicit.?2 But while most of the
policy attention has centered on illicit frade in cigarettes,® estimated to be in the range
of tens of billions of dollars annually,* other tobacco products, such as smokeless and
roll-your-own tobacco, are also smuggled.® Examples include smuggling of smokeless
tobacco products from India to Bangladesh, Sri Lanka, and Nepal, and the smuggling
of hand-rolling tobacco in Europe, especially the United Kingdom, where smuggling
costs HMRC (Her Majesty’s Revenue and Customs) £2.2 billion in lost revenue per year.t”

lllicit trade in tobacco generally includes “any practice or conduct prohibited by law
which relates to production, shipment, receipt, possession, distribution, sale, or purchase
of tobacco products including any practice or conduct intended to facilitate such
activity.”®

Criminals engage in many forms of illegal frade in tobacco including contraband
cigarettes, counterfeits, illicit or cheap whites, grey market cigarettes and loose
tobacco.’

lllicit trade in tobacco generally includes:

* lllicit manufacture: cigarettes produced in legal or

ton i
covert facilities and not declared to tax authorities Comuptionis a

(e.g., counterfeits of established international fundamental element
brands, non-duty paid production for local and facilitator of
consumption, duty and non-duty paid production the illicit trade in

for smuggling out'?); and

e lllicit importation: tobacco products produced/ fobacco products.

brought in one jurisdiction and then illegally INTERPOL. (2014). Countering
. llicit Trade in Tobacco
fransported to another where prices or taxes are Products: @ Guide for Policy

relatively higher, either for personal consumption Makers. Lyon: INTERPOL.

or commercial exploitation (e.g., bootlegging and
large-scale smuggling)."

There are a number of factors contributing to the pervasiveness of illicit tobacco trade.
While large price and tax differences between countries or jurisdictions create the
financial incentives for tax evasion, other enabling factors include weak governance,
high levels of corruption, poor government commitment to combatting illicit tobacco,
ineffective customs and tax administration, abuse of free trade zones, lack of
enforcement and out-of-date regulatory frameworks to address illicit trade, as well as
the presence of informal distribution channels for tobacco products.'? 131415 Moreover,
tobacco products are easily fransported and disguised, and the laws and penalties
involved are relatively low, thereby making it a high-profit, low-risk opportunity.'
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lllicit trade of tobacco products robs governments of much needed tax revenue, fuels
corruption and terrorism, and expands the global illegal economy, which hampers
competition and free tfrade and subsidizes other forms of illicit trade, including drugs,
arms and human trafficking.!” lllicit trade also undermines the sustainability of legitimate
actors by reducing their profitability, increasing costs of monitoring, compliance and
insurance, and causing reputational damage.

Over the years, several efforts have been made to recognize and resolve the
detrimental impacts of illicit frade in tobacco. The World Health Organization (WHO)
Framework Convention on Tobacco Control (FCTC), for example, aims to tackle
illicit trade in tobacco as a critical measure for promoting public health. Within the
FCTC, a Protocol to Eliminate lllicit Trade in Tobacco Products (The Protocol) aims to
improve tobacco supply chain security through a number of measures, including
the establishment of a global fracking and tracing system and stricter penalties for
offences. Moreover, it includes several measures aimed at promoting international
cooperation and law enforcement.

The Protocol entered into force in September 2018,'8 representing a significant
commitment by the international governance community to rally against illicit trade in
tobacco.

There have also been several positive developments in recent years by governments
who are leading the way in combatting illicit tobacco trade. Notable examples
include:

¢ The EU Parliament’s Special Committee on Terrorism has recently expressed its
concern “af the scale of illicit tobacco markets in the EU, the proceeds of which
can be used to finance terrorism.”!”

¢ The US has infroduced tobacco product standards to reduce demand for
contraband or nonconforming fobacco products.?

* The UK's HMRC is developing regulatory frameworks to prevent fraud and
increasing criminal prosecutions for tobacco offences.?

e Australia has taken proactive steps to increase penalties and allocate additional
resources to counter illicit frade in tobacco.

¢ The Government of Costa Rica has opened the door for private companies to
actively collaborate in the fight illicit frade in Costa Rica. The “Mixed Commission
to Fight Against lllicit Trade” was created to plan, guide, coordinate, consolidate
and communicate public policies, projects and interventions against illicit
trade.?



Impact of illicit trade in tobacco on achieving the UN
Sustainable Development Goals

lllicit frade in fobacco has wide-ranging negative impacts on achieving a number of
the SDGs. For example, illicit products can be more affordable and accessible, which
can have adverse effects on public health and well-being—in particular of young
people, the poor and other vulnerable groups. As noted by WHO, the economic

and social impacts disproportionately affect developing countries and countries with
economies in fransition.? lllicit frade in tobacco products also represents a major source
of illegal income for organized crime and terrorist organizations.?

lllicit trade in tobacco threatens achievement of four of the SDGs:
* SDG 3 (good health and well-being);
* SDG 8 (decent work and economic growth);

* SDG 16 (peace, justice and strong institutions); and
* SDG 17 (partnerships for the goals).

Health

GOOD HEALTH
AND WELL-BEING

e

Reducing smoking consumption and mitigating the harmful effects of fobacco smoking
is intrinsically linked to SDG 3 (ensure healthy lives and promote well-being for all at all
ages). Notably, SDG Target 3A calls for strengthening the implementation of the WHO
Framework Convention on Tobacco Control (FCTC) as one of the means to reach

the overall health goal of SDG 3. The FCTC Protocol aims at eliminating all forms of

illicit trade in tobacco so as to decrease the accessibility and affordability of tobacco
products. This would firstly reduce consumption and secondly strengthen associated
tobacco control policies. The Protocol aims to secure the supply chain, including by
establishing an international fracking and tracing system, by countering illicit frade
through dissuasive law enforcement measures and by encouraging a suite of measures
to enable international cooperation.?

The availability of low-priced illicit fobacco products undermines tobacco control
policy efforts infended to reduce the uptake of tobacco by youth and adults from low-
income groups.? Government health policy objectives are further undermined when
lost sales tax revenues drain funding for anti-smoking campaigns and healthcare.? The
larger the problem—such as large-scale cigarette smuggling—the greater the drain

on public revenue, the higher the costs of controlling associated organized criminal
networks and the greater the risk to public health.?
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Furthermore, illicit tobacco products fall outside government health regulations, such as
requirements for marketing and labeling. Government tobacco control policies are also
undercut when cigarette packs illegally arrive in markets without mandatory labeling
requirements or where required health warnings are absent or printed in a foreign
language.?

lllicit tobacco products are arguably even more harmful than legal ones, since they
do not meet the health regulations of the destination country and can often include
spurious ingredients.*

Stable and secure economic growth and development

DECENT WORK AND 17 PARTNERSHIPS
ECONOMIC GROWTH FOR THE GOALS

i | B

As noted by the 2015 “Financing for Development Addis Ababa Action Agenda” (later
endorsed by the United Nations as part of the SDGs), the effective use of domestic
resources, underscored by the principle of national ownership, is central to achieving
sustainable development.®' Domestic resources and job creation depend in large
measure on economic growth. Growth, in turn, is supported by an enabling economic,
social, and environment policy environment, sustained in part by domestic resource
mobilization through tax and other revenue collection.?? SDG 8 (decent work and
economic growth) and SDG Target 17.1 (strengthen domestic resource mobilization)
are thus interlinked.

Clause 32 of the Action Agenda identifies price and tax measures on tobacco as an
important revenue stream for financing development in many countries, as well as
means to reduce tobacco consumption and health care costs. Therefore, increases in
tobacco taxes can represent a win-win for developing countries in terms of expanding
a country’s tax base and improving public health. However, the effectiveness of such
policies can be limited if they do not account for local market circumstances or are not
combined with an interconnected policy response to illicit frade.

lllicit tobacco trade not only causes significant financial damage to government
revenues, but also hurts the economic stability and competitiveness of tfraders that
comply with regulations—creating a drag on economic growth (SDG 8). Every year,
governments lose an estimated US$40.5 billion in tax-based revenue from unreported
illicit trade of tobacco products. In some countries, illicit trade can be as high as 40

to 50 percent of the overall tobacco market.®* The lost tax revenues are a drain on
public budgets and severely limit government ability to mobilize sufficient domestic tax
revenue (SDG Target 17.1) to provide for public services, infrastructure and healthcare .
In addition, expenditures on law enforcement are substantial and further strain limited
government funds.®



Child labor in agriculture sectors remains a significant impediment to achieving SDG
Target 8.7 (end child labor in all its forms by 2025). According to the International Labor
Organization (ILO), 70 percent of the children involved in child labor (about 108 million
children) are concentrated primarily in the agriculture sector.* lllicit actors benefit—
either knowingly or with no regard to—the exploitation of child labor. Furthermore, they
have no incentive to take responsibility for the production, sourcing and farming of
tobacco. In response to these problems, the legitimate tobacco industry has invested
significantly in eliminating child labor in all farms where they purchase tobacco,

and they are developing systems to monitor that such programs and standards are
maintained.

Peace, justice and strong institutions

1 PEAGE, JUSTICE
AND STRONG
INSTITUTIONS
)

lllicit tobacco can also erode the rule of law and upset peaceful existence by
financing the operations of criminal networks. This is viewed as a major security threat
by governments and consequently the attainment of SDG 16 (Peace, justice and
strong institutions).* Large-scale illicit tobacco trade, which is generally conducted
by organized criminal networks, thrives in environments characterized by weak
governance, high levels of corruption, and lax law enforcement. Smuggling of other
commodities is also common in these countries and regions.® This illegal activity
generates large lllicit financial flows (SDG Target 16.4), enables corruption (SDG Target
16.5) and facilitates other transnational organized crimes such as money laundering
and/or human trafficking (SDG Target 16.2).* Numerous case studies show that the
proceeds from illicit trade in tobacco products are being laundered by organized
criminal networks and redirected to fund other criminal activities, including terrorism.“

Second only to frafficking in drugs, trafficking in illicit cigarettes has been cited as one
of the main sources of funding for terrorist activities in the sub-Saharan region of Africa
where traffickers closely cooperate with regional terrorist groups.*' In Central and
Eastern Africa, “rebels accused of serious human right violations have been shown to
use the illegal tobacco frade to finance their activities.”*?

MAPPING THE IMPACT OF ILLICIT TRADE ON THE UN SUSTAINABLE DEVELOPMENT GOALS
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Increases affordability and access to unregulated tobacco
products, which may not meet the health regulations of the
destination country and can often include spurious ingredients.

Strips governments of billions in tax revenues needed to promote
inclusive economic growth and exploits child labor.

Funds organized crime and terrorist activities that threaten
peaceful and inclusive societies; and burdens expenditures on
low enforcement.

Has a debilitating effect on efforts to improve domestic resource
mobilization by denying the government a significant source of tax
income.



IMPLICATIONS AND NEXT STEPS

The sweeping, negative impacts of illicit frade on the SDGs point to a wide range of
challenges for both governments and business. Hence, it will be expedient to:

Attend to developing and least developed countries. The alarming consequences
of illicit frade are especially evident in developing countries hard-pressed to monetize
resources, commercialize innovation, attract investment, establish lasting job
opportunities and create genuine, long-term economic growth. As such, it will be critical
to support the capabilities of developing countries to better defend against illicit frade
by inter alia taking stock of national government experiences, challenges, priorities and
requests for assistance while also identifying where “in-country” efforts would be most
valuable and most effective.

Account for the interconnected nature of the challenge. As noted by the UN, the
SDGs are intfegrated and indivisible in nature with significant inter-linkages across the
goals and targets. Ending poverty, for example, must go hand-in-hand with strategies
that build economic growth and address a range of social needs including education,
health, social protection, job opportunities and environmental stewardship. By the
same token, a holistic approach is needed to address the significant number of
interdependencies and overlapping problems relating to multiple forms of illicit trade.
The impacts of illicit frade cannot be examined effectively in isolation of other sectors,
nor can they be addressed in isolation of the SDGs.

Promote shared responsibility. Improving public-private dialogue and promoting
partnerships will be needed to address the global nature of llicit trade. Public and
private actors can play an important role in determining a responsive, evidence-based
work program for addressing illicit frade, including delineation of best practices, and,
where applicable, development of regulatory standards.

Prioritize the policy response. The findings from this study demonstrate that illicit frade
is a significant deterrent to achieving the SDGs. As governments go about formulating
policies and implementing programs to achieve the SDGs, a first order consideration
should be to reduce the deterrent forces of lllicit frade and plug the fiscal leakages
associated with it. This approach has the immediate effect of adding resources and
revenues back into the global economy, putting more policy tools back on the table,
and reducing timelines, costs and other hurdles to achieving the goals. Consequently,
a more level playing field, without the economic drags of illicit frade, can improve

the efficiency and effectiveness of policies and programs governments are taking to
stimulate growth, employment and investment to achieve the SDGs.

Foster political will and leadership. Addressing the threat of illicit trade on the SDGs will
require political will of government officials at all levels to prioritize the problem, actively
pursue solutions and invest in enforcement measures. This study provides a first step in
raising awareness on the threat of illicit frade on achieving the SDGs. The work also serves
as a roadmap to help policy makers identify areas that merit greater attention and to
formulate effective strategies to address the serious threats posed by illicit trade.

MAPPING THE IMPACT OF ILLICIT TRADE ON THE UN SUSTAINABLE DEVELOPMENT GOALS ]
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