
OECD Trade Policy Studies: Illegal Trade 

in Environmentally Sensitive Goods 

© OECD 2012

7

Executive summary

This publication reviews the evidence on the key drivers of illegal trade in 

environmentally sensitive goods. This includes factors such as differential 

costs, as well as enabling conditions such as regulatory and enforcement 

failures. It also provides an overview of the main economic, social and 

environmental impacts. The report reviews the data collected by customs and 

licensing schemes for selected environmentally sensitive goods, including 

wildlife, fish, timber, ozone-depleting substances (ODS) and hazardous waste. 

It examines the extent to which this information can be used to identify and 

measure illegal trade. 

In this publication the role of national and international policy 

mechanisms to reduce illegal trade flows is assessed, with a focus on 

international licensing schemes (and associated trade restrictions). These are 

designed to allow importing countries to distinguish between legal and illegal 

products. In addition, the role of national environmental policy measures on 

illegal trade is assessed, focussing on property rights-based systems and 

economic incentives.

Drivers and impacts of illegal trade

It is important to understand what drives illegal trade and the 

circumstances that cause it to thrive, so that effective policies can be 

developed to counter it. As this publication shows, the key drivers may vary 

over time and from one location or sector to another. 

Any form of trade (legal or illegal) arises when there are profits to be 

made for those involved. But illegal trade arises particularly when the 

expected returns are greater than for trade carried out within the law. For 

example, compliance with regulations concerning reforestation, waste 

disposal or the use of chemical products might incur costs that can be avoided 

by illegal trade.

Even if the legal alternative is not more costly, illegal trade might emerge 

when demand exceeds the supply of legal products. This is often the case for 

timber. It would, of course, also arise if demand exists for completely banned 

products and no legal alternatives exist. This is common in wildlife crime, 

where major sources of demand include the exotic pet and flower trade. Often, 
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the trade in environmentally sensitive goods is driven by changes in 

consumption. In the illegal wildlife trade, poverty has been found to be 

relatively unimportant, whereas strong demand from consumer countries 

may be.

The impacts of illegal trade can be wide-ranging. These will, of course, 

vary from country to country and locality to locality, and the precise impacts 

will vary with the sector. Illegal trade in natural resources – timber and fish – 

may have the most significant economic impacts, while illegal dumping of 

hazardous waste may have the biggest health impacts, and poaching may 

have the greatest impact on species survival. Illegal trade in ozone-depleting 

substances has slowed the resolution of a significant global environmental 

concern. 

The economic and environmental impacts of illegal trade can be 

sufficiently important to disrupt whole economies and ecosystems, 

undermining environmentally sustainable activities and reducing future 

options for the use of resources. There can be spillover effects, with indirect 

consequences. For instance, in fragile states illegal trade can undermine the 

rule of law and can fuel armed conflict. Any serious attempt to tackle illegal 

trade in the sectors examined here would benefit from a systematic 

evaluation of the impacts. 

Evidence of illegal trade

It should in principle be possible to identify illegal trade in some 

environmentally sensitive products by examining import and export data and 

analysing discrepancies between the two sources. Wide variations between 

different countries’ statistics may indicate illegal trade in some form. 

However, such an approach is imperfect, and there is great uncertainty about 

the scale of illegal trade in all areas. Such discrepancies may merely be a 

reflection of differing measurement methods, data inputting or conversion 

errors and inconsistencies.

In this publication three sets of data comparisons are undertaken:

l Between customs data and data recorded by licensing systems.

l Between customs data from importing and exporting countries.

l Between licensing-system data from importing and exporting countries.

Different methods need to be used for different sectors and products, 

depending on the nature of the goods concerned, the associated control 

mechanisms in place, and on the extent to which customs records distinguish 

controlled goods from uncontrolled goods. In the case of timber and fish, for 

instance, no international control system exists, so the analysis is normally 

confined to customs data. For threatened wildlife products listed on CITES 
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appendices, licensing data for both exports and imports are sometimes 

available, but customs data are rarely sufficiently precise to be of use. For 

ozone-depleting substances (ODS), some licensing system data are available 

and some customs codes are sufficiently correlated to provide useful 

information. For hazardous waste, data are available on ‘movement 

documents’ issued by governments, and useable customs data are also 

available for certain categories of waste.

The general conclusion is that while more data could be analysed in some 

of these areas, it is by no means a straightforward task. The further 

elaboration of the Harmonized System codes would prove of use in many 

cases. In the area of biodiversity, inadequate taxonomic information has been 

recognised as a problem, and the Global Taxonomy Initiative has been 

launched to overcome this barrier to conservation (www.cbd.int/gti/). More 

generally, there is an ongoing dialogue between different international bodies 

such as the Secretariats of different Multilateral Environmental Agreements, 

the Food and Agriculture Organisation, the World Customs Organisation, and 

specialized bodies such as the International Tropical Timber Organisation. 

The benefits can be considerable, and examples in which this has been the 

case (e.g. Tanzanian timber) are provided. 

International licensing schemes and trade restrictions

The growth both in the volume of international trade and in the practice 

of containerisation renders it increasingly more difficult to detect illegal trade. 

Licensing schemes can be an important tool in helping to detect and regulate 

flows. They have become increasingly common in recent years and can be 

regarded as an attempt to regulate particularly problematic trading sectors in 

a world where trade barriers are steadily being removed. They can also have 

important ancillary benefits, such as improving levels of governance and 

domestic policy.

In the publication six licensing agreements are reviewed: the Convention 

on International Trade in Endangered Species of Wild Flora and Fauna (CITES), 

the EU’s Forest Law Enforcement, Governance and Trade Initiative (FLEGT), the 

Convention on the Conservation of Antarctic Marine Living Resources 

(CCAMLR), the Rotterdam Convention on chemicals, the Montreal Protocol on 

ozone-depleting substances, and the Basel Convention on hazardous waste.

None of the schemes reviewed have worked perfectly, although all can 

claim some measure of success. It will be interesting to see how the FLEGT 

licensing scheme performs, as to a certain extent it has been designed with an 
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eye to overcoming some of the other schemes’ weaknesses. The following 

measures would be helpful in improving licensing schemes further:

l A systematic analysis of their operation and successes and failures; 

although in general most of the systems seem to be working, there are 

relatively few comprehensive data.

l A process for sharing information among those responsible for operating 

the systems, perhaps via the Green Customs Initiative, the UN Environment 

Programme (UNEP), or the G20. This could be of particular value to those 

systems new or just coming into existence (e.g., the Rotterdam Convention, 

FLEGT).

l Independent verification of the issuance of licenses, increased cross-

checking of licenses, and a switch from paper-based electronic systems 

could increase the effectiveness of the majority of licensing systems 

studied. More resources could usefully be targeted at these functions. 

l There may also be some potential for the realisation of economies of scope, 

with some organisations carrying out the same functions for more than one 

agreement (e.g., the WCMC could play a central monitoring role for CITES).

Implications of national policy measures for illegal trade

Policies introduced at the national level can have implications for illegal 

trade in environmentally sensitive goods. The effects of national 

environmental policy regimes on illegal trade depend largely upon the 

incentives for sustainable (or unsustainable) management of the resource or 

pollutant generated by the policy. A regulatory system which imposes costs on 

those exploiting the resource or emitting the pollutant will generate price 

differentials, which can provide incentives for non-compliance, with some of 

the output entering into international trade flows. This is, of course, a 

function of national enforcement capacity, supported in some cases by the 

international licensing schemes discussed above.

In recent years increased interest has been expressed in using economic 

incentives in the pursuit of environmental objectives, for example, to reduce 

pollution, protect biodiversity and habitats, and promote the sustainable use 

of natural resources. Such an approach is in contrast to, or complementary 

with, more traditional command-and-control regulatory approaches. In this 

publication the focus is on the effect of such measures on illegal trade.

While the evidence is partial there is some reason to suppose that the 

use of economic incentives at the national level may reduce illegal trade flows. 

On the one hand, some of the revenue generated by economic instruments 

(i.e. environmental taxes) can be used to reinforce enforcement capacity. On 

the other, the ‘formalisation’ of property rights implicit with the use of 
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economic instruments can provide incentives for a longer-term view of 

resource management, and can even provide incentives for self-enforcement 

among those exploiting the resource. 

However, the use of economic incentives is not a panacea and in order to 

ensure that their implementation does not lead to illegal trade it is important 

to note that:  

l Economic incentives can only work fully in a framework of good governance 

and law enforcement. Otherwise they risk exacerbating illegal activity, 

creating new opportunities for it, or shifting it to other regions or countries.

l As well as general good standards of governance, new governance structures 

can prove effective – e.g. community-based natural resource management, 

where local communities are given incentives to protect and manage the 

resource. Security of tenure or other forms of resource ownership will be an 

important factor.

l Economic incentives will be more effective when they form part of a co-

ordinated range of interventions – e.g., where alternatives to illegal behaviour 

are provided (e.g. legal alternatives to poaching, or legal means to dispose of 

waste).

l Where international trade is a factor, co-ordination with other countries is 

an important means of ensuring the effectiveness of economic incentives, 

either to avoid displacement of illegal activities or to facilitate the creation 

of new incentives.

In general, when designing national environmental policy measures it is 

imperative that the potential for encouraging illegal behaviour (including 

trade) is considered, so that the consequences can be assessed and considered 

(e.g. whether ivory sales are likely to lead to increased poaching) and 

enforcement activities and other possible interventions can be better targeted.


