;‘2/ CHATHAM HOUSE

Summary —

Illegal Logging and Related Trade:

2008 Assessment of the Global Response
(Pilot study)

Energy, Environment and Development Programme
Chatham House

10 St James Square, London SW1Y 4LE, UK
www.chathamhouse.org.uk/eedp and www.illegal-logging.info

August 2009

The full study of which this paper is a summary, together with supporting

documents, are available at:

www.illegal-logging.info/indicators
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Introduction

lllegal logging and its related trade has for sg@a&rs been recognised by international decision-
makers as one of the world’s most pressing envientat problems. In many timber-producing
countries the majority of trees are illegally aetsulting in significant losses of assets and regen

and devastating damage to the forests upon whiatireds of millions of the world’s poorest people
depend. As one of the principal drivers of defash and forest degradation worldwide, illegal
logging is also a major contributor to global wammiMore than ten years have now passed since the
G8 leaders recognised the problem in 1998, and dttetrio act. During that time, large amounts of
time and money have been spent trying to tackl@tbblem.

To see if all this effort has been worthwhile, othex last two years Chatham House has developed a
methodology for assessing the effectiveness offliiieal response to illegal logging and associated
trade. In addition to seeking to measure the utgénesad goal — changes in the extent of illegal ilogg
and the volume of illegal wood in trade — this neetblogy also examines earlier phases of the
response, including building awareness and padlitud§ voluntary actions by the private sectordan
the development and implementation of new polieles regulations by governments. Recognising
the importance of demand as a driver, the methggadso looks beyond the borders of the countries
directly affected, measuring the response in castwhich consume illegal wood products or
process the timber for re-export.

The indicators have been grouped under four magadimgs — awareness/attention, government
policy development and implementation, private epblicy development and implementation, and
levels of illegal logging and associated trade.

To support the assessment, Chatham House has gegtedad piloted two new tools. The firstis a
survey of experts, which includes questions reltdetie nature and scale of and trends in illegal
logging, and also seeks to garner information erésponses of government and the private sector.
The survey was targeted at 30—40 relevant expesach producer country, with a range of
respondents from government, the private sectoQ$l@cademia and the donor community. In
addition to the main producer country survey, allenaurvey aimed only at the private sector was
developed for use in processing countries. Thergenew tool is a framework of ‘ideal’ policies,
laws and regulations for tackling the problem agiivhich producer, consumer and processing
country governments can be assessed. These to@sleseloped with the assistance of an advisory
group of international experts.

To test the methodology, the indicators were pidotefive countries: two ‘producers’ of illegal

timber (Cameroon and Indonesia), one ‘processasuch timber (Vietnam) and two ‘consumer’
countries (the UK and US). Local partners were ramted to assist with the collection of data in
Cameroon, Indonesia and Vietnam. The pilot assegssoeight to gauge the state of the response at
the end of 2008, though some indicators could belyudged for earlier time periods. Though the
assessment was meant principally to provide a in@s¢he pilot also sought, where possible, to
measure changes in the response over time. A stnorhary of the results is given below.

Based on the lessons learned from the pilot, ChatHause will now adjust the methodology and
apply it to a broader range of countries. In thegker term, Chatham House hopes to carry out regular
reassessments every two years. By demonstrating vslich assessments should serve to bolster
financial and political support for efforts to téeklegal logging, and help target and shape fitur
efforts.
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Summary and conclusions

Almost all the indicators showed improvements asths pilot countries, as the table below shows.

Table: Trendsin indicatorsduring 2008

Producer Process Consumer
donesiaCameroo etna A

Awareness

NGO reports - number increased >« A

Volume & nature of newspaper coverage - increasing A A A
Government Policy Development & Implementation

Ideal policy list - no. of policies in place improving A A

Enforcement & revenue capture data - indicate improvement A A | ]

Forest governance aid - increasing @\\\\\\Q&\\\\\\&&\\\\\\\&E AA

Expert perceptions of government response - improving A A &\\\\\\Q
Private Sector Policy Development & Implementation

Certification & verification schemes - take-up increasing

Price premiums & trade wolumes for cert/verif timber increasing

Diversion to less sensitive mkts decreasing

Expert perceptions of progress by private sector - improving
Actual Levels of lllegal Logging & Associated Trade

Imbalance between legal supply & demand falling

lllegal logging in sample national parks falling

Trade data discrepancies falling

Import-source assessment of illegally-sourced imps reducing

Expert perceptions of scale of illegal logging & trade improving

Note: indicators phrased to enable increasing te@pward arrows) to represent improvement in
all cases.

Legend [Rising trend - improvement - (double arrow - strong) A
Falling trend - worsening - (double arrow - strong) v
No significant change >«

Improving / Already good

Worsening / Remains poor

Not relevant / not assessed

Pattern inconclusive / only baseline available

Of the four major areas, awareness is the only @rganeral concern: media coverage of illegal
logging, together with the attention of NGOs, fell number of focus countries, partly in respdiese
improvements in the problem and a shift towards &tention-grabbing policy development, and
possibly also as a result of the growth in intemresither issues, particularly the role of foraats

climate change. Though actions to tackle illeggblag now have considerable momentum, there is a
risk that as the spotlight shifts, moves to dedhwhe problem may fail at the final hurdle.

The response of governments appeared to be imgyaviough many countries exhibited poor
baselines, particularly Vietnam. It is to be hopieat the increased awareness of the problem shown
there in the last year will help spur the governtr@mnto a greater response. The private sector also
saw a positive response in almost all indicatorssscthe pilot countries: though Cameroon saw a
shift in trade towards less sensitive markets, s very slight and did not appear to have been a
response to efforts to control illegal logging.
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Indicators of the levels of illegal logging and @siated trade showed a marked improvement,
particularly in the pilot producer countries. Thparent increase in US imports of illegally sourced
timber dated from before the Lacey Act amendmeoibipition took effect, which should serve to
reverse this, while the negative trend recordedhierUK, based on trade data discrepancies, is
perhaps unrepresentative since it relates onltitoygroportion of overall imports.

Producer countries

The evidence is mixed on the attention to the gnobbdf illegal logging displayed in Indonesia and
Cameroon — NGO reports and international mediatitte were definitely lower in Indonesia in

2008 than before. This was at least partly bec#lesgl logging was so much less of a problem than
a few years ago; other drivers of forest loss am receiving increased attention. In Cameroon,
media attention grew, as did the attention paithleyprivate sector, in response both to improvement
within government and to growing interest from Epgan firms and governments.

The policy response of the Cameroonian and Indanegvernments to illegal logging appears to
have improved during 2008. Though both countries have many key regulations in place,
however, implementation is generally poor. Cormmptiemained a critical problem, though efforts to
tackle it were seen to have improved the mosténdkt year.

Private sector initiatives grew rapidly in Cameratuming 2008, but levelled off in Indonesia
following dramatic increases in the previous thyears. The recent prohibition on illegal timber
imports in the US, and the development of simitiigonal legislation in Europe, are key drivers, a
demonstrated by more extensive action apparenihgliaken by large concessionaires and
manufacturers exporting to sensitive markets coathty smaller companies focused on the domestic
market. The FLEGT VPA licensing system may comesfidlace some of the voluntary actions being
taken by companies, and such an expectation mapdeecason for the lack of development seen in
Indonesia during the year. There is little evidetiad timber flows from the two producer countries
had shifted to less sensitive markets in respamsettons on illegal logging by 2006, though survey
results in both Cameroon and Indonesia suggesthisatnay have changed more recently. There is
some evidence that timber prices rose as a reflsimtr@ased enforcement in Indonesia.

A range of indicators support the conclusion thagjal logging fell in both Indonesia and Cameroon
during the last few years — in Indonesia, ovelagal logging had fallen by as much as 50 per,cent
and illegal log and sawntimber exports by 90 pait,cgnce 2005, while in Cameroon illegal logging
had fallen by around half since the beginning efdecade; the rate of improvement seems to have
been rising in Cameroon, but falling in Indonesiiaing 2008. The declining rate of improvement in
Indonesia might be because the ‘low-hanging fhat/e already been gathered, with attention now
needing to shift to more intractable forms of ilétpgging and to regions which are less well
governed or more inaccessible. The data also stgytied the response was disproportionally great
for some aspects of the problem, while improvemesgi® small, or the situation worsened, for
others. The greatest improvements have been seelaiion to outright unlicensed logging by large
industrial concessionaires with a focus on expdftsch less improvement has occurred with regard
to small-scale illegal logging for domestic markethich has not felt the same pressure from
consumer-country governments and buyers.

Contrary to the overall trend, corruption amongsestry officials, police and judiciary in producer
countries may be worsening. It is possible that toiuld itself be a response to efforts to control
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illegal logging: as outright anarchic illegal loggiis brought under control through increased
enforcement, companies are increasingly motivadagrtumvent this, legalising timber or avoiding
penalties by corrupt means, while opportunitiesofficials involved in licensing or enforcement to
provide such services simultaneously expand.

Though improvements in Cameroon and Indonesia hega dramatic, illegal logging remained a
major problem in both countries. In Indonesia, lBssimates suggest that between 40 and 55 per cent
of production was still illegal in some form, while Cameroon the figure was between 30 and 40
percent. Though both countries had many necessdinygs and regulations in place, there remained
considerable room for improvement, both in terme/often regulations and in the implementation of
those already on the books.

Actions by consumer country governments and conggdmave been key in driving improvements in
producer countries, as have the activities of NG@&ameroon, the involvement of an independent
monitor has been critical, while in Indonesia thare some suggestions that a general improvement
in governance has been important. If improvemerggabe maintained and expanded, it is vital that
these key drivers remain in place.

Processing countries

Attention to the problem of imports and re-expatftdlegally sourced timber in Vietnam has been
low in recent years, but grew in 2008 as a refUt@O campaigning and the impact of the US Lacey
Act amendment. The government response remained lppwever, showing no obvious
improvement. It is possible that this will changeaaresult of increased attention to the probleme T
private sector’s response in Vietham has remaiheddof the government’s, however, and
consumer country government and private sectoviaesi under development continued to drive
increased efforts by Viethamese companies to alpasupply chains, as did the NGO exposés seen
during the year. These same exposés showed hdhefar still is to go, however, and an apparent
shift towards less sensitive markets by Vietnamesed product exporters poses a risk.

The lack of reliable information on the volume liggally sourced timber entering Vietnam makes it
difficult to draw firm conclusions. There is somadence that imports of illegally sourced timber
from Indonesia (both declared and misdeclared daygian) fell in the last few years as enforcement
in Indonesia against log smuggling increased. Bdbhesian products represent only a small portion
of Vietham’s timber imports. Cambodia, Lao, Chimal &yanmar are much more important sources
of timber, with imports from the latter two incréag particularly quickly. Though the proportion of
illegal timber in Chinese wood exports may havenhmeshed down slightly by a reduction in
throughput of illegal Indonesian wood, on the whiblere is little reason to believe that the prapart
of illegal logging in these source countries f€hough the increasing efforts being made by
Vietnamese importers and manufacturers (documentin private sector section of the full paper)
may be lowering the percentage of illegal woochim televant trade flows, it is unlikely that thiasv
sufficient to counteract the overall growth of imiso Viethamese imports and re-exports of illegally
sourced timber almost certainly grew during theryea
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Consumer countries

Attention to the problem of illegal logging and esisited trade grew dramatically in recent years in
both the US and UK, but began to fall for the ftrste in 2008. This is partly a result of
improvements in producer countries, and partlysaltef a decline in NGO campaigning. Both the
UK and US are now actively engaged in developirigias to tackle imports of illegally sourced
wood, shifting the attention of stakeholders toateb on the technicalities of such measures — which
are of less interest to the general media thasttirées on the dramatic nature, scale and growtheof
problem which were more common in the past. Thesatcies are now at a later phase of response,
having moved from building awareness and politwédlito designing and implementing policy
solutions. Though there is now considerable mommrituboth countries behind these efforts, it is
important that attention is maintained if the ef§asf the past ten years are to reach fruitionteane

a lasting impact.

While the UK had until recently more relevant pmgand procedures in place, and had been a leader
on the issue of illegal logging and associatedetfad some years, the Lacey Act amendment
prohibiting import of illlegally-sourced wood enadtin 2008 saw the US take a great step forward.
The implementation of equivalent laws and systanthe UK is now being taken forward through the
EU, though progress in this area during 2008 was.sl

The growth of private sector voluntary initiativeéscelerated in both countries in 2008, boostedhby t
approach of new laws to control imports of illegaburced wood. There is little evidence available
with which to judge the growth of price premiums fimdependently legality-verified and
sustainability-certified wood, but these may expanfiliture in response to the Lacey Act amendment
and the additional legislation being consideredlfierEU.

While financial assistance by both the UK and Urtmducer countries to tackle the problem at
source was significant, and UK assistance grewiderably in 2008, the amount of illegally sourced
wood entering these countries either remained Hgwihtic or grew in recent years. Though
indicators for earlier stages of the response rexwesss, political will, policy development and jartier
sector concern — showed strong progress by congurnimtries it remains too early for this to have
fed through to a significant reduction in illegahber flows. The greatest impediment in this regard
has been the delay in consuming countries in impieimg legislation to prohibit the import and sale
of illegally sourced wood.

Though the percentage of illegal wood in trade #dmwm some countries (such as Indonesia) has
declined due to reductions in illegal logging atr®e, and voluntary efforts by the private sectoreh
also had an effect, many other producer counta@s Imot shown such reductions; and in any case
these positive impacts have been offset by theathgnowth in imports as a result of general
economic expansion. Another factor has been theteliards imports of processed products from
processing countries such as China and Vietnafer#tan of raw timber direct from producer
countries.

The most recent estimates suggest that the US fetparound 10 million cubic metres roundwood
equivalent of illegally sourced wood products, #mel UK around 3 million cubic metres, in 2008.
More sophisticated and standardised methods fon&tshg these imports are needed in future, to
ensure that changes in illegal logging rates atcgoand policy developments in the importing
countries are reflected in the analysis. It isedhbped that developments such as the FLEGT
voluntary partnership agreements (VPAs) and ‘dligatice’ regulation and the US Lacey Act
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amendment will see a dramatic reduction in impoftstolen wood, and the figures included here will
act as a baseline against which future improvenmearidoe measured.

The global recession currently under way may p@wadiseful ‘breathing space’ in which efforts to
reduce the proportion of illegal timber in tradevik can outrun overall growth, resulting in a geeui
reduction of illegal timber in trade.

Impacts so far on end goals

Environmental effects

Using estimates of illegal logging over the last fgears derived from wood balance modelling and
other methods described above, it is possiblettmate the amount of forest which has been saved
from destruction or degradation as a result ofr¢uleiction in illegal logging found to have occurred
in the two focus producer countries in recent years

If illegal logging had continued at the rate andlsceen in 2000, then during the five years 20601-0
around 160 million cubic metres more timber woudddrbeen illegally cut in Indonesia than was
actually harvested. Based on average selectiverigggtes, this represents around 7.8 million
hectares of forest which have been saved from lesrgusly degraded or destroyed, slightly more
forest than is estimated by the FAO as lost eaah werldwide! and more than half the size of
England. A similar analysis produces a figure gdragimately 0.2 million hectares for Cameroon. As
much as 1.6 billion tonnes of G&®emissions may have been avoided in Indonesi&€angroon
between 2001 and 2006 as a result of efforts toaedlegal logging — 4 per cent of current annual
global human-induced carbon emissiéns.

Care should of course be taken with these estimagiéde from the potential problems with the
reliability of the estimates of illegal logging @rhich this analysis is based, it is by no meantacer
that forest which is saved from being logged illggaill be saved from being logged or cleared
legally instead.

Social effects

Using the same methods as above, it is also pedsildstimate the potential benefits which have
accrued to focus producer countries in terms aémees as a result of successful domestic and
international efforts to tackle the problem. Thagbly 160 million cubic metres of logs which have
not been illegally harvested in Indonesia durirglést five years as a result of falls in levels of
illegal logging since 2000 could potentially brimgaround $4 billion in revenues, assuming they are
all legally and sustainably harvested in ensuirayge

L FAO, State of the World’s Forests 2Q@Sstimates a net loss of 7.3 million hectareouoddt per annum worldwide during
2000-05.

2 Global human-induced climate change emission®@52 41 billion tonnes C@ (see
http://ec.europa.eu/dgs/jrc/index.cfm?id=1410&otbF1810&dt_code=NWS&lang=en).

% Based on a total royalty figure of $25 per cubidrmecalculated from government figures quotecRinyalties planned in
Indonesia’,Timber Trades Journal3 July 2005.
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