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HOW CHINA CAN RISETO A GLOBAL
GOVERNANCE CHALLENGE

China's vast wood product manufacturing sector depends on raw
materials from overseas, but much of the timber it imports comes from
countries where corruption and weak rule of law is leading to high levels
of illegal logging: the majority of the top ten countries supplying tropical
timber to China are in the bottom quarter of global rankings on measures

of governance.

This briefing aims to illustrate how China’s exposure to high-risk timber
is damaging to its own and its trading partners’ long-term development,

and to provide recommendations for China to step up to this global

challenge.

In this briefing, Global Witness compiled
research from a wide range of sources that
documented widespread and worrying levels
of illegalities in countries from which China
sources over 80% of its tropical timber, as
well as in Russia, China’s largest timber
supplier globally.

Itillustrates that illegal logging is far from an
isolated environmental problem. Instead, it
is a global challenge that has direct
implications for our ability to fight climate
change and biodiversity loss, to promote
regional security, to uphold the rights and
sustain the livelihoods of often the poorest
populations, and to counter deep-rooted
corruption.

The mismanagement of forests is a classic
example of the “resource curse,” whereby
forests are turned into profit while many
forested countries fail to benefit or lift their
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populations out of poverty. Addressing
illegal logging and the related timber trade is
paramount in China’s pursuit of sustainable
development, especially in the developing
world.

Landowners walk across pile of felled logs, West
Sepik Province, Papua New Guinea. © Global

Witness.

China has already taken significant steps in
protecting its own forests, including
introducing a ban on commercial logging in
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its natural forests.! National plans are also
underway to defend and restore areas that
lie beyond the so-called ecological ‘red-lines’
- territories that are designated to be off-
limits for development.? China’s leadership
understands only too well how vital these
ecosystems are for the long-term sustainable
development of its country and citizens.

China’s increasingly important role in global
economic and environmental governance is
related to its increasing footprint overseas.

6‘ China will continue its responsible
leader role, by actively participating in
the reform and construction of the global
governance systems and by contributing

Chinese wisdom and strength.”
- Xi Jinping, President of China, Oct 2017.3

This briefing argues that it is in the country’s
own interest to develop strategy and policies
to manage and improve its overseas
footprint, and in particular to mitigate
negative social and environmental impacts
related to sourcing raw materials.

Lessons drawn from the timber sector
illustrate that it is not enough for China to
take care of its own forests whilst its wood
manufacturing sector consumes the world’s
forests without checks on legality or
sustainability. Chinais currently the largest
timber market in the world that does not
have a law prohibiting the import of illegal
timber.

Extending China’s green development
ambition abroad is a logical and beneficial
next step for the country, in order for it to
take on important leadership in global
economic and environmental governance.
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RECOMMENDATIONS:

Global Witness calls on China to:

© Develop national strategy and policies to
manage and improve its overseas footprint,
in particular to mitigate negative social and
environmental impacts related to sourcing
raw materials.

© Establish an official working group at a
Central Government level, in order to
formulate a national policy that addresses
illegal logging, illegal timber trade and
deforestation both in and outside China. This
working group should facilitate and
coordinate collaboration, and should include
officials overseeing forestry, environment,
trade, and development.

© Formulate mandatory measures to

require all timber importers to carry out due
diligence, to screen out timber produced in
violation of the laws of China and its source
countries.
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CHINA'S TOP 10 SUPPLIERS

Global Witness’s analysis shows that most of
the ten largest suppliers of tropical timber to
China, by country, are in the bottom quarter
of all countries on measures of governance
published by the World Bank (see page 4).*
Together, these ten countries supplied about
80% of China’s tropical timber imports in
2018.°

Research published in recent years from a
range of sources including timber legality
monitoring organisations, think tanks, and
other non-governmental organisations
indicates a widespread and worrying level of
illegalities in countries from which China
sources most of its tropical timber.

© Papua New Guinea’s forestry sector has
struggled to combat systemic and
common illegal activities for decades,

particularly when it comes to the
violation of indigenous communities’
land rights, logging in violation of permit
terms, and, most recently, the fraudulent
use of agricultural clearance permits to
access timber. 70% or more of the
country’s log exports from natural
forests reportedly may beillegal.

There is a high risk that timber from the
Solomon Islands, China’s second-largest
tropical timber supplier, is produced
illegally, whether through the
circumvention of laws requiring local
landowner consent to logging,
companies logging outside their
concession boundaries, companies
harvesting prohibited species, orin
protected areas.

The timber trade of the Solomon Islands
is also highly unsustainable: in 2017

CHINA'S TOP 10 TROPICAL TIMBER SUPPLIERS IN 2018

Percentile figure indicates how a country ranks out of all the countries assessed, 0 being the worst and 100 being the

highest. For example, for aspects related to Rule of Law, Papua New Guinea’s ranking of 21% means it’s worse than 79%

of the countries assessed.

Tropical timber supply by

Rule of Law (percentile)

Control of Corruption
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weight (ten thousand tonnes) (Percentile)
Papua New Guinea 17
Solomon Islands 60
Equatorial Guinea E 0
Cameroon 100 11
Gabon m 21
Mozambique m 19
Indonesia 48
Nigeria m 13
Republic of Congo 8
Source: Timber supply data from China Customs data analysed by Global Witness. Governance measures assessed @
by World Bank World Governance Indicators in 2017
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alone, the Solomon Islands exported
more than nineteen times a conservative
estimate of the country’s annual
sustainable limit.7®

Equatorial Guinea’s forests were for
years under the purview of Teodorin
Obiang, who in 2017 was found guilty of
embezzlement and laundering the
proceeds of corruption by the French
courts, and sentenced to three years’
imprisonment in absentia.’

While he was Minister of Agriculture and
Forestry, Obiang reportedly received
bribes of about US$26 per log from
logging companies in order to allow their
export.’? He is currently the country’s
First Vice President.

Equatorial Guinea has had a log export
ban since 2008, but after a temporary
drop in exports, they have rebounded: in
2018, it exported 1.1 million m* logs to
China apparently in violation of the
ban'll 12

Alogging road in East New Britain, Papua
New Guinea. The country’s forestry sector
has struggled to combat systemic and
common illegal activities for decades.

© Global Witness

As of 2013, expert estimates suggested
that 33% of Cameroon’s log production
was illegal, including practices such as
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illegal logging by the holders of logging
permits and unauthorized loggers,
exporting logs illegally, and corrupt acts
by officials in the police, judiciary, and
forestry department.®

The country ratified a Voluntary
Partnership Agreement (VPA), intended
to improve forest governance and
promote the trade in legal timber, with
the EU in 2011. Although some progress
has been made toward its VPA goals, the
rising influence of markets that place
little or no importance on legality acts as
a barrier to full implementation.* The
European Timber Regulation Monitoring
Organisation, NEPCon has identified
significant risks related to corruption and
forest managementin Cameroon.*

Between 2014-2018 Gabon exported
30,000 m®logs to China, allin apparent
violation of its log export ban.* Its
sawnwood exports also carry the risk of
being produced illegally.*

NEPCon has identified risks relating to
corruption in the granting of concessions
and permits, and in companies’ frequent
disregard for required management
plans, amongst a host of other risks. It
gave Gabon the lowest score in its 2017
timber legality assessment.'*Voluntary
guidelines related to legal logging and
sustainable operations are also
reportedly ignored.

In an undercover investigation carried
out by the NGO Environmental
Investigation Agency (EIA), it was claimed
that eight out of twelve executive
managers of Chinese logging companies
operating in Gabon, representing 80% of
the Chinese-operated forest concessions

LESSONS FROM CHINA’S GLOBAL FOREST FOOTPRINT APRIL 2019



there, were either unaware of these
guidelines or confessed that they did not
intend to comply with them.®

A 2014 report claimed that between
2007-2014, an average of 81% of all
logging in Mozambique was illegal.° In
2013 alone, some 48% of Mozambican
exports to China were smuggled out of
the country, some of them by Chinese
companies.? In 2017, Mozambique
banned the export of logs, but this law is
repeatedly violated: in 2018, despite the
log export ban, the country exported
700,000 m* logs to China.?2 %

Indonesia is a VPA signatory as well, and
began exporting verified-legal timber
products to the EU under this agreement
in 2016.% This development and other
improvements in forest governance at
the national level have likely resultedin a
decline in overallillegal logging rates,
which were estimated at 40% of
productionin a 2013 survey.?

But timber produced illegally through
forest clearing for palm oil plantations
has been reported to have been
nevertheless certified legal under the
VPA system.” Investigations have
suggested that illegal loggers launder
wood through licensed sawmills.?” One
company was alleged to have obtained
legal certification for its timber despite
its operations being based on illegally-
issued permits.?

Illegal exports of protected rosewood
species from Nigeria to China exploded
in 2016-2017. Over 1.4 million logs of a
single, highly-valued type were cutin
violation of the Convention on
International Trade in Endangered
Species (CITES), and exported using
permits that were reportedly linked to
massive corruption.?

As aresult, in 2018—a year when Nigeria
was the largest seller of rosewood to

CHINA'S TOP 10 TROPICAL TIMBER SUPPLIERS IN 2018
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Source: Timber supply information based on China Customs data analysed by Global Witness @
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China globally—the Convention China’s imports from the country in that

Secretariat suspended the country’s time period were illegal.* ROC is working
commercial trade in this species.® 3 Prior toward establishing a timber legality

to the abrupt growth in rosewood assurance system under its VPA with the
exports, in 2013, an experts group EU.%

estimated the prevalence of illegal
logging in Nigeria to be 51%.*

© Malaysia began negotiations toward a
VPA in 2007, but its progress has stalled
amidst opposition from timber industry
in the state of Sarawak.® In 2013, an
assessment estimated overall (country-
wide) rates of illegal logging in Malaysia
to be 13%.* This figure masks high rates
of illegality including alleged grand
corruption, tax evasion, and the violation
of indigenous rights in the state of

Landowner walking to Kanduanum log loading
site on Sepik River, Papua New Guinea. © Global

Sarawak, in particular.® Witness

NEPCon gave Sarawak the lowest score

S onsavesak | RISKS ELSEWHERE

in its timber legality assessment in 2018,

describing a high risk of corruption China’s forest sector’s exposure to risks and
related to the granting of concessions, illegality is not limited to the above ten
inc[uding those that force indigenous countries. There are also serious concerns
people off their land; the issuance of about illegality in other countries where a
permits; and risk of bribery and tax significant share of the timber is destined for
evasion by logging companies.** NEPCon China.

identified fewer laws at risk of being
broken in Sabah state, indicating that
national averages of illegality risk may
mask major differences between

In 2018, Global Witness uncovered how the
largest logging operator in the Democratic
Republic of Congo (DRC) was operating
illegally on 90% of its sites* “ and in 2019,

jurisdictions.®” ] .
Global Witness revealed serious concerns

© As much as 70% of logging in Republic of related to the legality of the logging
Congo (ROC) may beiillegal.®® The operations of another major logging
country has had a partial ban on log company in DRC.* Together, these
exports in place since 2001, requiring companies comprise around 60% of DRC’s
companies to export no more than 15% exports to China.*

of their timber as unprocessed logs. One
analysis indicates that none of the
logging companies operating in ROC
complied with this requirement between
2008-2017, suggesting that most of

In Peru, over 60% of timber inspected by the
national forest oversight agency in 2016-
2017 was found to be “unauthorized.” *
Chinais the top export destination for
Peruvian timber: between 2015-2017, 45% of
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its timber was sold to China.* Peru recently
weakened the independence of its forest
oversight agency, making it likely that illegal
timber exports will now increase.*

And in Liberia, all large logging contracts are
illegal®®, due to companies hiding their true
ownership, failing to pay taxes, manipulating
logging data, or co-opting community forest
licenses. A Global Witness reportin 2018
uncovered how Liberia’s community forestry
permitting system was being hijacked by
rapacious logging companies and a complicit
Forestry Development Authority. Chinais a
leading destination for Liberia’s timber.*

China’s problems with illegal timber imports
are not limited to its trade in tropical wood.
Forinstance, in 2012, China sourced 20% of
its total timber imports from Russia’s Far
East - an area where multiple sources have
documented that the majority of precious
hardwoods are cut illegally.*® Russia remains
China’s largest timber supplier in the world.*

Forest destruction in Masoala Peninsula,
Madagascar, 2009. © Toby Smith/Global
Witness/EIA
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A GLOBAL GOVERNANCE
CHALLENGE

A 2012 report from INTERPOL and the UN
Environment Programme estimates that
between 10-30% of the global wood trade is
illegal, and valued this trade at between US
$30-100 billion per year.®

Many kinds of legal violations can be
involved inillegal logging: Logging can take
place in protected areas, such as World
Heritage sites or protected species habitat,
without a legally acquired permit, or in
violation of the terms of one, including
logging outside legal areas. More
sophisticated methods, such as hacking into
government timber permitting systems, may
also be used.*

Once trees have beenillegally cut, the timber
can be laundered into official trade by a
variety of methods. These include using shell
companies to hide its origin, fraudulently re-
using permits, falsifying papers, lying about
tree species in order to launder protected
species, mixing the timber with legally cut
wood, or falsifying plantation operations to
pass illegally cut wood off as plantation
timber.**

Companies involved in exporting timber may
also break the law through tax evasion. For
instance, a 2016 report estimated that Papua
New Guinea could have been losing in excess
of US$100 million in revenues per year due to
tax evasion and financial misreporting in the
logging sector.*

lllegal logging is therefore far from a
victimless crime. As well as depriving
timber-producing countries of significant
government revenues, it drives climate
change; destroys biodiversity; may
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violate indigenous and local land rights;
impairs development and damages local
livelihoods; and may both contribute to
and be driven by violent conflict and
political corruption.

CLIMATE CHANGE

Keeping tropical forests standing is essential
to maintaining a liveable global climate, but
deforestation and degradation, driven in part
by logging have turned them from a carbon
sink into a source of greenhouse gases -
scientists have found that for the first time
tropical forests are releasing more carbon
than they absorb.%

A 2018 study found that if tropical
deforestation were a country, it would rank
third in CO, emissions—after the US and
China and before the European Union.*
Deforestation around the world contributes
an estimated 17% of global emissions, more
than the global transportation sector.

Projections and analysis of emissions
generated by logging in countries exporting
to China indicates the scale of the emissions
generated, in order to supply the Chinese
market with tropical timber.

For instance, if one-quarter of the
Democratic Republic of the Congo’s
remaining forests are logged, as proposed
under a recent French Development Agency
scheme, over six hundred million tons of CO,
could be released.”

And in the Solomon Islands, a Least
Developed Country with very low per capita
emissions,® 77% of the country’s emissions
come from the land use and forestry
sectors.® The wholesale logging of the
Solomons’ forests is a major factor in this
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number, and 82% of the Solomons’ log
exports are sold to China.®

BIODIVERSITY

The UN Convention on Biological Diversity
(CBD) recognizes that forests are one of the
most biologically rich terrestrial systems that
offer diverse habitats for plants, animals and
micro-organisms, and harbour the vast
majority of the world’s terrestrial species. In
addition, the Convention also highlights the
important functions that forests provide for
human wellbeing.®

Logging in tropical countries is especially
destructive to biodiversity, because tropical
forests are among the most biodiverse
ecosystems on earth. Less than one square
kilometre of forest in Borneo may support as
many species of trees as are found in all of
Europe, North America, and temperate Asia
combined.®

In recent years, China’s demand for
rosewood species around the world has
received particular attention for the
unprecedented scale of devastation in
tropical forests. The Convention on
International Trade in Endangered Species
(CITES), which China has been a party to
since 1981, responded by listing many
species of highly demanded rosewood by
China onto a protection list to restrict this
trade.®

But such efforts have not stopped illegal
trade from destroying biodiverse forests. For
instance, in Nigeria in 2017, approximately
4,000 CITES permits were retroactively
issued for Nigerian kosso (a type of
rosewood) exports, in violation of the
convention, and according to the NGO EIA,
Nigerian and Chinese businessmen
repeatedly told undercover investigators
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that they were involved in making over
USSone million in bribes to enable kosso
exports.®

In 2014, the CITES Secretariat also observed
a “large number of fake or falsified permits
apparently issued by the Democratic
Republic of the Congo,” some of which were
later revealed to have been for rosewood.®

DEVELOPMENT

Healthy forests play an integral partin
achieving the UN Sustainable Development
Goals. lllegal logging threatens our ability to
achieve these goals by degrading the
environment, putting vulnerable populations
at greater risk of exploitation, rewarding
unlawful and corrupt behaviour, and
diverting essential funds from state coffers.

Contrary to claims that logging brings
development to local communities, illegal
logging often destroys food and water
sources that people rely on, undermines
social order and justice, and violates
individuals’ property rights.

In the developing nations that supply most
of China’s tropical timber, significant
populations live rurally and derive their
livelihoods directly from nature.

Some 85% of PNG’s population is rural and
depends directly on their land and forests for
food, medicines, and building materials, all
of which are lost when forests are illegally
logged.®

There are also widespread reports that
many logging companies underpay the
taxes that they owe and therefore do not
contribute as they ought to the
development of the countries in which
they operate. This directly weakens
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states’ abilities to provide health care,
education, reliable and sustainable
energy, and the protections of good

governance to their citizens.

CORRUPTION

Illegal logging flourishes under corrupt
regimes and can also fuel them. Corruption
risks exist throughout the entire timber
production process, from the issuance of
concessions and logging permits, to how or
whether logging and exports are monitored
in the forests and at the ports, and to
broader problems with how transparent any
of these activities are to forest owners and
decision-makers.

This risk may extend offshore: companies
engaged inillegal logging may use
companies registered in offshore or secrecy
jurisdictions which conceal the true owners
of logging profits.™

Corruption in the forestry sector can be both
high-level, as politicians are able to influence
the granting of land concessions and logging
permits, or even influence authorities
responsible for scrutinising and policing
illegal behaviour.

It can also be witnessed at low levels, as
officers responsible for forest law
enforcement, often working alone with few
resources and struggling to carry out
enforcement, turn a blind eye to illegal
logging or transport out of fear of
compromising their jobs or causing tension
in their local community, or in exchange for
compensation. But these acts are all enabled
by and allowed to happen within the context
of states struggling to maintain the rule of
law.™
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Most of China’s top ten tropical timber
suppliers rank in the bottom half of countries
in a global assessment of their control of
corruption (see page 4).

Aerial photo of logging road in Temotu, Solomon
Islands. © Alessio Bariviera

Equatorial Guinea, described above, is an
egregious example of grand corruption,
wherein a high-ranking official, then-Minister
Teodorin Obiang, was able to accrue a
personal fortune of US$300 million on an
official salary of less than US$100,000—in
part due to his unchecked corrupt handling
of the country’s forests.™

SECURITY

Valuable timber can be sold to fund a state in
the midst of armed conflicts, or traded for
weapons or supplies. During the Khmer
Rouge’s regime in Cambodia, the rulers
allocated timber worth hundreds of millions
of dollars to Thai logging companies, and
used the proceeds it received to fund the
civilwar.”

In 2013, logging companies paid millions of
euros to fund armed rebels’ operation in
Central African Republic during a conflict
that cost over 5,000 lives and displaced more
than a million people.™

And in Liberia, revenues from the timber
trade directly fuelled the country’s civil war:
then President Charles Taylor traded forest
concessions for weapons, and the proceeds
of timber sales were also used to buy arms.™
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In recognition of these links between conflict
and the timber trade, the UN sanctioned
Liberia’s international timber trade in 2003.7

WHY CHINA SHOULD CARE

China has undertaken significant steps to
protect its own forests, including introducing
a ban on commercial logging in its natural
forests.” National plans are also underway to
defend areas that lie beyond the ecological
red-lines. This shows that China’s leadership
understands only too well how vital its
ecosystems are for the long-term sustainable
development of its country and citizens.

But what about the forests lying outside the
Chinese border?

Chinese leadership has in recent years
reiterated its commitment to building a
shared future for humankind.”® Itis a
natural next step for China to look
beyond its national border when it
comes to formulating its green
development strategies. And it's in
China’s own interest to be mindful of its
footprint in the world's forests.

Chinais one of the world’s top importers,
manufacturers and exporters of wood
products globally.™ With nearly half of
China’s supply of wood coming from outside
its borders, it has a significant stake in the
future of the world’s forests.

The long-term prosperity of China’s own
wood manufacturing industry relies on
healthy and well-managed forests around
the world. The Chinese population, together
with the rest of the world, will also benefit
from well-protected and functioning forest
ecosystems.
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China is the destination for about two-thirds
of all tropical logs on international markets,
the majority coming from countries
struggling to address corruption and weak
rule of law (see page 4). These governance
challenges manifest themselves in the forest
sector as alarming risks of illegality, and an
unsustainable production of timber.

China’s exposure to these high-risk timber
sources present tangible concerns for its
global reputation as a responsible trade and
development partner. For Chinese
businesses, buying this toxic wood without
asking questions will likely expose them to
commercial, reputational and legal risks.

The Chinese economy is going through a
period of restructuring. One of the major
challenges it faces is that many sectors
produce more than its economy can
consume, known as excess manufacturing
capacity.
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Clear-felled forest, Papua New Guinea © Alessio Bariviera Alessio Bariviera

In the wood manufacturing sector,
industry observers have been warning of
this excessive capacity for years,
including in the furniture® and plywood®
sectors. In other words, the
consumption of timber from the world's
forests, at times facilitated by illegality
and corruption, could have been partly
driven by irrational or unnecessary

demand.

By instituting higher standards to control
timber imports that exclude illegal wood, the
Chinese timber industry can benefitin the
long run and transit to greener, more
efficient, higher value-added manufacturing.

Eight of China’s top ten tropical timber
suppliers in 2018 are Belt and Road
countries.®? Trade and investment relations
between these countries and China are
expected to deepen and expand.
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It will be in China’s interest to better
understand the implications of weak
governance and prevalentillegality in these
forest sectors, especially in the context of
China’s growing commitments to promoting
and implementing a Green Belt and Road®.

There have been global efforts recognizing
the importance of forests for the planet’s
future and the role of illegal logging in
driving deforestation, and these are aimed at
reducing the flow of illegal timber.

Most of the other large timber-importing
members of the G20—the U.S., the EU,
Canada, and Australia—have already
legislated against the imports of illegal
timber. More recently, a bloc of Asian
countries, mostly China’s major regional
trading partners, have also undertaken
similar steps. Japan, South Korea, Malaysia
and Indonesia have in the last three years
introduced import control measures to
ensure timber legality.®

Half of China’s wood product exports are
bound for markets in the U.S., EU, and
Australia® and a significant amount go to
Asian markets such as Japan.® Measures
taken by China to exclude illegal timber
would help to increase confidence in made-
in-China timber products in these
jurisdictions.

Ultimately, combating illegal logging
requires a significant mind-set change, from
perceiving it as an isolated environmental
issue to approaching it as an opportunity for
China to step up and play a leadership role
on global economic and environmental
governance.

Combating illegal logging requires a holistic
rethink and close collaboration by decision
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makers in the fields of environment, trade,
and development.

If successful, addressing illegal logging will
positively contribute to causes that China
has committed to, such as fighting climate
change, seeking a global solution to
biodiversity loss, and formulating a feasible
sustainable development model that is
applicable in particular for the Global South.

Tractors and trailers transport rosewood along
the rough track bordering the coast to Antalah,
Madagascar, 2009 © Toby Smith/Global

Witness/EIA
RECOMMENDATIONS

Global Witness calls on China to:

© Develop national strategy and policies
to manage and improve China’s overseas
footprint, in particular to mitigate negative
social and environmental impacts related
to sourcing raw materials. For example, this
could include integrating elements into:

- The 14* National Five Year Plan

- The 14™ Five Year Ecological and
Environmental Protection Plan

- National policies on Green Belt and
Road

- National policies on promoting
Ecological Civilisation
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- National policies related to China's
participation in global governance,
such as improving international trade
standards and guidance.

- National policies related to Green
Supply Chains

© Establish an official working group at
the Central Government level to formulate
a national policy to address illegal logging,
illegal timber trade and deforestation both
in and outside China. This working group
should facilitate collaboration and
coordination, and include officials overseeing
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