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Background 

As part of its election commitments, the Australian Government is looking at 

developing a regulatory framework to address the environmental, economic and 

social issues arising from trade of illegally logged timber. The aim of the proposed 

framework will be to encourage the sourcing of forest products from sustainable 

forest practices and to restrict imports to Australia of illegally logged timber and 

associated products.  

Overall, the proposed framework has five main expressed elements. 

1. Build capacity within regional governments to prevent illegal harvesting. 

2. Develop and support certification schemes for timber products sold in Australia. 

3. Identify illegally logged timber and restrict its import into Australia. 

4. Require disclosure at point of sale of species, country of origin and any 

certification. 

5. Argue that market-based incentives aimed at reducing emissions from 

deforestation and forest degradation should be included in a future international 

climate change agreement. 

The Office of Best Practice Regulation (OBPR) informed the Department of 

Agriculture Forestry and Fisheries (DAFF) that a Regulation Impact Statement (RIS) 

is required to assess the impacts of pursuing the third and fourth elements. The other 

three elements are being pursued under existing arrangements. However, to fully 

assess the impacts of import restriction and product disclosure, it will be necessary to 

consider the impacts of complementary measures as well.  

Element 5 is the responsibility of the Department of Climate Change and will be 

implemented by that department.  

Regulation Impact Statements (RIS) 

A RIS is a document prepared by the department, agency, statutory authority or board 

responsible for a regulatory proposal, following consultation with affected parties. It 

formalises and provides evidence of the key steps taken as part of a good policy development 

process. It includes an assessment of the costs and benefits of each option, followed by a 

recommendation supporting the most effective and efficient option.  

A RIS is required when a regulatory proposal is likely to have significant impacts on business 

and individuals or the economy. (Australian Government, 2007) 

The OBPR states that the following 7 steps are required 

1. Assess the problem. 

2. Define objectives, outcomes, goals and targets. 
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3. Identify a range of alternative options. 

4. Identify, assess and quantify impacts on different stakeholder groups — by 

conducting benefit–cost analysis. 

5. Conduct stakeholder consultation. 

6. Conclude and recommend an option. 

7. Provide information on implementation, monitoring and review of the preferred 

option. 

Steps and timing for this RIS 

The Centre for International Economics (TheCIE) has been engaged by DAFF to 

undertake this RIS.   

We envisage four main streams of work to conduct the RIS. Essentially, this involves:  

 clearly defining policy options and the rationale behind the policy; 

 economic/market modelling of the timber sector; 

 assessing costs of illegal logging; and 

 bringing the first three streams together to assess the benefits and costs of 

addressing the issue of illegal logging, and logically arguing through the findings 

via a transparent reporting process to stakeholders, the OBPR and DAFF. 

A final RIS with recommendations will be delivered at the end of June 2009. 

Stakeholders will be consulted on two occasions — first, to discuss general issues of 

illegal logging and policy options; and, second, to comment on the draft RIS. 

The purpose of this paper is to introduce key issues likely to influence the outcome of 

the RIS. The intention is to provide a framework for discussion with stakeholders 

about some of the impacts and uncertainties of the proposed policy and to pose 

various questions. The paper is structured around the first four requirements of a 

RIS.  

1. Assess the problem. 

2. Define objectives, outcomes, goals and targets. 

3. Identify a range of alternative options. 

4. Identify, assess and quantify impacts on different stakeholder groups — by 

conducting benefit/cost analysis. 

The problem and its size 

In its 2007 election commitment the Australian Government defined illegal logging 

as occurring when timber is:  

 stolen 
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 harvested without the required approvals 

 bought, sold, traded or processed in breach of law 

 authorised for harvest or trade through corrupt practices.  

In Australia, illegal logging and the use of illegally sourced wood products are 

generally regarded and characterised as harmful, presumably reflecting concerns 

that:  

 illegal activities are inherently bad due to a range of deleterious environmental 

social and economic impacts; 

 the extent and size of the problem is substantial in some countries;  

 local residents and landowners may miss out on the economic and other benefits 

of timber extraction;  

 potentially corrupting influences on governance and institutions in the country 

may have wider deleterious effects; and 

 loss of government revenues may impact negatively on welfare-enhancing public 

expenditures. 

Other countries are trying to put in place policies to limit trade in illegally logged 

timber. The European Union is exploring policies to complement its program of 

negotiating Voluntary Partnership Agreements with source countries, and the United 

States has recently amended the Lacey Act to make importation of illegally logged 

timber a breach of American law. Consideration of these initiatives has led to 

differing views about the feasibility and desirability of enacting domestic legislation 

that creates offences when trading in goods whose production has broken other 

countries’ laws. 

 

Questions 

 What issues are raised by policies that try to affect behaviour in other countries and are 

predicated on compliance with other countries’ laws? 

 How effective is such a policy approach likely to be? 

 

The extent and size of illegal logging is debatable, but even forest associations agree 

that some illegal logging occurs in all countries. Estimates of the extent of overall level 

of illegal logging vary substantially, and depend on who is doing the estimates and 

the methodology and assumptions used. At the lower end, forest associations 

estimate that illegal logging accounts for around 10 per cent of the total harvest 

(American Forest and Paper Association 2009), whereas environmental NGOs 

estimate that the proportion is up to 80 per cent (for example, Greenpeace 2009), and 

others somewhere in between. 

The World Bank (2006) considers that significant proportions of timber production in 

South East Asia, Central Africa, South America and Russia are illegal.  
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The Bank estimates the following proportions of illegal harvest to total harvest. 

 Russia — 50 per cent of far eastern production 

 Southeast Asia: 

–  Cambodia — 90 per cent 

–  Indonesia — 70 to 80 per cent 

– Lao PDR — 45 per cent 

– Malaysia — 35 per cent 

– Thailand — 40 per cent 

– Vietnam — 20 to 40 per cent 

 Papua New Guinea — 70 per cent 

 South America — over 40 per cent 

 Africa — on average over 50 per cent. 

In addition to the issue of illegal logging and trade associated with producer  

countries, there is also the issue of ‘transhipment ‘of illegal product via secondary 

countries to timber processing countries (or third countries), which then export 

finished products that may be sourced from illegal operations to consumer countries. 

With large exporting countries such as India and China, which are heavily reliant on 

timber imports for processing and manufacturing, there is potential for significant 

quantities of illegally sourced timber from transhipment. 

 

Questions 

 Are these estimates credible? 

 Are there better estimates? 

 How could we better estimate the extent of illegal logging and associated trade? 

 How important is the issue of ‘transhipment’ of illegal timber and the export of illegally 

sourced products from third countries in the global timber supply chain? 

 What is the extent and nature of illegal logging occurring in Australia? 

 

Many of the estimates of illegal logging are constructed using subjective assessments 

of overall governance in that country to then infer some level of illegality: the 

resulting proportion is then applied to all of the country’s timber harvest (Curtin 

2007). Brack (2007) asserts that half of the logging occurring in countries judged to be 

at ‘high risk’ of illegal logging is actually illegal. Brack further estimates that illegal 

logging accounts for about 10 per cent of the total timber trade, or around 

US$15 billion per year.  

In Australia, around 10 per cent of sawn wood imports are estimated to come from 

Brack’s ‘high risk’ countries (notably Indonesia and Malaysia). The value of those 

imports in 2007–08 was $74 million (ABARE 2009).  
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According to Jaakko Poyry (2005), around 9 percent of Australian imports of forest 

products and wooden furniture are considered illegal. Those imports were valued to 

be around $452 million. It was estimated that 22 percent of wooden furniture could 

potentially be illegal. Similarly, other suspicious products refer to 14 per cent of 

miscellaneous forest products (such as doors and mouldings), 11 percent of wood 

based panels and 8 percent of sawn wood.   

There are a number of problems in estimating illegally sourced timber and wood 

products, which reflect the obvious problem with observing timber movements, be 

they legal or illegal. Notwithstanding these concerns, the weight of evidence points 

to some illegal logging occurring in many countries. 

 

Question 

 Are there good reasons to believe illegally logged imports may be larger or smaller 

than indicated by Jaako Poyry? 

 

Objectives and outcomes: policy rationale 

The motivation for the proposed policy stems from the proposition that illegal 

logging and resulting trade is a significant global problem causing environmental, 

social and economic damage (ALP election commitment 2007). The government’s 

overall objective is to reduce these problems and the desired outcome is to reduce the 

volume of illegal logging that gives rise to such problems. The initiatives identified to 

achieve the objectives and outcomes involve: 

 identifying illegally logged timber and restricting its import into Australia; and 

 requiring disclosure at point of sale of species, country of origin and any 

certification to make it more difficult to import and sell illegally logged timber 

products in Australia. 

Importantly, it is intended that these elements will complement other initiatives — 

such as strengthening enforcement of compliance with forestry laws in source 

countries through capacity building, and working with industry to develop and 

support certification schemes for timber products sold in Australia. 

Assumptions underlying the policy rationale would appear to be: 

 forestry laws are difficult to enforce in many countries, but, were they better 

enforced, there is a greater probability of better forest practices being achieved — 

this assumes in turn that: 

– forestry laws in source countries adequately reflect the collective will of the 

population of the country, 

– forestry laws are based on good forest management practices, aimed at 

balancing social, economic and environmental benefits of forestry, 
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– forestry laws vary between countries depending on the weightings they attach 

to economic, environmental and social objectives, and 

– legal forestry may cause less environmental, social and economic damage than 

illegal logging — that is, legal logging is good, illegal logging is bad; 

 Australia can act unilaterally and bilaterally to help other countries enforce their 

own laws — at least some countries acknowledge they are not enforcing their 

laws well now and want help to enforce them better; 

 capacity building alone will not be enough to ensure enforcement, so restriction of 

imports is needed to provide additional incentive to reduce illegal logging; 

 ‘illegal’ and ‘legality’ can be defined and monitored in a practical sense; 

 restricting imports will change behaviour in source countries and will be effective 

in reducing output of illegal logs and damaging forestry practices — it will not 

simply lead to diversion of trade between and among countries; 

 although a small importer, Australia can be effective by acting unilaterally in 

influencing direct action by producer and consumer countries; 

 Australia can unilaterally restrict imports in a World Trade Organization (WTO) 

consistent manner and can impose the same restrictions on domestic illegal 

logging as on imports; and 

 the environmental, social and economic benefits that Australian residents will 

derive from reducing (to some extent) illegal logging in other countries will 

exceed the costs to Australian consumers of sourcing more expensive timber from 

legal sources and the costs of compliance and enforcement. 

 

Questions 

 Which assumptions underlying the policy rationale need closest scrutiny? 

 Are there other assumptions underlying the policy rationale? 

 Are the objectives and outcomes appropriately depicted here? 

 Which of the five elements of the proposed policy and objectives are likely to be most 

effective in contributing to the objectives and outcomes? 

 Are there examples where Australia has been effective in helping another country 

enforce its laws? 

 Are there lessons to be learnt from other Australian attempts to prohibit behaviour that 

is linked to the breach of laws in other countries? 

 What processes are in place to prevent illegal logging in Australia and how effective 

are they? 

 If Australia restricts imports of illegal timber, will this cause trading partners to 

retaliate with restrictions on Australian exports? 

 What practical aspects of the policy need to be further defined? 
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Rationale for forestry laws and incentives for illegality 

Forests offer a wide range of products and economic, environmental and social 

benefits and services. Often these benefits (such as those arising from biodiversity) 

are provided simultaneously to many users. Forests also play a key role in the 

livelihood of poor people and benefits may be spread across a number of 

overlapping generations. Forests are a resource that is physically large, contiguous, 

dense and often difficult to access and traverse. The result is that it is often too 

difficult or costly to exclude all users from accessing the forest at all times. These 

characteristics mean that forests can have characteristics of what economists call 

public goods.  These characteristics mean that forests can be vulnerable to overuse, 

exploitation and unsustainable practices.  

Optimising the use of public goods creates particular challenges and, in most 

countries, governments or other authorities intervene to try to overcome these 

challenges. Typically, they do so by defining and specifying a set of property rights 

for each group of users and beneficiaries of forests. These will vary between 

countries depending on the weightings they attach to economic, environmental and 

social objectives. Property rights will typically be enshrined in laws. It appears that in 

some countries the rights to harvest forest resources created by forestry laws do not 

always create incentives for sustainable behaviour by right holders. 

 

Questions 

 What are the strengths and weaknesses of the forestry laws of Australia’s trading 

partners, including those in the Asia Pacific region, and to what extent do they promote 

favourable environmental, social and economic outcomes? 

 What aspects of forest law enforcement and governance need to be addressed to 

promote legal and sustainable forest management? 

 

Problems with enforcing property rights 

Enforcement of laws may not be easy. Even with an effective allocation of property 

rights, forests will still be a common resource and it will still be difficult for the 

property rights holders to monitor and sometimes exclude potential beneficiaries. In 

practice, forestry regulation and enforcement capacity varies from country to country 

and developed countries tend to exhibit stronger enforcement of property rights 

compared to developing countries. Much of the analysis points to problems with the 

enforcement of existing laws in producer countries — in particular, that governance 

failures and corruption have: 

 weakened the capacity and willingness to enforce laws;  

 weakened political and legal frameworks; 

 resulted in people having their legitimate property rights removed or diminished, 

especially if they are poor and vulnerable; 
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 led to illegal logging of timber by state actions; and 

 led to governments having insufficient information and undertaking insufficient 

monitoring of the state of forests. 

It has to be recognised, however, that some of the problems of corruption and 

illegality arise because the legal framework adopted by some countries is inherently 

inconsistent with the accepted standards and behaviour of governments and the 

people they govern. As some commentators have pointed out, regulations 

surrounding legal logging are sometimes so burdensome that it is only with corrupt 

practices that logging can actually occur (Brack 2007). In some countries, more 

sustainable logging practices may be achieved through illegal subsistence 

approaches (such as under customary law), which limit forest use through the 

legally-sanctioned harvesting of forests that do not comply with forestry codes of 

practice or forest management plans. Brack (2007) notes that: 

In some countries, it may be difficult even to decide what is illegal; in others, the definition 

may depend on administrative fiat, or be easily changed by local or national governments 

seeking to maximize revenue. Even where the law is adequate, the compliance costs may 

be so high in terms of time or money that legal operations become uneconomic, 

particularly for small operators. 

 

Questions 

 How should legal or ‘legality’ be defined in relation to the harvesting of timber? 

 What is a practical definition — one that can be complied with and enforced? 

 Should a broad concept of legality be used that incorporates adherence to laws that are 

not unique to forestry, such as labour laws?  

 To what extent can ‘legality’ be used as a proxy for good forestry practices? 

 Should the policy target all so-called ‘illegally’ logged timber or only that confirmed as 

truly damaging? 

 

Alternative options 

The OBPR requires a RIS to consider viable regulatory and non-regulatory policy 

options for addressing the problem. A range of viable alternatives exist from self-

regulation through to black letter law. 

Self-regulation 

Self-regulation is generally characterised by industry formulating rules and codes of 

conduct, with industry solely responsible for enforcement. In most cases, self-

regulation should be one of the first options considered within the RIS framework 

when the problem is not a major concern, the problem has low impact or 

significance, or there are incentives for individuals and groups to comply with this 

type of arrangement. 
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Quasi-regulation 

Quasi-regulation includes a wide range of rules or arrangements where governments 

influence businesses to comply, but which do not form part of explicit government 

regulation. Some examples of quasi-regulation include industry codes of practice 

developed with government involvement, guidance notes, industry–government 

agreements and accreditation schemes. 

Co-regulation 

Co-regulation typically refers to the situation where industry develops and 

administers its own arrangements, but government provides legislative backing to 

enable the arrangements to be enforced. This is known as the ‘underpinning’ of 

codes, standards and so on. Sometimes legislation sets out mandatory government 

standards, but provides that compliance with an industry code can be deemed to 

comply with those standards. Legislation may also provide for government-imposed 

arrangements in the event that industry does not meet its own arrangements. 

Explicit government regulation or ‘black letter law’ 

Explicit government regulation — sometimes referred to as black letter law —

comprises primary and subordinate legislation. It is the most commonly used form of 

regulation.  

While it can have a number of advantages when compared with other forms of 

regulation, there are also several important disadvantages associated with its use. 

The main advantages relate to its certainty and effectiveness because of the 

availability of legal sanctions. The potential drawbacks include that it may be 

standardised and inflexible; take significant time to make or amend; not be suitable 

for influencing the quality of complex services; be perceived to be difficult to 

understand (affecting compliance); have higher government budgetary costs and 

compliance costs (where it does not reflect accepted commercial practices); and 

provide poor access for those without means to pursue their legal rights (because of 

justice system costs and delays).  

Other variations 

A combination of the approaches above may be possible. Another important 

consideration might be wether Australia acts unilaterally, plurilaterally or 

multilaterally. Acting multilaterally may increase effectiveness but typically 

multilateral agreements can be hard to reach.  
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Policy to restrict illegal logging 

Potentially, for a policy to meet the government’s proposal to combat illegal logging, 

the scope and instruments needed may vary widely. The following charts indicate 

some of the options relating to policy elements 3 and 4 of the election commitment. 

1 Options relating to element 3: Identify illegally logged timber and restrict its 
import into Australia 
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Source: TheCIE. 

2 Options for element 4: Disclosure at point of sale of species, country of origin 
and any certification  
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Data source: TheCIE.  

The exact form of the policy has not been finalised but it could potentially include 

features of existing policies such as those being established in the United States and 

the European Community. Each takes a quite different approach.  
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The US Lacey Act: black letter law approach  

The US policy requires importers to declare country of origin, type of species and 

value of timber imports for each shipment. Although it does not prescribe a due 

diligence process to establish proof of legality, it creates strong incentives for 

importers to establish such processes as penalties are hefty. This requires them to 

have significant knowledge of their supply chains, documentary evidence of proof of 

legality, and due diligence systems and supply chains that are highly trustworthy. 

However, to prosecute, government must obtain sufficient evidence of illegality. The 

Lacey Act establishes that: 

… it is unlawful to perform any transaction with plants in violation of national, indigenous 

or foreign laws that protect plants. It is also against the law to provide false documents on 

those plants.  

Because the Lacey Act is a fact-based statute rather than a document-based statute, 

legality of the product is not 100 per cent guaranteed with document collected as part 

of normal due diligence processes. Costs of investigating legal fact are likely to be 

high and conclusions on illegality would still be based on proof beyond reasonable 

doubt. The Act does not tell companies how to avoid violating the law, so they may 

be encouraged to take very conservative (and therefore costly) approaches to avoid 

importing any illegal product. This may be particularly so for large companies with 

brand names to protect. 

It might be argued, however, that such an approach sends clear (punitive) messages 

to the market dissuading importation of illegal timber products. That said, US 

furniture importers have publicly discussed their difficulties to report all suppliers’ 

country of origin and species of their products. Ikea, for example, outlines the 

extensive costs for them and for the government departments of managing and 

verifying thousands of records. 

EU due diligence approach 

The EU has for some time been exploring options for taking additional measures (on 

top of its program of negotiating Voluntary Partnership Agreements (VPA) with 

source countries) to prevent importation or marketing illegally harvested timber or 

products derived from such timber. It has assessed a range of initiatives, including 

extending the VPA approach to high risk countries, voluntary initiatives, border 

measures and legislation to prohibit trading and possession of illegal timber 

regardless of the source, and a Lacey Act variant requiring that only legally logged 

timber and products can be placed on the market.  

It now appears that the European Commission is considering an additional measure 

by requiring firms to exercise due diligence to ensure that they are not trading in 

illegally logged timber. This policy approach might be characterised as a ‘white letter 

law’ approach. The onus is less on proof that timber and products being placed on the 
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market have not involved illegal logging, as on proof that due diligence has been 

conducted. Penalties as yet are undefined. Documentation is not required at point of 

importation, but a system of risk-based targeted audits will be undertaken to check 

legality. The frequency and probability of audits has yet to be established. Auditing 

will be up to each member state, which could lead to inconsistencies in application and 

enforcement. Under the EU approach, the definition of legality is all-encompassing 

relating to, for example, compliance with any law in the country of origin. This could, 

for instance, include labour laws and the payment of export duties, rather than simply 

targeting legal right to harvest and forest management laws. 

All operators will be required to provide information on their products, source and 

to whom they supply. Specifically, descriptions of the product, country of origin and 

proof of legality will be assumed to be part of the information operators will collect 

when implementing their due diligence systems.     

The regulation covers almost all timber and timber products and all suppliers, 

although more rigorous measures are required to be taken by importers when 

supplier countries are considered to be high-risk for illegal harvesting practices.  

Implementing a due diligence system will be enough for operators to comply with 

the regulation requirements, even if the system itself is limited. In that way, 

operators have certainty about the rules of the game, but illegal product may still 

enter the EU market.  

The EU is in the process of establishing bilateral voluntary agreements with 

producing countries, which may assist with the due diligence process. It would 

potentially involve a licensing scheme to help prove legality and possibly 

sustainability. It would help facilitate verification through any due diligence process. 

The voluntary agreements are designed to establish a license scheme agreed between 

parties to verify legality of timber. The first bilateral partnership agreement was 

signed in September 2008 with Ghana. Other agreements have proved difficult to 

establish to date. Targeted countries are Central Africa, Russia and others in Tropical 

South America and South East Asia. The EU also has capacity building initiatives to 

assist partner countries implement and enforce forest laws.  
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Questions on policy approaches 

 How effective might it be for Australia to develop self-, quasi- and co-regulatory 

approaches and what might be the advantages and disadvantages of each? 

 What advantages/disadvantages would there be to Australia developing a ‘black letter 

law’ approach? 

 What advantages/disadvantages would there be to Australia developing a due 

diligence based approach to illegal logging similar to the EU? 

 Should Australia develop a different approach? 

 Can Australia operate effectively on a unilateral basis? 

 Which products should Australia target? 

 Should and can Australia target particular countries? 

 Should compliance be checked at point of sale or customs point? 

 What sort of penalties would need to be established to discourage illegal imports? 

 Which countries are of major interest for Australia to work with? 

 For processors, what is the proportion of mixed product used in processing and where 

does it come from? 

 Are there any estimates of the cost of establishing and operating legality verification 

and/or forest certification schemes in source countries? 

 

Benefit–cost analysis (BCA) 

The proposed policy, were it to be implemented, would potentially restrict imports 

of illegally logged timber and wood products into Australia. This is likely to impose 

direct costs on Australian consumers, compliance and other costs on business, and 

enforcement and activity costs on governments. The benefits are potentially those 

that might arise in log exporting nations relating to a reduction in environmental, 

social and economic damage from a reduction in illegal activity. Some of these 

benefits may accrue to Australia directly, and others accrue indirectly. The policy 

potentially has trade diverting and restricting outcomes, domestic price, 

consumption and production impacts, and economic, social and environmental 

outcomes in the log exporting countries. Moreover, trade restrictions might have 

WTO and ‘retaliatory’ implications. 

Trade 

Were Australia to successfully restrict the importation of illegally sourced timber and 

wood products from the Asia Pacific region, a number of things could happen. 

 Exporting countries could switch to supplying Australia with legal timber and 

export illegal timber to other countries. This could displace legal timber in other 

markets, forcing countries to supply additional legal timber to Australia. The 

price of imports to Australia would also be expected to rise if all illegal imports 

were restricted.  
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 Other producer countries such as New Zealand, the United States and the 

European Union, may also increase exports of legal timber to Australia.  

 With higher domestic timber prices, there may be an incentive for Australian 

timber producers to produce more, although their costs of compliance and proof 

of legality would also rise. Australian exports of timber products might be 

expected to decline as Australian timber producers divert product to the domestic 

market in response to higher prices.  

 The net result could be a diversion of illegal timber products away from Australia 

to other countries and a diversion of legal timber from those countries to 

Australia. Australian consumers may end up paying more for their timber 

products. Australian taxpayers could pay more to fund enforcement and other 

activities of government, and importers could pay more in compliance costs, as 

might Australian timber producers.  

 To the extent that the costs of trade diversion might impact on illegal timber 

producers, the production of illegal timber might decline and the production of 

legal timber may increase in source countries.  

The extent of trade diversion and overall impact on reducing illegal logging will 

depend on: 

  the ability of timber products to substitute for each other, whether in trade or in 

production processes; and 

 restrictions placed on illegal imports by other countries. 

 

Questions on trade 

 To what extent can various countries’ timber products be substituted for each other in 

trade? 

 How stable are trade flows from year to year? 

 Does Australia have several source countries for the same types of timber? 

 Which country is Australia most likely to expand imports from? 

 What scope does Australia have to divert production away from exports to the 

domestic market? 

 Technically, how substitutable is one type of timber for another in building, furniture 

making, packaging and paper production? 

 To what extent can tropical timber products substitute for non-tropical timber 

products? 

 Which countries are likely to oppose Australia’s restrictions on illegal imports? 

 Are any of those countries likely to retaliate by restricting Australian exports? 

 

Enforcement and compliance cost 

Estimation of compliance and enforcement costs have been conducted on proposed 

EU policies on illegal logging (INDUFOR 2008). As might be expected, they show 
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that compliance and enforcement costs depend on the nature of the policy. For a 

policy requiring considerable amounts of due diligence to prove legality, similar in 

some regards to the proposed US and EU policies reviewed in the previous section, 

they estimate costs averaging around half a per cent of the cost of logs, but rising to 

around 5 per cent for small businesses. Most of the cost, 81 per cent, is incurred by 

domestic companies and 17 per cent by companies in source countries. Compliance 

costs to industry are the main proportion of the total cost, with enforcement costs to 

government at only about 2 per cent. Costs to government are low because there are 

no border measures, only targeted inspection rates, which are set low at 1 per cent. It 

does not seem that the estimates take account of the cost of prosecuting and 

defending actions taken by the authorities against alleged breaches of laws. These 

could be considerable. 

 

Questions on compliance and enforcement 

 How realistic are the INDUFOR estimates of compliance and enforcement costs? 

 How much would it cost to put in place a due diligence system in Australia? 

 How would the costs of such a system vary between logs, timber, timber products, 

packaging and paper? 

 Do Australian importers already have due diligence/trace back systems in place and, if 

so, how would these need to change to be suitable for a mandatory based system 

restricting imports? 

 If they do exist, what do they cost? 

 Were a due diligence system put in place, what rate of inspection should be conducted? 

 What advantages might there be in operating a border/customs inspection process and 

how much might this cost relative to a process of targeted or random inspections? 

 To what extent might capacity building, through a system of voluntary agreements 

with source countries to establish legality verification and forest certification schemes, 

help reduce costs to Australian firms of establishing and running due diligence 

schemes? 

 Which Australian Government agencies might be required to take on additional 

functions or responsibilities to enforce the illegal logging policy, and what costs might 

be entailed? 

 

Effectiveness 

Benefits and costs will depend on the effectiveness of the policy at two levels: 

 the influence the policy has in reducing importation of illegal timber and, 

therefore, in raising costs in Australia; and 

 the influence reduced imports ultimately have on reducing illegal logging and 

associated environmental, social and economic damage. 

It is conceivable that Australia could be highly effective at reducing imports but do 

little to reduce illegal logging. It is also conceivable that Australia could be effective 

in reducing illegal logging, but not achieve any positive environmental, social or 
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economic outcomes. Indeed, it may be possible to emphasise negative 

environmental, social and economic outcomes if bad laws exist in particular 

countries. 

 

Questions on effectiveness 

 How certain can Australia be that, if it implements a policy on import restrictions, it 

will stop imports of illegal timber products? 

 How certain can Australia be that, if it is successful in restricting suspected imports of 

illegal timber and wood products, it will achieve positive environmental, social and 

economic outcomes? 

 What probability is there that Australia will end up restricting legally and sustainably 

logged timbers? 

 How effective can Australia expect to be, if acting unilaterally, given it is such a small 

player in the world market and the scope there is for trade diversion? 

 How much more effective might Australia expect to be were it to act multilaterally? 

 What chance would a multilateral policy on illegal logging have of being established 

and how long might it take – witness the Doha Trade Round and Kyoto? 

 What could Australia do to bolster the effectiveness of its policy approach? 

 To what extent might capacity building and other initiatives of the government bolster 

effectiveness of its policy approach? 

 What is the likely relationship between improvements in enforcement effort and 

effectiveness of the policy approach? 

 

Environmental, social and financial 

Expected benefits of the policy relate to reducing environmental, social and economic 

damage. The most acknowledged impact of illegal logging refers to deforestation and 

forest degradation. The effect of loss of forest cover on soil, water sources, 

ecosystems and climate are often cited in international forums. To a lesser extent, 

revenue losses for legal producers and governments are cited as problems.  

Some less tangible social consequences are also identified such as the effects on 

forest-dependent communities deprived of their traditions and livelihood. In some 

countries, funding of armed conflicts has been associated with illegal logging 

activities. Economic, social and environmental impacts of illegal harvesting practices 

are summarised in the table below.  

Environmental costs 

As climate change and other environmental issues have gained more global 

recognition, various studies have tried to evaluate greenhouse gas emissions, 

biodiversity losses and soil and water degradation. Establishing the impact that 

illegal logging has on these requires assessing a number of considerations. The 
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diagrams below set out some of these considerations for carbon emissions and 

biodiversity. 

One important issue is to get a sense of how much of the environmental costs are 

attributable to Australian importation of illegal timber (and how much of these costs 

might be reduced by Australian action to reduce such imports). The following charts 

illustrate how this might be estimated: they also illustrate that such costs may be 

generated by legal logging and activities in Australia as well as countries from which 

Australia imports timber and timber products. 

3 How to assess environmental cost of carbon emissions from illegal logging 

 

Manufacturing 

Agriculture 

Transport 

Other 

Electricity 

Deforestation 

LOGGING 

(NO REPLANTING) 

LEGAL 

LOGGING 

ILLEGAL 

LOGGING 

EXPORTS OF ILLEGAL 

TIMBER PRODUCTS 

 

AUSTRALIAN IMPORTS 

OF ILLEGAL PRODUCTS 

LAND USE 

CHANGE 

DEFORESTATION 
b

 

GLOBAL CARBON EMISSION 
a 

US$900 billion ï 39 100Mt
 ï 

Year 2005 

 
a Total volume and value of carbon emissions was taken from Commonwealth of Australia, 2008. Australia's Low Pollution 

Future. The Economics of Climate Change Mitigation. 
b It is assumed that forestry which implies replanting (and therefore is not regarded as deforestation) is carbon 

neutral.  

Data source: TheCIE. 
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4 How to assess environmental costs of biodiversity loss from illegal logging 

  

Climate 
change 

Urbanisation 

LEGAL 

LOGGING 

ILLEGAL 

LOGGING EXPORTS OF 

ILLEGAL TIMBER 

PRODUCTS AUSTRALIAN 

IMPORTS 

OF ILLEGAL 

PRODUCTS 

LAND 

CONVERSION TO 

CROPPING 

BIODIVERSITY LOSS FOR LAND 

BASED ECOSYSTEMS 
a 

ú 545 billion ïCumulative 2000-2010 

Pollution 

Introduction 
of non-native 
 species 

LOGGING  

    (NO REPLANTING) 

DEFORESTATION 

GRAZING 

FORESTRY 

           (REPLANTING) 

 
a Total value of biodiversity loss in land-based ecosystems was taken from The Case of Policy Inaction. The case of not 

meeting the 2010 biodiversity target, European Commission, May 2008. 

Data source: TheCIE. 

 

Questions on environmental benefits 

 How does the benefit from carbon emission reduction from reduced illegal logging 

compare with the benefits that Australians can expect from other initiatives to reduce 

emissions? For instance, were Australia’s Carbon Pollution Reduction Scheme expected 

to deliver benefits worth 100 points, relatively what would reductions in illegal logging 

due to Australia’s initiative deliver?  

 What is the value to Australians of achieving other environmental (biodiversity) 

benefits abroad? 

 Australians place existence or amenity value on environmental resources within 

Australia and tend to value those resources close to them most highly. What might be 

the existence and amenity value of preserving environmental resources abroad? 

 Were Australians to value preserving the Great Barrier Reef at, say, 100, relatively, 

what value would be placed on Australia’s effort to reduce the environmental impacts 

by preventing illegal logging? Put another way, let’s say if Australians had $100 million 

to spend on preserving Australian environmental resources or preventing 

environmental damage caused by illegal logging in foreign countries, how much might 

they allocate to each? 

 

Social costs 

Deforestation can potentially displace forest dependent communities from their 

livelihoods, cultural identity and spiritual values. 
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According to the World Bank, 350 million people live in or near tropical forest areas 

and rely on its products for daily living and about 60 million indigenous people are 

fully dependent on forests for their livelihoods. 

Quantifying social costs from imports of illegally logged timber will depend on the 

degree to which enforcing legal compliance in producer countries will impact on 

traditional forest-dependent communities involved in logging the forest, for 

example, under customary law. Costs may range from loss of income or livelihood, 

to partial or total loss of community through displacement.  

 

Questions on social benefits 

 What is the value to Australians of reducing the social costs of illegal logging abroad? 

 Australians provide aid to foreign countries. Were we to say Australians provided $1 

billion on aid to reduce social problems abroad, what proportion of that money would 

they be prepared to spend on social problems created by illegal logging? 

 

Financial costs 

The OECD states that illegal logging in developing countries causes losses in assets 

and revenues in excess of US$10 billion per year; and the World Bank estimates that 

a loss of US$5 billion per year occurs from tax and royalties evasion from illegal 

logging activities. Moreover, legal producers find it costly to compete and have lower 

sales. Seneca Creek Associates (2004) estimated a depression of 19 per cent for round 

wood, 7 per cent for sawn wood and 16 per cent for wood panels compared to global 

prices. 

Another study, Turner et al (2007), estimated an increase of between 1 and 3 per cent 

in world wood products prices in 2010 if illegal product were eliminated. 

Another financial cost of logging, legal and illegal, to be assessed should be the loss 

of supplies from forests such as food, construction materials, medicines, wood fuel 

and shelter. The FAO (2005b) has valued non-wood forest products at US$4.7 billion 

per year. 

  

Questions on financial costs 

 To what extent do the financial costs differ from the true economic costs or simply 

transfers of wealth from producers to consumers, or from taxpayers to producers? 

 What impact on global prices might Australia expect to achieve from restricting illegal 

imports? 

 



   PROPOSED NEW POLICY ON ILLEGALLY LOGGED TIMBER 23 

 

  www.TheCIE.com.au  

References 

ABARE, 2009, http://www.abareconomics.com/publications_html/data/data/data.html#, 

accessed on 22 January 2009.  

American Forest and Paper Association, 2009, ‘Policy Issues – Illegal Logging’, AFPA, 

http://www.afandpa.org accessed on 20 January 2009. 

Australian Government 2007, Best Practice Regulation Handbook, Office of Best Practice 

Regulation (OBPR), Canberra. 

Brack, D. 2007, Illegal Logging, Briefing Paper, Energy, Environment and Development 

Programme EEDP/LOG BP 07/01, Chathman House, London. 

Brack, D. 2008, Due diligence in the EU timber market, Chatham House, London. 

Commonwealth of Australia, 2008. Australia's Low Pollution Future. The Economics of 

Climate Change Mitigation. 

EUROPA 2008, FLEGT/FLEG, European Commission, http://ec.europa.eu/environment/ 

forests/flegt.htm, accessed on 8 December 2008. 

ðð 2008, Forests, European Commission, http://ec.europa.eu/environment/forests/ 

illegal_logging.htm, accessed on 8 December 2008. 

European Commission, 2008. The Case of Policy Inaction. The case of not meeting the 2010 

biodiversity target, May. 

European Parliament 2008a, Draft Report on the Proposal for a Regulation of the European 

Parliament and of the Council laying down the obligations of operators who place timber and timber 

products on the market, (COM (2008)0644 – C6-0373/2008-2008/0198(COD), Committee on 

the Environment, Public Health and Food Safety. 

ðð 2008b, Accompanying Document to the Proposal for a Regulation of the European Parliament 

and of the Council determining the obligations of operators who place timber and timber products 

on the market, Impact Assessment. 

Greenpeace, 2009, ‘Deforestation – understanding the problem’, 

http://www.greenpeace.org/australia/issues/deforestation/overview accessed 20 

January 2009.  

Gregg, J. and Porges, A. 2008, Amendment to the US Lacey Act: Implications for Exporters of 

Indonesian Forest Products, Forest Trends and Sidley Austin LLP, October 2008. 

IKEA Wholesale Inc. 2008, ‘Written comments on implementation of revised Lacey Act 

provisions docket number APHIS-2008-0119’, comments to the Regulatory Analysis and 

Development of the US PPD-APHIS, 5 December 2008, http://www.regulations.gov/ 

fdmspublic/component/main?main=DocumentDetail&o=09000064807ced73, accessed on 

18 February 2009. 

http://www.abareconomics.com/publications_html/data/data/data.html
http://www.afandpa.org/
http://ec.europa.eu/environment/%0bforests/flegt.htm
http://ec.europa.eu/environment/%0bforests/flegt.htm
http://ec.europa.eu/environment/forests/%0billegal_logging.htm
http://ec.europa.eu/environment/forests/%0billegal_logging.htm
http://www.greenpeace.org/australia/issues/deforestation/overview
http://www.regulations.gov/fdmspublic/component/main?main=DocumentDetail&o=09000064807ced73
http://www.regulations.gov/fdmspublic/component/main?main=DocumentDetail&o=09000064807ced73


 24 PROPOSED NEW POLICY ON ILLEGALLY LOGGED TIMBER 

 

 www.TheCIE.com.au 

Indufor 2008, Assessment of the Impact of Potential Further Measures to Prevent the Importation or 

Placing on the Market of Illegal Harvested Timber or Products Derived from Such Timber, 

Helsinki. 

Jaakoo Poyry Consulting, 2005. Overview of Illegal Logging. Prepared for the Australian 

Government Department of Agriculture, Fisheries and Forestry, September. 

Office of the Federal Register, United States of America 2009, ‘Notices’, Federal Register, vol. 74, 

no. 21, February, pp. 5911–5913. 

Seneca Creek Associates, LLC and Wood Resources International, LLC 2004, òIllegaló Logging 

and Global Wood Markets: The Competitive Impacts on the U.S. Wood Products Industry, 

prepared for the American Forest and Paper Association, November, Maryland, US. 

The U.S. Office of the Environmental Investigations Agency (EIA) 2008, ‘The U.S. Lacey Act: 

Frequently asked questions about the world’s first ban on trade in illegal wood’, Version II, 

updated January 2009, http://www.eia-global.org/PDF/EIA_Lacey_FAQII.pdf, accessed 

5 February 2009. 

ðð 2007, No Questions Asked, www.eia-global.org, accessed 23 February 2009. 

Turner, J, Maplesden, F. and Johnson, S. 2007, ‘Measuring the impact of illegal logging’, ITTO 

Tropical Forest Update 17/3, pp.19–22. 

United States Department of Agriculture (USDA) Animal and Plant Health Inspections 

Service (APHIS) 2008, ‘Lacey Act amendment: implementation question and answers, 

September 2008’, http://www.aphis.usda.gov/plant_health/lacey_act/downloads/ 

Lacey_Act_Q&A.pdf, accessed 23 February 2009. 

World Bank/The International Bank for Reconstruction and Development 2006, Strengthening 

Forest Law Enforcement and Governance: Addressing a Systemic Constraint to Sustainable 

Development, Report No. 36638-GLB, August, Washington. 

 

http://www.eia-global.org/PDF/EIA_Lacey_FAQII.pdf
http://www.eia-global.org/
http://www.aphis.usda.gov/plant_health/lacey_act/downloads/%0bLacey_Act_Q&A.pdf
http://www.aphis.usda.gov/plant_health/lacey_act/downloads/%0bLacey_Act_Q&A.pdf

