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’ s In Kachin state, Myanmar, timber used to be transported on buffalo-drawn carts.
© Hulton-Deutsch Collection/Corbis via Getty Images
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Teak logs are hauled through Yangon. Under Myanmar law, all timber must pass through the

port of Yangon. There is evident violation of this law. © Udo Weitz/Bloomberg via Getty Images




imber trafficking from Myanmar to China is responsible for the rapid degra-

dation of natural forests. lllegally harvested wood is used for construction

and to manufacture luxury furniture, but, with China’s own forest reserves
being protected, the environmental cost of such profitable economic activity is borne
by its southern neighbour. For its part, Myanmar has been too heavily dependent
on revenues from timber exports, especially teak, to be able to resist the Chinese
market - or that of the European Union, for that matter. While it is tempting to place
responsibility on China for the deforestation problem that Myanmar faces, a closer
look reveals that cross-border partnerships between Chinese and Myanmar business-
es, overseen by government officials on both sides and with qualified participation of

some armed groups, have together created a trafficking economy.

This report identifies the routes and various actors that play a role in these illicit flows
and the transformation process as product moves through the supply chain from
source to end markets. About 80% of Myanmar’s illegally logged timber is reportedly
smuggled to China and India, with China most likely accounting for the lion’s share of
these flows. From the state of Kachin in Myanmar to China’s Yunnan province, on the
adjacent side of the border, the illegal timber trade is estimated to be worth US$600
million a year (more of which later in the report). Under Myanmar law, all timber
exports must exit through the port in Yangon, and overland timber trade is illegal.
However, Myanmar's porous eastern border with the Asian giant has long facilitated
movement of illicit timber into south-western China, as have arrangements between
complicit actors on both sides.

If one examines the dynamics of Myanmar’s transnational timber flows more closely,
the hardwood forests of the Saigang region bordering India’s easternmost bound-
ary appear to be the source of most illegally harvested timber, including globally
highly sought-after ‘Burmese teak’. From the Saigang logging regions, three main
flow routes have been identified. One is west to India, the largest market after China,
fuelled by demand across the border. Another transport route heads upriver along
the Irrawaddy to two timber hubs, whence the wood is transported by road across
Kachin to the Chinese border. A third route, which appears to be gaining prominence,
is downstream to Mandalay, from where the product is then transported to the Muse-
Ruili border crossing with China (refer to the map on page 20 for more detailed infor-

mation on these routes).

EXECUTIVE SUMMARY



Besides China and India, there are other sizeable transnational flows as Myanmar
hardwood is supplied to the ‘legitimate’ overseas timber industry for processing and
retail. The EU and the US are two other major markets for Myanmar luxury timber.
Research undertaken recently by the Environmental Investigation Agency estimates
that the total value of global imports of timber products from Myanmar to the EU
between 2018 and 2020 was US$149 million; to the US, the three-year figure for the
equivalent period was US$46.7 million. International demand for luxury wood report-
edly drives these illicit flows.! Many of the shipments to the EU markets are report-
edly out of the Ahlone port terminal in Yangon.?

This report identifies some of the main actors allegedly enabling illicit flows. In brief,
the Myanmar military have facilitated and profited from the trade for some time,
including participation in the illegal trade to China. Other actors allegedly include
figures in government, state-owned entities, companies with links to the military and
private timber sourcing companies based in Europe.? Systems of bribery and subcon-
tracting may well lubricate exports of teak, violating domestic and international laws,
including legislation in the EU and US.#

As COVID-19 has disrupted or displaced much international trade, both licit and illicit,
the logging trade in Myanmar appears to continue to flow along the supply chain,
with product destined for lucrative overseas markets, despite international efforts,
such as targeted sanctions, to stem activity and cut off the proceeds reaching the
country’s military junta actors. In the case of some export markets, shipments may

even be rising.?

The report also traces how the illicit timber trade has changed over time as some
actors have lost ground, both physically and financially, to competition from ele-
ments within the Myanmar military. The 2021 coup in Myanmar is expected to lead
to strengthened ties between business communities on both sides of the border, with
the province of Yunnan continuing to play its traditionally instrumental role in mediat-
ing illicit transactions between China and Myanmar.

lllegality is determined in Myanmar by the location at which a particular tree is felled,
the purpose for which it is felled, whether its wood is processed through a sawmill
and from where it is exported. With so many qualifying criteria, it is unsurprising that
considerable space exists for illegality and corruption. Rather than gang-like mafia
organizations, what one sees in Myanmar is a metamorphosis from illegal to legal
activity as a piece of timber travels along the supply chain.

Our findings suggest political cronyism as being as relevant to the timber trade as it

is to other markets for illicitly sourced and traded commodities in South East Asia.
The political situation in Myanmar, even the state of ceasefires between govern-
ment forces and ethnic armed groups, has an inescapable impact on the timber trade.
Under conditions of conflict and uncertainty, commercial enterprises from Yunnan
have extracted vast quantities of resources from Myanmar. The international com-
munity thus needs to take an active interest in working with the Chinese government
to reduce timber trafficking, supporting legitimate sections of the Myanmar timber
industry, building up civil society and investing in rule-of-law initiatives.

MYANMAR’S ILLICIT TIMBER FLOWS, DRIVERS AND ACTORS
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Gong Shan, in China’s Yunnan province, is a trans-shipment point for timber illicitly exported from Myanmar.
© Jerry Redfern/LightRocket via Getty Images



llicit flows of timber destined for China have vastly degraded Myanmar’s forests.

Poor governance, erratic law enforcement and a lack of focus on environmental

crime have contributed to an ongoing illegal trade in timber, notably teak (Tectona
grandis), Burmese rosewood, or tamalan (Dalbergia oliveri) and padauk (Pterocarpus).
The Sino-Myanmar timber trade is integral to larger illicit economies in the region,
which includes the notorious Golden Triangle: the opiate-producing trijunction of
Myanmar, Laos and Thailand. From this perspective, analyzing the dynamics of
Myanmar’s illegal timber trade with China is critical to understanding the role of gov-
ernment and non-government responses to reduce the threat of transnational orga-
nized crime more broadly.

Worldwide, illicit logging accounts for 15-30% of all timber harvested, with a turn-
over estimated at US$100-150 billion.¢ Such estimates are speculative because
most logging (whether illicit or otherwise) tends to occur in remote areas with weak
political governance and economic regulation.” In these landscapes, different types
of criminality often overlap in the same sparsely governed spaces. There are usually
multiple actors involved: subcontractors cut down trees in protected areas (such

as wildlife sanctuaries); sawmill operators mix the illegally cut wood with legitimate
stockpiles; railway and shipping officials and highway police oversee its transporta-
tion; corporate lawyers and accountants represent the multinational companies that
trade in shipments of wood that might not all have been legally harvested.®

In this global context, there is a need to understand the drivers of Myanmar's illicit
timber trade in particular. The trade has a negative impact on Myanmar's economy
and environment, with the latter suffering significantly through uncontrolled logging.
A GI-TOC interviewee in Myanmar’s northern Kachin state, living close to the border
with China, has observed illegal logging over the last 10 years denude the area near
his home town of any trees of commercial value. According to him, whatever trees
are still standing have little worth from a business perspective, which has led to a
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FIGURE 1 Actors in the illicit transnational timber trade.

drop in logging.” Notably, government policies and enforcement efforts seem to have
played little role in the decline of the trade. Currently, the most valuable timber being
illicitly harvested is teak that is sourced from the Sagaing region near India and then

transported across Myanmar to China. It is in the transportation phase, not the actual

harvesting, that many stakeholders make their profits.’®

At the point of origin, where timber is harvested at locations and times without gov-
ernment authorization, the Sino—-Myanmar illicit wood trade has ‘mafia-like’ territor-
ial and intimidatory qualities. However, the further this timber progresses along the
supply chain, the more its transportation and associated transactions take on the
character of economic crime. The GI-TOC has not yet found evidence of interna-
tionally recognized organized crime groups, such as the Chinese triads, being direct-
ly involved in the Myanmar timber trade at the point of extraction. In part, this is
because such groups have their strongest support networks in China itself and, while
these certainly extend across the border into Myanmar, their influence might not run
very deep in the peculiar ethnic cauldron of Myanmar’s border areas. One possible
wild-card factor is the February 2021 coup, which is thought to have increased ties
between the Myanmar military and its affiliated Border Guard Forces (BGFs) and
Chinese organized-crime figures.!!

The report provides a timeline of the illicit logging sector in Myanmar, highlights

the drivers of demand, maps the geography of timber trafficking and examines the
categories of actors involved. The last part especially highlights the importance of
government complicity in the trade, on both sides of the China-Myanmar border.
Research for this report draws on a range of primary and secondary English, Burmese,
Chinese and Thai language resources, as well as in-depth interviews with analysts,
businesspeople, government officials and community representatives familiar with the
borderlands. All interviews were conducted in March 2021.

INTRODUCTION @ THE SIGNIFICANCE OF THE SINO-MYANMAR ILLICIT TIMBER TRADE
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Myanmar has one of the highest deforestation rates in the world, partly driven by its illegal timber

exports to countries such as China and India. © Thierry Falise/LightRocket via Getty Images




fter 1948, when Myanmar gained independence from Britain, it relied on

timber exports to stem the effects of a slow economic decline. The mili-

tary seized power in 1962 and a one-man socialist dictatorship under army
chief Ne Win came into being. The dictatorship continued until 1988 when an abor-
tive pro-democracy uprising led the military high command to switch authoritarian
styles. Power no longer came to be exercised by a single personality, but collectively
by a small core of top-ranking generals. International condemnation and diplomatic
isolation after 1988 accelerated the country’s dependence on timber exports as a
revenue earner. Rattled by the popular protests of that year, which had partly been
provoked by economic mismanagement, the military regime opened Myanmar’s for-
ests to foreign companies. This meant that such companies could, after receiving per-
mission from the regime, harvest wood from the forests and transport it back to their
country of domicile (which in most cases, meant Thailand). The state-run Myanma
Timber Enterprise (MTE) was granted authority to regulate logging by the newly
emerging but largely foreign-owned private sector. A number of Thai firms rushed
to obtain logging concessions and the rate of deforestation quadrupled. The firms
were almost all owned by Thai military officers or their associates. Within months of
these concessions in Myanmar being granted, the Thai government banned logging
inside Thai territory. This had the effect of hugely increasing the commercial value of
the concessions in Myanmar, while also exporting the environmental damage caused
by Thailand’s own demand for wood, to Myanmar.*> The new (Thai) entrants to
Myanmar’s timber economy either bought wood directly from MTE or were subcon-
tracted to harvest trees on its behalf. They formed the nucleus of Myanmar’s ‘timber
mafia, despite not being organized-crime actors in the classical sense of the term.

Another factor was so-called ‘ethnic armed organizations’ or rebel groups, some of
which have been fighting the Myanmar state since independence. Due to Myanmar’s
ethnic diversity, the potential for conflict has always been there. During the Second
World War, the British played upon ethnic tensions to arm minority groups to fight
the Japanese occupiers and their Bamar collaborators (who also turned against the
Japanese in the later years of the war). As a result of the polarization that occurred
within society, the newly independent country inherited a fractured polity with fault
lines that deepened during the socialist phase of military rule (1962-1988). Today,
there are estimated to be around 20 ethnic armed organizations in Myanmar.*®

OPENING OUT MYANMAR'S FORESTS TO FOREIGN COMPANIES



Some of these organizations were willing to co-
operate with the foreign investors who entered
Myanmar’s logging sector after 1988. It was they,
rather more than the Myanmar government, that
enabled the cross-border flow of timber into Thailand
in the late 1980s and early 1990s. MTE largely con-
centrated on selling to more distant markets, but the
illicit trade in timber featured heavy involvement of
ethnic armed organizations, who also took it upon
themselves to award logging concessions.'* Since
these were rebel groups, whatever concessions were
handed out by them to foreign timber companies had
no status under Myanmar law since they were not

awarded by the official state machinery.

Although Thais dominated the first couple of years

of the investor rush into Myanmar’s logging sector
after 1988, there were others as well. Among these
latter was a Chinese national called Cheng Pui Chee.
Chee, who died in 2018, has been called the ‘shadow
president’ of the Myanmar teak trade. Chee allegedly
bought logs that had been falsely graded by forestry
officials as being of low quality, thus allowing them to
be priced far below their true market value. They were
then sold on to companies in the United States and
the European Union, possibly with the help of interme-
diary firms based in Singapore, Malaysia and Taiwan.?

Chee owned a Hong Kong-based company called
Cheung Hing, one of the biggest teak firms in Asia.
Among its shareholders was a Myanmar national
called U Tay Za (sometimes written as Tay Zar).!¢ This
person was the founder-chairman of the Htoo Group,
a conglomerate involved in the construction, trans-
portation and logging sectors in Myanmar.” He was
reportedly a close associate of Senior General Than
Shwe, who headed the military government from
1992 to 2011. According to a 2003 report,

Htoo builds roads in the logging concessions
and charges the subcontractors 100 000 kyat
(US$161) each day to use them. The subcontrac-
tors receive a fixed price from Htoo for logs:

15 000 kyat (US$24) for a ton of teak and 12 000
kyat (US$19) for a ton of pyinkado; this does

not reflect the true value of the timber ... They
are also responsible for transporting the logs,

MYANMAR’S ILLICIT TIMBER FLOWS, DRIVERS AND ACTORS

sometimes 30 miles from the forest from where

the Htoo Company picks them up.'®

The problem of corruption, both of personnel and
perhaps even more importantly of data, is at the core
of the illicit timber trade in Myanmar. The degree

of separation between Htoo and the physical act of
logging for example, means that it would be difficult
to legally prove beyond all dispute that the compa-
ny knowingly traded in illegally harvested timber.
Compliance with government regulations and accu-
rate reporting of timber quantities harvested can be
ascribed to the subcontractors. But this was where
the system broke down. With high-level protectors
in government or linked to government officials, sub-
contractors did not need to worry about being called
out if they cooked the books. The state-run MTE,
for its part, has used the services of up to 100 sub-
contractors for harvesting and transportation oper-
ations.'” One expert with knowledge of the illicit
logging industry asserts that on-site subterfuge could
take a very basic form: MTE's subcontractors might
under-report the dimensions of some of the trees
that they cut down and avoid assigning serial num-
bers to some logs.?° Thus, the quantity of timber
officially declared as having been harvested by MTE
would nominally match the quota imposed by the
national Forest Department, even if the actual quan-
tity greatly exceeded this.

Both MTE and the Forest Department fall under

the Ministry of Natural Resources, Environment and
Conservation, but a strong disparity in their influence
means that the Forest Department struggles to keep
track of deforestation rates. In theory, the department
is responsible for 30% of the country’s land area.?
But in practice, it has a weaker institutional standing
than MTE. It cannot, for example, provide definitive
statistics about how much of the land under its control
is actually forested. For its part, MTE has been consid-
ered suspect by both the US and EU, due to the fact
that much of the timber that it supplies to Western
markets is thought to come from illegal sources. Thus,
the two government entities are potentially working at
cross-purposes, with one trying to conserve forestry
resources while the other is focused on exploiting
them for commercial objectives.



Military dictatorship
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Thai firms gain logging
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introduces logging restrictions
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of timber to certain routes and points which it
controls, Yunnan government launches brief
crackdown onillicit timber trade

2011
Ceasefire with Kachin rebels abrogated

2014

Myanmar government bans exports of
unprocessed timber

2021

Military coup overthrows the civilian
government, reportedly followed by increase
in illicit cross-border trade with China
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replaced by stratocracy

1990
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2000
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FIGURE 2 Historical and political-economic factors that have impacted the logging industry in Myanmar.
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Hongmu furniture, made from hardwood species such as Myanmar rosewood, is a status

symbol and coveted in China. © Maocheng|Dreamstime.com




here are two main drivers of the trade in illicit timber from Myanmar. On the

demand side, there is the enormous Chinese market which lies immediately

adjacent. On the supply side, growing socio-economic desperation is forcing
more Myanmar citizens into trading in any kind of high-value commodity. Timber
is favoured because, unlike drugs or arms, barriers to entry are relatively low and
environmental crime is not a law-enforcement priority. Besides need, there is also
greed: elements of the Myanmar state machinery seek to profit from the illicit timber
trade through accepting bribes for not interfering with logging operations. Although
poverty is not the driver of their activities, it could be argued that they still perceive
themselves to be deprived of opportunities to make money legitimately due to the

low level of economic development nation-wide.

China’s demand for illicit timber

Approximately 80% of Myanmar timber is thought to be smuggled to India and China.
Between 2011 and 2015, the two countries together imported six times as much
rosewood and teak from Myanmar as the rest of the globe.?? It is likely that China
accounted for the greater share of demand, due to its closer business ties and better
transport network with Myanmar. There is also a cultural factor: wealthy Chinese
have long coveted hongmu furniture, a status symbol whose association with royalty
dates back four centuries to the late Ming dynasty. In today’s China, such furniture is
seen as a financial asset, given the fast-dwindling global supply of the rosewood that

is used to manufacture hongmu.

The rosewood used by the Chinese furniture industry comes from 33 subspecies
whose prices range from US$1 500 per cubic metre for African rosewood to as much
as 100 times that amount for its Indian counterpart.?® Prices are determined not by
the distance the shipments have to travel, but by how strongly a particular subspe-
cies of rosewood is associated with traditional hongmu craftsmanship. Subspecies
that are native to Asia command a higher price than African variants, since Chinese
artisans have been working with these rosewoods for centuries. Even so, just a
decade of harvesting rosewood in West Africa has had devastating results for local
communities. An estimated six million trees were illegally cut down in Ghana and
transported to China during 2012-2019.2* The resulting deforestation contributed to

DRIVERS OF THE ILLICIT TIMBER TRADE 11
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The illegal trans-border timber trade between Kachin state and China’s Yunnan province is estimated to be worth
US$600 million a year. Shown here is a view of Pianma, China, where wood is the main business commodity.

© Roland Neveu/LightRocket via Gettylmages

desertification, possibly aggravating distress migra-

tions to Europe.

The Chinese middle class is projected to reach
550 million people by 2022, which portends that
wood consumption will continue to rise in tandem
with its buying power.?> Since 1998, seeking to pro-
tect China’s own forests from this surging demand,
as well as to reduce the risk of flash-flooding caused
by deforestation, Beijing has banned domestic
logging and progressively tightened enforcement
of its forestry laws.?¢ This in turn has caused the
demand for imported timber to surge, driving illegal
smuggling.

Between Myanmar’s Kachin state and China’s
adjoining Yunnan province, the illegal timber trade

is estimated to be worth US$600 million annually.?’
Around 80% of tropical timber imported into China
comes from 10 African and Asian countries with
weak governance indicators, raising the question of
whether their log exports are legal.?® From Beijing’s
perspective, as long as traders respect Chinese law
and import taxes are paid, there need be no ques-
tions asked.?” Some critics have argued that China is
exporting environmental damage to poorer countries
in order to sustain its own economy, having become
one of the world’s leading furniture producers.

MYANMAR’S ILLICIT TIMBER © FLOWS, DRIVERS AND ACTORS

Besides wood for luxury products and construction
projects, charcoal production is another component
of Myanmar’s deforestation problem. Villagers who
have been driven off their land and are unable to
enter the market for smuggling high-value timber
resort to burning wood to create charcoal, which
they sell to smugglers who transport the fuel to
Yunnan. Bribes are paid to military personnel to
allow the cargo through to rebel-controlled territory
and from there on to China.

Demand for charcoal has boomed in China since
2014, when efforts to boost Yunnan's economy

led to the province becoming a leading producer of
silicon metal and ferrosilicon, two commodities that
are invaluable for modern industry. Silicon metal

is used in solar panels, silicon chips and aluminium
alloys, while ferrosilicon is used to produce stainless
steel. Dehong prefecture in Yunnan, which borders
Myanmar, has a number of silicon smelters. In 2016,
these smelters consumed over 216 000 tonnes of
charcoal in just a single year. The production of this
quantity of charcoal would have involved burning
the equivalent of 14 000 football fields of forested
land. It is believed that the vast majority of Dehong's
smelters are fired by charcoal smuggled from

Myanmar.%°



The European Union as a market for illicit timber

China and India are the two biggest markets for
Myanmar timber, but the EU is a crucial player, too.
Myanmar has around half of the world’s reserves of
natural teak, which is prized as a construction ma-
terial by luxury-yacht manufacturers. Unlike plan-
tation-grown teak, natural teak is rich in oils which
make it water-resistant, and silica which makes it
slip-resistant even when polished.®! It is thus ideal
for garden furniture and, more importantly, for boat
decks, which require wood that is strong, does not
shrink much and is also easy to work with. The EU
tightened timber regulations in 2013, which was an
important development for the wood industry. Since
then, however, western European companies have
reportedly been importing Myanmar teak through
eastern European transit points where the regula-
tions are less strictly enforced.®? Slovenia, Croatia
and the Czech Republic have been mentioned as en-
try points for processed-teak shipments that are
then forwarded to boatyards in places like Germany
and the Netherlands. The word ‘processed’ is im-
portant because it indicates that the wood has been
through a sawmill in Myanmar where it has probably

been mixed with legally harvested timber.33

In at least one case where illegally harvested teak

was used in yacht construction, the wood

was sourced from Myanmar's state-run company,
MTE. Since it ended up in a German boatyard via

a Spanish supplier, investigators struggled to de-
termine at what point its origin was falsified and
whether the end user was completely unaware.3*
Under EU law, only the original importer is obliged
to verify the source of timber and determine its le-
gality. Companies that subsequently purchase the
timber are exempt from this requirement.® Thus,
even if end users were aware of the dubious origins
of their timber, they could plausibly claim ignor-
ance since they were not required to perform due
diligence. According to a German media report, in
March 2017 ‘MTE released a statement saying it
would take steps to address illegal logging and its

associated trade’.3¢

Besides the east-west divide in Europe over en-
forcing the 2013 EU timber relations, there also
seems to be a north-south divide. Spain and Italy
have been identified as two countries that do not
apply the same standards to define illegal timber as
do the Netherlands, Belgium, Germany, the UK and
Denmark. It is quite possible that timber that is ille-
gally harvested is being laundered in the European
wood market by being purchased and resold through

companies in eastern and southern Europe.

Myanmar teak is sourced by luxury-yacht manufacturers. © Paul Vinten/Shutterstock
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Wood sales provide a key livelihood for many Myanmar communities, including farmers. © Jonas Gratzer/LightRocket via
Getty Images

Socio-economic desperation

The supply-side driver of illicit logging in Myanmar
is the need of communities for daily sustenance. A
self-perpetuating cycle has been created in which
intense logging activity in an area drives down the
water table, which makes agriculture less viable.
Farmers then find it more rewarding to go into the
logging sector, which pays a minimum of US$6 daily,
compared to the US$3-5 that can be earned by
traditional activities such as planting paddy.®’

At a more basic level is the need for household
fuel: most meals in the country are cooked on
wood-burning stoves. Only 26% of the population
has access to electricity and natural gas is expen-
sive.®® The government can only supply 1 million
tonnes of fuelwood to an estimated annual demand
of 18 million tonnes. The rest comes from illicit
logging carried out at household level. On average,

a Myanmar villager spends 233 hours annually col-
lecting fuelwood.®” Considering that 70% of the
population can be categorized as ‘rural’, this amounts
to a lot of deforestation. Organized crime plays little
role here, although entrepreneurially minded individ-
uals in some communities have made a business of
selling fuelwood to homes. Thus, this illicit logging

is primarily considered a ‘local environmental crime’
and only the illegal transport (smuggling) of timber

MYANMAR’S ILLICIT TIMBER © FLOWS, DRIVERS AND ACTORS

to foreign countries is considered as ‘transnational
organized crime’. This seemingly trivial detail offers a
clue about why the illicit timber trade has persisted
for so long: the scale of poverty in Myanmar means
that logging, whatever its legal status, is an accepted
instrument of household economic survival.

This is also a point of convergence for the two driv-
ers of illicit logging in Myanmar. Once an impov-
erished farmer crosses the line from collecting
household fuelwood to working with contractors
and criminal entities, the rewards can be substan-
tial. Local interviewees confirm that, unsurprisingly,
money is at the heart of the illicit trade in timber.
Weak governance and government institutions and
challenges for enforcement mean that Myanmar’s
timber industry provides ample opportunity for
unscrupulous actors to profit from the country’s rich
timber resources. Rather than the profits benefitting
the local economy or any form of duty or tax going
into state coffers, much of the money finds its way
into the back pockets of officials through systemic
bribery. The Myanmar government’s attempts to
regulate the trade have failed to curb the opportu-
nities for profiteering outside of the formal system,
allowing the illegal trade to continue.



Parts of the Yunnan-Myanmar border regions rely almost entirely on the logging economy.

© Roland Neveu/LightRocket via Getty Images
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uch of the two-way trade between Myanmar and China travels on land

routes across the eastern Myanmar border region and then through

south-western China. The border is marked by official and unofficial
crossings, used for both legal and illicit trade. These routes are well-known for
the smuggling of illicit goods including wildlife, narcotics and timber. The eastern
Myanmar borderlands are mountainous and remote. On the Myanmar side lie Kachin
and Shan states. The Myanmar army and various ethnic organizations exercise effec-
tive control over different parts of the region. There are also sites of contestation and
conflict. On the Chinese side is the vast province of Yunnan. One of the interviewees
explained, in reference to transporting illicitly logged timber to China: ‘They will not
use the main gate ... they will go through other gates, because the border is quite
open and they might be able to negotiate with whoever controls the gate.*°

The Sagaing region, an administrative division of Myanmar that faces India, is
reported to be the origin of much of the timber that is illegally harvested. The
region accounts for two-thirds of Myanmar’s forests and has one of the largest
concentrations of forest cover in South East Asia.*! Most of the timber harvested
is high-quality teak of a standard that would grace the yachts of billionaires.*?
According to a GI-TOC interviewee, the illegal logging industry has adjusted to the
depletion of timber reserves near the Sino-Myanmar border, and so has moved
its activities to Sagaing, as well as the Magwe region which lies immediately to
the south. The interviewee went on to explain that there were large-scale stock-
piles of illegal logs near Thabbeikkyin in Mandalay region, but that the main logging
operations ‘had to look further to the west, as there was less harvesting and less

enforcement on the ground’.#®

This conclusion is further supported by analysts based in northern and eastern
Myanmar. The GI-TOC interviewee in Shan state reported that whatever teak was
left near the border was too difficult to extract, in terms of transport connectivity, so
the loggers had moved to Sagaing region.** The latter is traversed by two rivers, the
Chindwin and the Irrawaddy, both of which run in a generally north-south direction,
eventually converging in Myanmar's economic heartland just south-east of Mandalay.
These rivers serve as transportation platforms for logging, with the areas around
Mawlaik (on the Chindwin) and Katha (on the Irrawaddy) being mentioned as hubs
where timber is illegally harvested. Kachin state, once the site of considerable log-
ging, is now mainly a transit point on the smuggling route to China.*®

MYANMAR’S ILLICIT TIMBER FLOWS, DRIVERS AND ACTORS



A member of the Kachin Independence Army, an ethno-nationalist insurgent group. Kachins have allegedly been
involved in illicit cross-border timber trade with China. © Patrick Bodenham/AFP/Getty Images

A displacement effect from China’s Yunnan province

The proximity, length and porosity of the Sino-
Myanmar border have facilitated a long history of il-
licit timber flows. Smuggling routes extending west

to Sagaing region have ensured that the illegal supply
of Myanmar timber has continued to flow to Chinese
and international markets. The province of Yunnan be-
comes important here. Yunnan shares borders with
Myanmar’s northern Kachin and Shan states. In 2006,
as areas along the border showed signs of rapid de-
forestation, Yunnan authorities conducted a short-
lived crackdown on the timber trade. Previously, these
same authorities had exacerbated Myanmar's de-
forestation problem by introducing logging restric-
tions in Yunnan in 1996, two years before Beijing
followed suit at the national level.*¢ The restrictions
pushed Yunnan-based timber traders to shift their

supply lines to Kachin state.

Across the border, a ceasefire was in effect be-

tween the Myanmar government and the Kachin

Independence Army (KIA), an ethno-nationalist insur-
gent group. The KIA controlled areas adjacent to the
border and trafficking was a risky activity when its
cadres were fighting Myanmar soldiers. The cease-
fire, which was in place from 1994 to 2011, made illic-
it transactions easier. According to Bertil Lintner, one
of the world’s foremost experts on illicit markets in
South East Asia, the Kachins were pressured to reach
an agreement with the Myanmar military because
Chinese businesses based in Yunnan were keen to ex-
tract timber and jade from Myanmar.#

Taking advantage of the quiet, Yunnan-based entre-
preneurs built roads leading up to the border and also
beyond into KIA-controlled territory to facilitate the
extraction of timber and jade (the latter is mined in
Kachin state). Permission to extract these commodi-
ties was obtained from KIA commanders who obliged

because of China’s history of covertly supporting

GEOGRAPHIES OF THE TIMBER TRADE
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them as a way to exercise leverage over the Myanmar

government and lock it into a subordinate role.*®

The 2006 crackdown by the Yunnan authorities was
apparently imposed under pressure from Beijing,
which wanted to show that it respected the Myanmar
military’s efforts to gain control of the timber trade.
Taking advantage of the post-1994 ceasefire, the mili-
tary had expanded its reach closer to the international
border, thus encroaching on Kachin territory. In or-
der to limit the insurgents’ finances, the military fo-
cused on criminalizing routes and waypoints that it did
not physically control. These included the numerous
cross-border roads that Yunnan-based entrepreneurs
had built in the mid- and late-1990s. The fact that the
Yunnan provincial government was willing to assist
these efforts, even if only for a short period, may have
been due to Beijing’s keenness to strengthen its rela-
tions with the Myanmar military regime.*

Once the crackdown was imposed, things became
more complicated. Yunnan introduced a requirement
that timber imported from Myanmar had to be certi-
fied as legal for trade. That same year, the Myanmar

government ruled that all timber exports needed to

be routed via the seaport of Yangon and that it was il-
legal to move logs across land borders. By definition,
then, any logs that directly crossed into Chinese ter-
ritory from Kachin or Shan states were illegal. Yet the
Yunnan authorities turned a blind eye to cross-border
timber imports even after 2006, in violation of their
own (and Myanmar’s) laws. What made them do so

was the 2008 economic crisis.

To protect itself from the global slowdown, China em-
barked on a spending spree after 2008. The housing
sector especially benefited from a stimulus package.*°
To supply new homes with furniture, Chinese manufac-
turers needed raw materials from Myanmar. No matter
what good intentions may have existed on the part of
the Yunnan authorities in 2006, two years later, the exi-
gencies of economics took over. As long as traders from
Myanmar could produce a piece of paper stating that
whatever timber they were bringing into China was le-
gal, officials in Yunnan probed no further. There were
allegations that Chinese businesspeople even crossed
the border offering gold bars for the right to log en-

tire mountainsides.** Thus, a massive increase in timber

trafficking was observed in the early 2010s.

Known smuggling routes

The Sagaing region is a three-way launch point for logs to enter the legitimate wood

industry: west, south and east. To the west lies India. Being adjacent to two Indian

provinces, Manipur and Nagaland, Sagaing-based groups can supply the Indian

market via unmarked border roads. The border is extremely porous due to rugged

terrain and is frequently crossed by rebels who are fighting the Indian government

but have safe havens in remote parts of Sagaing. In this high-risk environment, it is

relatively easy for smugglers to operate under the radar and take advantage of both

countries’ preoccupation with fighting political militancy.

To the south of Sagaing are the Mandalay and Yangon regions, which contain

Myanmar’s economic centres. The domestic furniture industry here is heavily sup-

plied by teak smuggled down the Irrawaddy on boats. The wood may be concealed
in secret compartments inside the hulls of riverboats or under sacks of concrete or
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smuggled under the layers of bamboo that make up the large rafts that ferry cargo
down the river. Due to the high price of wood with a certified origin, furniture man-
ufacturers opt to purchase illicitly harvested teak. Local police, allegedly, will not
bother to investigate the source of this teak too closely in return for bribes.>

The other direction of illicit timber flow, and quite likely the biggest, is eastwards and
on to China. A long-time observer of these dynamics in Kachin state explained how
the government seizes large quantities of logs in Mandalay and Yangon but ‘conve-

niently, they do not find the owners’. These are logs are then considered ‘ownerless,

meaning that no one is charged for illegal logging. In his assessment, the ‘illegal tim-
ber trade will stay regardless of the policies and measures put in place and the main
reason is [...] the [Myanmar] military will reward local commanders by giving personal
benefits or interests through this trade’.>® Multiple sources also indicated that smug-
glers concealed timber in oil tankers, charity vehicles and ambulances to pass through
checkpoints.”*

The two main routes for timber travelling from Myanmar to China can be called the

‘upper axis" and the ‘lower axis’. Both originate from the Sagaing region.

Myanmar’s domestic furniture
industry is supplied by teak
smuggled down the Irrawaddy
on boats. © Ye Aung Thu/AFP
via Getty Images

GEOGRAPHIES OF THE TIMBER TRADE




20

BHUTAN
Tinsukia
o

Jorhat . .
- Shlnngl.yang

.Makaw

KACHIN
STATE

Guwahati
[ )

) $ Indawgyi
Sihllong e Conservation ™ Myitkyina

Area @ (3
SAGAING - Laizx
DIVISION Hopin  o/\

Shwegu \Bhamo
Katha@ = _®

Nongdao'e
Namhkam

MYANMAR

BANGLADESH Imphale

Dhaka
n]

®Mawlaik
Kalemya
L]

Falam ¢

Hz:kha Shwebo o

(]
Chittagong Memne
CHIN

STATE Pakokku
L ]

MANDALAY
DIVISION

Chauke Taungeyl

Minbue o Magway
MAGWAY —eTauhgdwingyi
DIVIStON

RAKHINE
STATE

Loikaw

N [} °
aypyitaw KAYAH

§ STATE
®Prome

Sandoway e
BAGO

DJVISION
BAY OF BENGAL

Henzadae

Patheine °

(
AYEYARWARDY Yangon
DIVISION °
Pyapon

STATE
Yee

ADAMAN SEA

International boundary

Division or boundary

Disputed boundary
(McMahon line - not recognized by China)

Major road
Capital

Logging hub
3order crossing
Yangon route - seaborne shipments
Smuggling route - upper axis
Smuggling route

ower axis

Sagaing route

FIGURE 3 Administrative divisions of Myanmar and routes of timber flows.

MYANMAR’S ILLICIT TIMBER ® FLOWS, DRIVERS AND ACTORS

e® Ruili-Muse

o Pa-

Xichang e

Lijiang
» °
Nujiang

[ ]
Dukou

YUNNAN
PROVINCE

Baoshan .
Prefecture Kunnllng

Dali
]

{ ]
Tengchong
CHINA

Lincang e

VIETNAM
Jingf.mong

[ ]
Pongsali
Kengtung
° (1
Ta-kaw Muang Xai

M.ong-Pan KAOS

Chl.ang Mai

Lempang Vientiane

O

THAILAND
an

eMawlamyine

® Amherst

KAYIN

[ ]
STATE > Nakhon Sawan

Bangkok
m]

e Dawei

TANINTHARY!I

DIVISION

o q
Mergui

GULF OF
THAILAND

® Chumphon

Kawthuange




The upper axis

For the upper axis, timber is sent upriver to Shwegu, a small town on the Irrawaddy
in Kachin state, or even further to Bhamo, a long-established centre of the logging
industry.”>> From these places, it is transported by road across territory held by Kachin
insurgents before reaching the Chinese border. This route is the older of the two. It
has been sustained by funding from across the border. Specifically, the county-level
city of Tengchong, which lies in Baoshan prefecture of Yunnan province, has long
been identified as a base for timber traders. Areas of Myanmar that face Tengchong
county have been so intensively logged that timber harvesting has had to move much
deeper into government-controlled territory in Myanmar. Anecdotal information
suggests that the wood smuggled along this axis is of lower quality than that on the

lower axis.

The Nujiang valley, which lies north of Tengchong, is another hotspot of timber smug-
gling. Roads have been constructed right up to the Myanmar border in Kachin state.
A visiting scholar reported that Chinese loggers are issued official passes by Chinese
border guards before being allowed to enter Myanmar.”® The area is well north of
insurgent-controlled territory, but its very remoteness means that it is not effectively
controlled by the Myanmar military, thus allowing cross-border smuggling to occur.

An important border-crossing point along the upper axis is the Chinese town of
Nongdao, which lies southeast of Bhamo. Access routes to the town were fierce-

ly contested in 2014 by the Myanmar military and insurgents, due to the lucra-

tive smuggling economy of the area and its critical role in resupplying Kachin rebel
forces. Nongdao is close to Ruili, a major Chinese trading centre that is located adja-
cent to the border and faces the Myanmar town of Muse. The Ruili-Muse dyad is a
well-known channel for flows of contraband out of Myanmar. Timber smuggled into
China is thought to be stockpiled in Nongdao before being sold on to dealers further

inside Yunnan.

There is another border-crossing point in Kachin state that is part of the upper axis.
This is the town of Laiza, located northeast of Bhamo. It is the headquarters of the
Kachin Independence Organization, the political branch of the KIA. Lying outside of
government-controlled territory, the town is served by Chinese utility companies, not
Myanmar. Timber reaching Laiza comes from logging sites across Kachin state by way
of an apparent logistics hub at Myitkyina, the state capital, which is connected by
road to Laiza. News reports suggest that a high number of log seizures occur in the
vicinity of Myitkyina. Since 2002, the KIA is believed to have banned logging in terri-
tories that it controls. Instead, it imposes ‘taxes’ on flows that pass through to China.
The rate is reportedly US$1.60 per metric tonne of teak and twice that amount per

metric tonne of rosewood.”’

The Indawgyi conservation area in central Kachin state has also been identified as a
hotspot for logging. Besides cutting down trees for fuelwood (as connecting to the

electricity grid is prohibitively expensive), villagers also harvest timber for smuggling
syndicates. The retreat of the KIA from the area has provided an opportunity for

smugglers to operate more openly than in the past.>®

GEOGRAPHIES OF THE TIMBER TRADE
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The Ruili-Muse border crossing between Myanmar and China is a gateway along one of the main timber smuggling routes.

© Kyodo News via Getty Images

The lower axis

The ‘lower axis’ bypasses Kachin state altogether. It
involves timber being sent downriver from Sagaing
region to Mandalay region, from where it is transported
overland in the back seats of cars and vans to the town
of Lashio in Shan state and then on to the Muse-Ruili
border crossing. This route seems to have become more
widely used in recent years. The 450-kilometre highway
between Muse and Mandalay has daily traffic of 1 500
trucks, which carry anywhere between 15 000 and

20 000 tonnes of cargo, about 80% of all trade between
Myanmar and China.”” There are three permanent check-
points on the highway and a number of mobile check-
points, which are intended to catch timber traffickers by
surprise. According to one former trafficker, the obsta-
cles posed by these checkpoints are simply avoided
through bribe payments and advance scouting. The
trafficker asserted that, when a consignment of tim-

ber was being moved, he and his former confederates
would operate in groups of 10 vehicles.®® This makes
the bribe-taking too lucrative for the authorities to stop
the consignment.

A GI-TOC interviewee has claimed that the lower axis,
which runs through Shan state, is more extensively

MYANMAR’S ILLICIT TIMBER © FLOWS, DRIVERS AND ACTORS

used than the upper axis partly because insurgents in
Shan have strong ethnic ties with Yunnan. This makes
it easier for them to leverage business and personal
contacts across the border in China and find outlets for
illegally logged and trafficked timber. The same source
also commented that a third route for timber trafficking
exists, going through Kayah state to Thailand.*!

The town of Katha in Sagaing region is mentioned as a
common departure point for illegally harvested wood
sent down the Irrawaddy towards Mandalay or upriver
towards Bhamo. This seems to be the area where both
the upper and lower China-bound axes originate. The
surrounding forests are still thought to be sites of log-
ging, which would now be illegal since the Myanmar
government banned logging in natural forests (i.e. out-
side of plantations) in 2016. There are plans to connect
Katha with Bhamo by railway, which, considering that
the latter lies a mere 65 kilometres from the Chinese
border, would almost certainly speed up the process
of timber smuggling.¢? River journeys between the two
places currently take a day. However, the project has
reportedly been shelved since 2017 due to attacks by
armed rebels along the projected rail route.



INEFFECTIVE
REGULATION

A forest denuded by logging. Myanmar cannot afford to do without the logging industry but lacks
the means to regulate it effectively. © Jerry Redfern/LightRocket via Getty Images
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t was estimated in 2020 that Myanmar loses approximately US$10 billion annually

because of illicit logging (counting revenue losses caused by unrecorded trade with

all of the country’s neighbours, as well as the wider international market, conduct-
ed via third countries).¢® However, the state has attempted to regulate timber exports,
most notably in 2006, 2014 and 2016. In 2006, the Myanmar government mandated
that all timber exports would leave the country through the seaport at Yangon.
Ostensibly, this was to ensure payment of customs duty. Yet, seven years later in
2013, around 94% of all timber exported to China went into Yunnan by land.¢* It is
believed that 72% of all logs exported from Myanmar during the period 2000-2013
had been illegally harvested.®

In 2014, the government banned the export of unprocessed timber. Up to then, log-
ging companies had been cutting down trees far in excess of their state-allocated
quota, mixing the extra (i.e. illicit) timber in with legally harvested logs and exporting
both to China. By requiring that logs sent out of the country would first be processed
in sawmills located within Myanmar territory, the state hoped to increase its scruti-
ny of the logging industry. Another motive was to add value to timber exports, there-
by earning more revenue for state coffers. The new rule is thought to have reduced
smuggling from the 2013 levels. But the awarding of concessions to politically con-
nected businesses led to job and property losses among the rural population, which
in turn caused an increase in artisanal logging. In 2015 alone, around 118 000 chain-
saws were thought to have been imported into Myanmar to meet the demand of vil-
lagers who had moved into the illicit wood business. And harvested wood still made
its way to China and India, using the same overland routes that had always been

favoured by smugglers.

Finally, in 2016, two developments further affected the legal status of timber harvest-
ing. First, the government introduced regulations about who could import, buy or
operate a chainsaw. These new rules were intended to slow the process of deforesta-
tion but actually had little effect, since most loggers simply ignored them. Chainsaws
were available for rent in many communities for the equivalent of US$100, a fairly
large sum of money in rural Myanmar but still a sound investment, given the probable
returns.®® Since a chainsaw can cut through a tree four times faster than a normal
handsaw, buying or renting one allowed a family to earn more income for less phys-
ical labour.” Although organized gangs existed alongside the artisanal loggers, it
seems that the widespread increase in chainsaws changed the nature of logging in

MYANMAR’S ILLICIT TIMBER FLOWS, DRIVERS AND ACTORS



Myanmar, making it much more pervasive (and thus,

perhaps, more ‘legitimate’).

The second development in 2016 was that the new
government of Myanmar, led by Aung San Suu Kyi’s
National League for Democracy (NLD), imposed a
one-year moratorium on logging. It was expected
that all demand, domestic and foreign, would be
met by stockpiles of MTE, the state-owned logging
company. After a year, the moratorium was partially
lifted and logging resumed on plantations but not in
forests. Harvesting timber remains forbidden in the
Bago Yoma mountain range, where a ten-year ban is

in place (although also ignored by loggers).

These rule changes have demonstrated two import-
ant and uncomfortable truths: Myanmar cannot

afford to do without the logging industry but lacks
the institutional means to effectively regulate it.

This is understandable to some degree, as the mili-
tary’s focus has long been the preservation of ter-
ritorial integrity against ethno-nationalist separatist

movements.

There are approximately 6 050 armed militias across
the country, whose job is to assist the military in
battling ethnic insurgents.*® The militias, typical-

ly consisting of 20 to 30 men, provide security for
public infrastructure and deny rebels free movement
across the countryside. Although they are meant to
be financially supported by the military, in practice
this merely involves turning a blind eye to racketeer-
ing by militiamen. It is believed that some militias
are involved in the timber trade. There are also
BGFs that operate as subsidiaries of the military.
They also engage in the illicit economy, including
the timber trade, and reportedly pass on a percent-
age to local military commanders. An example is the
New Democratic Army-Kachin (NDAK), a former
insurgent group that turned into a BGF and which
through its control over access routes to China’s
Yunnan province, plays a significant role in ‘taxing’
commodity flows.¢”

Companies also deliberately misuse the concessions
granted to them to pursue commercial projects.
Tanintharyi region, in the far south of Myanmar,

is relevant here. A high number of log seizures in
Kayah state, which lies just south of Shan state
(where Lashio and Muse are located), might indicate
that timber is being moved up from Tanintharyi. The
region’s lowlands are being carved into palm tree
concessions that, according to the approximately
50 companies that have obtained them, are primar-
ily meant to produce palm oil. However, an academ-
ic study found that only 15% of palm concessions in
southern Myanmar were being used for their origi-

nal purpose.”®

For the remainder, it seems that the concession-
holders' real intention is to submit a false business
proposal in order to obtain government permission
to clear forested areas. Timber felled during the
clearance process can be deemed ‘conversion tim-
ber' - an environmental version of ‘collateral dam-
age’ - which is not seen as deliberately harvested
for business purposes and can be sold openly on
the market. Another ruse used by companies is to
request a concession for a rubber plantation. All
told, around 18% of the land granted for palm or
rubber trees in Tanintharyi region has been planted

as was originally proposed.

At the other end of the country, Kachin state has
been the location of a large number of agribusiness
concessions, especially banana plantations, which
environmentalists have labelled as one of the main
drivers of deforestation in Myanmar. Tanintharyi
and Kachin together have 60% of all concessions
that have been granted in the country.”* In Kachin,
the level of abuse is higher: only 12% of the land
granted for commercial farming has been planted.
With the declining power of the KIA to extort ‘taxes’
from logging companies - except in the narrow strip
of territory along the border which it still controls -

deforestation rates have risen in recent years.

INEFFECTIVE REGULATION
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Insurgent groups, such as ethnic armed organizations, used to control key logging areas and transport routes
to China. © STR/AFP via Getty Images




here are four key groups of actors relevant to the illegal timber trade from

Myanmar to China. These are: the Myanmar government; businesspeople

based in Myanmar; local armed actors, such as ethnic armed organizations
and militias; and actors based in China. The term ‘Myanmar government’ here in-
cludes both elected civilian governments and military regimes. Following the
1 February 2021 coup in the country, some analysts argue that a military regime
should be regarded as separate from the institution of government. However, this
report treats the military as part of government, if for no other reason than its clear
preponderance in the country’s political affairs and its control over the state appara-
tus. This position does not equate to endorsing the military’s actions, or to criticizing
them either. Another point that needs to be clarified is that artisanal loggers are
subsumed within the framework of Myanmar businesspersons. This is because they
either directly harvest timber, if they have the required permission to do so or, more

often, purchase timber from subcontracted locals.

Our in-depth interviews and literature review all point to the same set of actors
driving the illicit timber trade. They are also implicated in other illicit trades across the
Sino-Myanmar frontier, including the wildlife trade, drug trafficking and borderlands
casino businesses. For its part, INTERPOL contends that ‘money laundering, corrup-
tion, drug trafficking and other types of organized crime are proven to be linked with
illegal logging operations in this region [South East Asial’.”?

A senior Myanmar government official also indicated that there is a ‘grey zone in
terms of what is legal or illegal’ in the logging industry. In his experience in the bor-
der areas, ‘the way it is, everyone is happy with it and the small-scale illegal move-
ment is accepted’. The official also recognized that the government ‘cannot eradicate
everything [because there are] too many actors, many environments’, referring to the
mountains, valleys and remote locations.”® He indicated that ‘there is a whole net-
work with what you could say is big collusion: police, ethnic groups, GAD [General
Administration Department], Forestry [Department], military [...] and there is a chain,
so that even the military tries to avoid timing their patrols to run into loggers’.”* The
Myanmar government official confirmed that Chinese criminal networks are active
throughout the Sino-Myanmar border region with a significant presence in the nar-

cotics business as well as involvement in gambling, timber and wildlife trade.”

The following sections analyze the four key groups and their involvement in the illegal
timber trade from Myanmar to China.

ACTORS IN THE ILLEGAL TIMBER TRADE
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Myanmar government

Between 1988 and 2011, Myanmar was the site of
large-scale illicit logging as the ruling military junta,
subject to international sanctions, sought to mon-
etize forest resources. Teak exports had already
been the country’s second-largest foreign-exchange
earner for several decades. Then, from 2011, as

the junta moved to introduce popular governance
through the reintegration of the NLD and its
leader Aung San Suu Kyi, logging increased signifi-
cantly. Between 2010 and 2015, Myanmar had the
third-highest rate of logging in the world, after Brazil
and Indonesia, losing 1.3 million acres of forest

cover annually.”®

The country is thought to have lost 15 million
hectares of forest after 1990, with the twenty
years between 1990 and 2010 accounting for an
annual decrease in total forest cover of almost 1%.””
During 2010-2015, this rate doubled to nearly 2%.
And from 2016 onwards, with the election of the
NLD and a political shift to civilian rule, the rate of
deforestation accelerated even more. Ceasefires
negotiated between the government and many

of the 17 major ethnic rebel groups spread across
Myanmar allowed logging to gain momentum. The
most influential rebel organizations tended to be
concentrated along the border with China, the

world’s biggest importer of timber.

MYANMAR’S ILLICIT TIMBER
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During the 1988-2015 period, timber companies were
given logging permits that were not strictly enforced.
The government apparently saw little reason to pro-
tect natural resources it could monetize for much-
needed foreign exchange.

Following the NLD's entry to political power in 2016,
logging was initially banned, but this measure proved
to be temporary as the civilian politicians realized that
they, too, needed cash flows into the economy, and
timber was one of the few ways to generate them.
Thus, the permit system was resurrected and enforce-

ment faded as a policy priority.”®

According to a Yangon-based analyst, a key issue is
the manipulation of the government-granted quota
or ‘annual allowable cut’ defined by MTE. In the
early years of the NLD government, there were fre-
quent reports of illegal logging seizures and there
was increased conflict between loggers and forest
wardens. But as the party’s focus shifted towards gov-
erning the country, it found itself unable to maintain
the momentum of the crackdown.”” In this context,
and with the additional complexity of the February
2021 coup, it appears unlikely that the Myanmar
military authorities will try to put an end to illegal
logging, and the supply of illicit timber to China and
the global market.&°

Recent enforcement activities by the Chinese govern-
ment (as discussed later in the report) may contribute
to the desired effect of reducing demand for illegally
harvested and sourced timber. Overall, though, it
seems that political uncertainty and renewed conflict
in Myanmar will be conducive to criminality. Reports
from the field indicate Myanmar’s borderlands have
opened even further to business and cash from China,
to the extent that the Chinese government is now
pressuring criminal fugitives in Myanmar to return to
Chinese jurisdiction by cutting off welfare payments to
their relatives.t* There are also reports of new militias
(not BGFs) forming in Kayin state in the south.®?

Following the coup that ousted the former head of state,
Aung San Suu Kyi, there was a reported increase in illicit

cross-border trade with China. © Koen Van Weel/ANP/AFP
via Getty Images



Myanmar businesses

Our interviewees indicated that a large number of
Myanmar businesses across the borderlands are
involved in illegal logging and trading of illegally
sourced timber. Businesses operating in the ille-
gal-timber trade rely on close connections to the
state-owned MTE, as well as military and armed
groups to enable their participation. A fairly unso-
phisticated practice of mislabelling and underquoting
volumes and types of logged timber opens the
timber industry to illegal profiteering.

According to a senior businessperson who has
worked for many years in Yangon, ‘to succeed in
the timber business you need to have connections,
but you don't have to be somebody’s son’.2® From
this perspective, ‘illegal timber is pretty attractive
because you just need to find a buyer, but drugs
and everything else need more investment, people
and planning.’®* In his judgement, it is ‘a much less
dangerous game than guns or drugs’.® But he went
on to clarify that knowing the local heads of various
militias and insurgent groups that operate along the
timber traffickers’ route is essential, so that a finan-
cial understanding can be reached with them.

Due to entrenched crony capitalism, a study of
the private sector in Myanmar necessitates an
understanding of patron-client networks extending
from within the government to (successful) entre-
preneurship. In the timber trade, linkages between
trafficking and state corruption are not limited to
conflict zones. It has been alleged that the trans-
portation of illegally harvested timber in Mandalay
region is enabled by bribes paid to police officers
at highway checkpoints.®¢ At a higher level, senior
government officials receive ‘gifts’ in the form of
payments for their children’s foreign education,
expensive holidays and hospital bills, as well as the
outright bribery of top army generals. All of these
tactics have been ascribed to logging tycoons such
as the late Cheng Pui Chee.®’

Even more ominous are hints of classical kleptoc-
racy. State-owned enterprises in Myanmar are
permitted to retain 55% of their profits in what is
known as ‘other accounts’ (OAs). MTE allegedly

Under the government of General Thein Sein (second

from left), it has been suggested that deforestation
increased. © Khin Maung Win/AFP via Getty Images

retained US$233 million more than it was eligible
to inits own OA. Furthermore, all the money (up
to US$1.4 billion) was later removed, with no iden-
tification of the beneficiaries. In 2019, the NLD
government required that all state-owned enter-
prises shut down their OAs, and that all profits
should be declared and recorded.®® With the 2021
coup, it is extremely unlikely that any such mea-
sures towards transparency will be sustained.

One assessment holds that the rate of deforestation
rose during 2011-2015 precisely because the tran-
sition government of President Thein Sein was eager
to oblige the private sector.®” Although most media
reportage focuses on illicit logging in Sagaing and
Tanintharyi regions and Kachin state, it seems that
the problem occurs across most parts of Myanmar to
varying extents. lllegal logging cannot be described
as only a characteristic of ethnically based insur-
gencies in areas outside state control. Roads and
bridges built in officially designated concessions by
MTE, which are not destroyed as required by law, are
simply used by private contractors when the state-
owned company has ceased its operations.

ACTORS IN THE ILLEGAL TIMBER TRADE
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Chinese businesses reportedly

have relationships with
insurgent groups, such as the
United Wa State Army, shown
here, to facilitate the timber
and other illicit trade across
the Sino-Myanmar border.

© Ye Aung Thu/AFP via Getty
Images
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Local armed groups

Insurgent groups such as the KIA and the United Wa State Army (UWSA) used to
control key logging areas and transport routes to China. Now, however, virtually all of
the forests that the KIA controlled have been exhausted of valuable hardwoods. The
KIA currently earns revenue by taxing routes and border gates, with the bulk of its
income derived from the jade trade. The UWSA, for its part, earns most of its income
from the drug trade. It has been reported that Chinese businesses have close rela-
tionships with these groups to facilitate the timber and other illicit trade across the
Sino—Myanmar border. Allegedly, some insurgent groups are able to fund their oper-
ations through stakes in timber and mining concessions, and also investments in the
hospitality sector. The same is thought to apply to some pro-government militias.”®
The degree to which the KIA and UWSA are presently involved in timber trafficking,
either directly or indirectly, has been disputed by knowledgeable experts.”

An account by a Kachin official highlighted the control that armed ethnic organiza-
tions held over key smuggling routes.”? He indicated that the best road to China is to
Tengchong. The road is controlled by Zahkung Ting Ying, a former NDAK commander
who is now in charge of a Myanmar government-backed BGF.”® His personal back-
ground illustrates the cross-border ties that bind the timber trade: Ting Ying is an
ethnic Chinese, born in Baoshan prefecture of Yunnan province. Yet he is a Myanmar
citizen and claims a Kachin identity. He and the NDAK's erstwhile director of finance,
another ethnic Chinese called Gao Liang, invested their profits from the timber trade

in their respective home communities in Baoshan prefecture.” It is worth noting that,
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while the Myanmar government blames ethnic rebel groups for not doing enough to
stop illicit logging in their strongholds, the limited data available suggests that defor-
estation rates are higher in government-controlled areas.” Specifically, in areas under

government control within insurgency-affected regions.

According to one study of illicit markets in South East Asia, the Myanmar military
(known as the Tatmadaw), facing a cash crunch in the late 1990s, took to encouraging
field commanders to engage in fundraising rackets to reduce the strain on the federal
budget. Given the army’s priority of containing separatist movements, many com-
manders arrived at the unofficial solution of allowing pro-regime militias to engage

in criminality and then pass a cut of their profits upwards to the military. Referring
specifically to the drug production facilities in Shan state, the study noted:

Symbiotic relations between Tatmadaw units and militias have created what
may be described as hierarchies of extraction: militias profit from the drug trade
in return for fighting insurgency, ensuring local stability, and providing access

to areas under their control. In this way, Tatmadaw battalions benefit indirectly
from the drug trade by creating unofficial protection rackets that allow them to
profit from their connections with the militias while keeping a layer of distance
and subterfuge between themselves and drug profits.”

This analysis was further supported by GI-TOC interviews. According to an inter-
viewee in Kachin state, the military turns a blind eye in return for operational
assistance from militia groups, such as scouting at the local level and some reinforce-
ment in logistical support. In return, the militia commanders are allowed to engage

in whatever businesses they wish. The interviewee highlighted that responsibility for
trafficking, whether of drugs or timber, lies not just with militias and insurgent groups,
but also with the Tatmadaw’s regional commanders.?”

Chinese actors

Chinese migration to Myanmar and Sino-Myanmar cross-border trade dates back
thousands of years.”® The trading connection between Yunnan and Myanmar’s east-
ern states significantly predates Yunnan's incorporation into the Chinese empire during
the Yuan Dynasty (1277-1367), having first been officially recorded in 128 BCE.?? This
history is an important background to the current presence of Chinese interests in
the borderlands region.

The following section expands on the role of Chinese business interests, the coun-
try’s economic and political interests in Myanmar and the role of state actors in
enabling and countering the illicit timber trade.

Chinese businesses

Chinese companies control the supply chain of timber from Myanmar to China. An

analyst from the region noted that, in the past, Thai businessmen and Indian traders
were involved in timber trading, but ‘now the majority of timber trading in Myanmar
is in the hands of the Chinese’.'°© Chinese-owned businesses have strong networks

of connections and presence in Kachin and Shan states in Myanmar’s border region.
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In Kachin state, they are investing in banana plantations and fruit and vegetable
farms. The produce from these farms is then allegedly mislabelled as grown in
China.!9t As described above, such ‘agribusinesses’ are one of the most important

causes of deforestation in Myanmar.

Smuggling of rosewood requires a more exclusive type of supply chain, due to

the specific profile of the consumer: hongmu manufacturers in China. Connecting
sellers to buyers is a delicate matter handled through intermediary business con-
tacts. In 2014, it was estimated that 95% of all redwood imported to China from
Myanmar was brought in by around 40 firms clustered in Yunnan province.’?? These
firms have timber import licences issued by the Chinese government. Using the
licences as legal cover, they subcontract the actual movement of timber to smaller
firms that take the risk of bringing it across the border. Hongmu is, after all, a lux-
ury good and those producing it have reputations to protect, which is why layers
of cut-outs exist between them and those doing the logging. The main centres of
hongmu processing are not in Yunnan but rather in eastern China, especially the
Pearl River delta.

On the Chinese side, corruption is institutionalized. An ‘agent system’ exists at
border crossings, in which companies that are importing timber solicit the services
of a customs clearance firm. Representatives of these firms are present at crossing
points. When a timber-carrying truck arrives, they confirm that the truck oper-
ators are clients of their own firm and submit verifying documents to customs
officials. The truck is then allowed to enter China without undergoing inspection.
In effect, this system undermines Yunnan's efforts to fight illicit logging, since the
documents submitted to customs officials are believed to include forged decla-
rations that the timber is legal on the Myanmar side of the border. On the face

of it, however, this cannot be true if the timber is transported overland to China
and if it is imported as unprocessed logs, both of which are illegal under Myanmar
law. The largest customs clearance firm in Yunnan is the Jinxing Group, which also

provides storage yards for timber in the border areas.1°®

A more questionable business entity is the so-called BDYA Group, named after
the initials of its four leaders. It provides protection services to smaller busi-
nesses that use unmarked roads and informal crossing points to move timber

into China. The group is thought to have reached agreements with both KIA and
Myanmar army commanders, allegedly to facilitate the smuggling of timber across
the border. One of the leaders is based in Ruili, while another might hail from
Tengchong, as do many timber traders.'®* Importantly, the 2019 corruption case
against Yang Mingjin, a former deputy captain of the Border Defence Brigade in
Ruili, revealed the complicity of Chinese government border officials in the trade
between 2007-2018.1°

State economic and political interests

It is difficult to disaggregate the significance of China’s Belt and Road Initiative
(BRI) in the border region from broader narratives of Chinese investment, the

presence of Chinese businesses and China-linked enterprises and, indeed,
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large-scale infrastructure projects that predate the BRI. Reports that Chinese
enterprises in the borderlands have co-opted the government’s BRI to strengthen
their own appearance of legitimacy further complicate the matter.'% Considering
China’s interests and role, one Asia-focussed investor contended that ‘the Belt and
Road Initiative is only relevant as it gives some logical connection, an ostensible
logic, to China’s export growth model. It is best seen as marketing, as a wrapper.'1’
In his analysis, ‘BRI is multiple players’ and relies on these players ‘following their
own interests’. Furthermore, because ‘Yunnan is already peripheral, and is so reliant
on land-based commerce’, it relies heavily on Myanmar trade.’°®

In 2011, local opposition led the Myanmar government (which was headed by
Thein Sein, a former general who had assumed the presidency as a civilian) to
suspend construction work on a Chinese-funded dam in Kachin state. For years,
anger had been mounting among the Kachin population about the loss of farming
lands to infrastructure projects that were negotiated between the two govern-
ments, but about which they had not been consulted. Another dam project on
Kachin territory, which was also opposed, sends 90% of its electricity yield across

The trading connection between China and Myanmar is centuries old. The Chinese influence in
the borderlands, and in the region more generally, has been supercharged by Beijing’s Belt and
Road initiative. © Taylor Weidman/Bloomberg via Getty Images
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the border to Yunnan. Resentment over this project boiled over into open hostilities
between the Myanmar army and the KIA, ending the 17-year ceasefire.'??

As combat operations resumed, Beijing noted a change in Naypyidaw’s governing
style: the Myanmar military would not suppress popular protests by force. The gov-
ernment was also seeking to reopen relations with Western democracies and
reduce its dependence on Chinese patronage. China accordingly began to push
for peace talks between the KIA and the army.''° In part, its motive was to take

a leadership role in any future negotiations and preclude American or European
participation. But the Chinese also seemed to appreciate that continued instability in
Kachin-dominated areas would jeopardize Beijing’s plans to create an overland ener-
gy-and-trade corridor through Myanmar to the Indian Ocean.

The China-Myanmar Economic Corridor (CMEC), a subsidiary project of the BRI, is
presently enhancing infrastructure connections between Yunnan and Myanmar, and
deforestation rates in Myanmar can only be expected to rise. The 1 700-kilometre
corridor will include new railway lines from the border region to Mandalay, and prob-
ably further to Yangon in the south and the western seaboard port of Kyaukphyu.
China has long pushed for a development project in Kyaukphyu, which would do little
for Myanmar’s own economy but would allow Chinese energy supplies to bypass any
naval blockade at the Straits of Malacca. It would also collaterally allow China’s navy
- the world's largest - to strengthen deployments in the Indian Ocean. Although
Myanmar’s Constitution prohibits allowing foreign troops on its soil, there is some
ambiguity about whether this extends to logistical facilities for foreign vessels.*?
Some commentators speculate that, in the event of rising tensions with India or even
the US, the Chinese navy could have a string of maintenance depots lodged in sup-
posedly neutral countries from which it could sortie.*?

This speculation is relevant to the illicit timber trade because it suggests that Chinese
economic ties with Myanmar are driven by a higher geostrategic purpose beyond
mere commercial interest. In addition to railway construction and port development,
a major CMEC goal is to develop a Border Economic Cooperation Zone that would
effectively tie the Myanmar economy to China’s. In any future regional conflict,
even if it does not participate in hostilities, Naypyidaw may find itself unable to deny
berths to Chinese warships between combat missions.

Beijing also retains leverage over Naypyidaw because the rebel groups along the
Yunnan-Myanmar border, such as the KIA, survive with tacit Chinese support. If
Myanmar resists CMEC undertakings that are crucial to Beijing’s interests, such as
overland access to Kyaukphyu, China can strengthen rebel groups along the border.
Thus, irrespective of Myanmar’s own policy preferences - it is courting India as a
counterweight to China, and New Delhi has been responsive - the South East Asian
nation seems destined to be an economic hinterland for China’s vast markets. It is
likely that the environmental fallout of increased connectivity with these markets will
include increased extraction of natural commodities such as jade and timber.
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Anti-corruption crackdown in Yunnan

Historically, the Chinese government, whether at central or local levels, has done little to
block the illicit overland flow of timber from Myanmar into Yunnan province. Despite the
more recent Chinese enforcement activities, which revealed extensive involvement of
Chinese government officials and businesses, Beijing has had little interest in stopping the
illegal timber trade from Myanmar. Rather, it has focused on strengthening its ties with
the military regime whenever there was one in power in Nyapyidaw, which was the case
for most of Myanmar’s history since 1988. Even the 2019 crackdown in the border town
of Nongdao was more closely aligned with Chinese President Xi Jinping'’s anti-corruption

drive than any specific intent to hinder the overland timber trade from Myanmar.

As part of Xi's corruption crackdown, the Chinese government’s counter-smuggling
efforts in Yunnan took a significant turn in 2019, after key officials in the frontier de-
fence brigade (gongan bianfang) were arrested in the first half of the year for accepting
bribes from smuggling syndicates. The arrests of three cadres in charge of the Dehong,
Xishuangbanna and Ruili frontier brigades apparently provided information used to con-
duct massive armed police raids in July 2019. The raids uncovered a number of illegal
warehouses in Nongdao town, Ruili, and identified the bosses behind more than a decade
of cross-border timber-smuggling operations.!*®* The operation highlighted the extensive

involvement of China-side actors in the Sino-Myanmar border illicit timber trade.

The disciplinary and later legal investigation into Yang Mingjin, a Ruili cadre, unravelled
years of corruption and complicity in the timber smuggling trade.!** Details of the investi-
gation that were reported in the local media revealed that Yang allegedly assisted smug-
gling groups from April 2012 to December 2018. One article claims that Yang accepted
RMB1.77 million as well as premium quality furniture, jade, tobacco and alcohol during
this period.!*® This was the first time those responsible for ‘frontier defence’ had launched
an investigation against public officials for smuggling.!*¢ Leaders of the Dehong and

Xishuangbanna frontier brigades were also arrested for accepting bribes in June 2019.1*”

Legal cases such as this, and improvements in Chinese domestic forest policy and regula-
tion, provide some cause for optimism. But while there may be increased attention on the
roles of Chinese government officials in smuggling across the border, this is unlikely to dis-
mantle the enabling environment for illegal timber provided by the Chinese government.

In China, as in Myanmar, confronting the trade itself is far down the priorities list.
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Widespread illicit logging in Myanmar presents multiple, complex enforcement and regulatory

challenges. Here, a border police officer stands guard. © Hla Hla Htay/AFP via Getty Images




n Myanmar, widespread artisanal logging by impoverished villagers promotes a

complacent view that logging is ‘only’ an environmental crime without considering

the larger structures behind it. Thus the government Forestry Department, which
bears the responsibility for combating illicit logging, is under-resourced and lacks
investigative powers to probe higher up the loggers’ chain of command and identify
their financiers.

Political conflict presents another obstacle. As long as the risk of violence exists,
communities cannot take responsibility for managing their local resources. They are
also unable to resist unsustainable logging of valuable hardwoods, for which market
demand exists and which can be monetized by outsiders.

One of our interviewees listed the enforcement challenges as follows: difficult ter-
rain in hilly and forested regions with poor road connectivity; presence of rebel
armed groups; lack of manpower and funding; and the risk of attack by loggers.18 A
local environmental and forest advocate who maps and investigates illegal logging in
Kachin state said that he was unable to access key logging areas due to their remote-
ness and the presence of armed ethnic organisations. The same interviewee indicat-
ed that, for every Forest Department employee, there are 20 000 acres of forest for

oversight: a near-impossible task without access to high-end technology.**?

Officials who are responsible for safeguarding natural forests are not provided with
the tools needed to uncover networks of patronage, and the government takes few
precautions to protect them. The fact that such activity takes place in isolated spots
means that there are no police in the area who could prevent an official from being
murdered and the body secretly disposed of, and no witness can later ensure that
justice is served in court. Forest officials who attempt to stop illicit logging thus have
to approach the police for protection.'?® They are still better off than journalists, who
can be eliminated with few questions asked, as press freedom is a relatively new -
and highly tenuous - concept in Myanmar.*?!

Both external observers and policymakers in Myanmar commonly assume that pre-
venting illicit logging is the responsibility of the Forest Department alone. But, given

the challenges its personnel face on the ground, a joint approach between multiple

ENFORCEMENT CHALLENGES
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agencies is needed. This in turn requires that combating logging be elevated to a
priority task, and not just within the country but also by Myanmar’s neighbours.

Around 99% of those arrested for illicit logging are reported to be Myanmar nation-
als.*22 However, this masks the involvement of Chinese citizens who illegally crossing
the border to engage in the same activity. In 2015, the government of Myanmar
arrested 155 Chinese loggers deep inside Kachin state in a coordinated sweep. Media
reports indicated that a total of 1 700 Chinese nationals might have been present

in the area where the crackdown took place.’*® Most evaded capture and fled back
to China, hiking across the border with the help of the KIA. They left behind them

4 500 tonnes of harvested timber and equipment worth a total of 300 million yuan
(US$46.3 million), including 400 trucks. Seeking to obtain the release of the 155
arrested loggers, a group of 23 Chinese firms based in the Tengchong area said that
their presence in Myanmar had been legal.** They claimed to have received per-
mission to harvest timber in Kachin state from a former rebel commander who had
defected to the Myanmar government.

After sentencing the 155 Chinese nationals to lengthy prison terms, Naypyidaw
released them under a general amnesty and deported them. Chinese media reporting
at the time depicted the episode as a power struggle between the Myanmar gov-
ernment and local Kachin leaders, with the loggers being mere collateral victims.*?°
However, what came to light in the months following was that many of the loggers
were unaware that they had broken any laws in crossing the border. They had been
hired for low wages, which were nevertheless much greater than what they could
earn back home, and their entry into Myanmar had taken place with the knowledge
and approval of Chinese border guards.’?® They did not know that this approval
counted for nothing under Myanmar law.

Information about the presence of Chinese organized-crime groups in Myanmar is
extremely sparse, but given the well-entrenched supply chains that run across the
border with Yunnan, it is quite possible that such groups are involved in timber supply
chains to some degree. Further research on this issue is needed. Journalists have
reported an interesting rumour that companies engaged in illicit logging sometimes
pay their workers in drugs: specifically, methamphetamines.’?’ It is not clear whether
this might be because they are part of a poly-criminal entity engaged in drug smug-
gling or merely because they have transactional contacts with drug smugglers.

MYANMAR’S ILLICIT TIMBER FLOWS, DRIVERS AND ACTORS
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Allegedly, the same set of actors behind the illicit timber trade are also said to be implicated in other illicit activities
in the borderlands, including casino businesses. Casinos can operate below the radar and not report transactions.
© Christophe Archambault/AFP via Getty Images
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ne of the reasons why Myanmar is so dependent upon trade with China

is the former state’s weak institutional capacity. In 2019, tax revenue as a

percentage of GDP stood at a low 5.8%, reflecting the government’s chal-
lenges in providing basic services.’?® Thus, monetizing both its own natural resources
and its overland proximity to a vast and growing market like China is a rational policy
for Myanmar to adopt. A 2015 study noted that illicit capital flows into Myanmar
were much greater than outflows. This trend has been observed elsewhere in coun-
tries where drug trafficking is a serious problem, such as Mexico, Afghanistan and
Thailand.* lllicit logging in Myanmar thus cannot be viewed in isolation from the
larger context of high levels of political and/or criminal violence. Such violence ob-
scures the long-term negative effects of logging by seizing the full attention spans
of policymakers and security forces. It also deters foreign investment, making the
country dependent on a few patrons who seek to exploit it for their own geopolitical
interests, whether these be China, the US or India. Crucially, it seems that the biggest
driver for illicit financial flows is not macroeconomic instability but rather weak gover-

nance, which brings the question of state capacity to the forefront.

Myanmar has a Financial Intelligence Unit that operates under the Home Affairs min-
istry and lacks autonomy in processing suspicious-transaction reports. The country
also has weak legislation to combat terrorism financing and still bears the legacy

of decades of socialist isolation from the international economy. Casinos along the
border with Thailand, for example, can simply operate below the radar and not report
any transactions. For a long time, the strong NGO sector in Myanmar was seen as a
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vulnerability in terms of tracing cash flows. There was greater scrutiny of this sector
when the NLD came to power in 2016, although possibly for reasons that have more
to do with stifling anti-government criticism than interdicting illicit flows.

An estimated 85% of the population rely on cash couriers to make payments outside
of formal banking systems.’3° A large amount of cash floats within the informal
economy and is used in off-the-books transactions. For example, it is thought that,

in 2010 alone, wood exports to China and India were under-invoiced by US$119
million and US$40.9 million respectively. Other commodities, such as metals and
precious stones exported to China, were under-invoiced by US$155.4 million.13! By
far the biggest contributor to IFFs was the drug trade, thought to account for annual
revenue of US$2 billion. Anecdotal reports point to the use of illegal money-transfer
systems for transactions related to the timber trade, including cross-border transac-
tions (referred to as hyndai in the borderland region, as hawala or hundi in South Asia
and the Middle East, and as hui k’'uan, ch’iao hui, phoe kuan, among others, in Chinese
dialects).’®? These illegal money-transfer systems rely on strong networks in the origi-
nating and destination countries to facilitate the fast transfer of funds and are widely
used in other illicit trades, including narcotics, human trafficking, terrorism and gam-
bling.’*® Such underground banking systems may also operate in concert with other
practices, such as false invoicing and customs declarations.

Crony capitalism makes for a convenient screen behind which illicit flows, of both
funds and goods, can be transacted. Due to its unusual history of overlapping social-
ist and military rule (the former from 1962 to 1988 and the latter from 1962 through
to 2016), Myanmar is a strong example of an economy that has been captured by
elite interests. A 2018 report by the Financial Action Task Force observed that

Myanmar’s economy is marked by both military-owned firms and those owned
or controlled by individual military officers and their family members who
entered business, particularly from regional commanders, as well as entrepre-
neurs who dominate key sectors through continuing close relations with leading
generals. A small set (approximately 15) favoured individuals were selected

as ‘national entrepreneurs’ and were systematically favoured by state patron-
age and now own Myanmar’s largest conglomerates, with interests spanning
banking, real estate, tourism, mining, timber, manufacturing, construction, trans-
port and telecommunications. Many commentators and government sources
indicate that these figures were once referred to as cronies dominant in the
economy, but are now considered tycoons. While they control as little as 5% of
businesses, sources indicate they control a majority of the country’s wealth 1%

That reference to timber is important. It demonstrates that illicit logging is conducted
within a broader context where undeclared profits can be laundered by circulating
them through legitimate front businesses in apparently unconnected sectors of the
economy.
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Women carry burning torches as they march during a demonstration against the military coup in Yangon
on 14 July 2021. © STR/AFP via Getty Images
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fter five years working alongside the military under the 2008 Constitution,

Aung San Suu Kyi’'s NLD government was overthrown by a military coup

on 1 February 2021. At the time of writing, and after weeks of widespread
protests in Myanmar, the outcome and enduring impact of the coup is far from cer-
tain. In terms of this report, however, it is necessary to briefly explain the context in

Myanmar’s borderlands and the possible impact of the coup on illicit trade.

For a start, developments in Naypyitaw and Yangon are often peripheral to the
Myanmar-China illicit timber trade. Yet, the decision calculus can change for the
actors involved in the trade. Persons who were previously unconcerned about the
prospect of an NLD defeat are now less than happy that the military has intervened
so blatantly in the political process once again.**® Likewise, for Chinese businesses in
Yunnan, the calculus has changed and possibly there will be greater risk-aversion.'3¢
However, it is still likely that illicit trade in the borderlands will do well. Those Chinese
firms with strong contacts in informal markets and expertise in negotiating past
customs checks will thrive because the political turmoil in Myanmar will reduce the
number of officials that need to be bribed.*®’

Proof of this seems to lie in satellite imagery taken since the coup, which shows an
apparent increase in the size of deforested areas.’® There have also been concerns
that the military is selling stockpiled wood that had been seized earlier from traffick-
ers and can now be monetized quickly. Such concerns must be weighed up against
claims that ‘the military is cracking down on the informal economy across the whole
chain’’* An optimistic reading of the situation would be that tighter control by the
military would reduce timber trafficking; a pessimistic assessment would be that the
army authorities are merely eliminating competitors in the illegal timber sector and
consolidating their institutional hold over it. There is now a checkpoint staffed by
Forestry Department officials at O-Mile, just outside Yangon on the highway from
Naypyitaw and Mandalay, to check trucks heading towards the Yangon port. The
exact purpose of this checkpoint is unclear, but it reportedly fits the pattern in which
soldiers demand and accept bribes to facilitate the movement of timber.

The coup has also exacerbated key drivers of the illegal timber trade that were
already heightened by the impact of the COVID-19 pandemic, which in 2020 led

MYANMAR'’S 2021 COUP AND BEYOND
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to significant job losses across the Myanmar economy. The coup has focussed mil-
itary surveillance on the nationwide Civil Disobedience Movement, and a number
of our interviewees indicated that illegal businesses will flourish under these condi-
tions. It is also possible that the Myanmar military regime will be tempted to dereg-
ulate the logging sector, in order to stimulate local employment and save businesses
from shutting down.° Signs of similar developments have already been observed in
Indonesia, where, in the wake of COVID-19 economic disruption, the government
made an abortive attempt to reduce the number of checks carried out on harvested
timber. Strong opposition led to this move being rescinded, but the effort itself was

ominous.'

Another factor is that, in April 2021, the US government sanctioned MTE over its links
with the current military regime.**> MTE has also been sanctioned by the EU, UK
and Canada. To avoid potential liability for dealing directly with the company, foreign
buyers might prefer to conduct business with private-sector proxies who could serve
as cut-outs between MTE and international timber markets. In such a scenario, any
deregulation will be largely superficial and primarily intended to evade sanctions.

Retrenchment of military rule and a
renewed tilt towards China

The acquisition of land for agribusiness by Chinese companies is likely to play a sig-
nificant role in providing a ‘legitimate’ commercial cover for further exploitation of
Myanmar’s forests. The case of banana plantations in Kachin state is illustrative: as

a result of massive Chinese investment in creating these plantations, Myanmar's
banana exports increased by 250 times over a seven-year period from 2013 to 2020.
Meanwhile, Kachin state has lost almost all of its valuable hardwoods, owing to them
have been categorized as ‘conversion timber’ while forestland is cleared for plan-
tations.*3 In total, over the last 20 years Myanmar has lost an area of forest cover
equivalent to the size of Switzerland.*** Following the coup, there has been a wave of
critical writing against the Tatmadaw, including from foreign scholars. The economy is
predicted to contract by more than 20 per cent as a result of the disruption to inter-

national trade, as well as international sanctions.’

An important question remains: can democracy really take root in a country where
the military leadership controls most of the wealth produced by natural resources?
In the face of international condemnation, the military has decided to raise funds by
auctioning illegally harvested timber that was seized under the NLD government. It
has also issued fresh permits for logging.’** The amount of timber offered for auction
could be as much as 200 000 tonnes.'*’

To hedge against diplomatic isolation, the military regime has appointed politicians
with a known pro-China orientation to key cabinet positions, such as the minister for
international cooperation, the minister for foreign affairs and the minister for elec-
tricity and energy.*® It can be expected that, should Western countries settle into

a repeat of the 1988-2011 policy of ostracizing the Tatmadaw, such individuals will
constitute a bridge between Naypyidaw and Beijing to keep the Myanmar economy
(and the Tatmadaw’s patronage apparatus) financially solvent.
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Policy responses and recommended actions

Weak governance and pervasive corruption create a challenging environment for the
implementation and enforcement of effective policy action to address the illicit flow of
timber. There is no substitute for broad-scale institutional reform and anti-corruption
mechanisms. Still, our analysis of the key network of actors complicit in the illicit flow of
timber has highlighted a set of key actions to curb the trade.

The following points outline recommended policies and actions focused on a range

of stakeholders, both within Myanmar and outside, that were raised in the interviews
conducted for this report and supported by our own judgement about the best steps to
be taken:

1. Support the development of Myanmar’s timber industry. The Myanmar govern-
ment has previously tried to promote the development of the country’s value-add
timber industry by banning the export of unprocessed logs. Multiple interview-
ees indicated that further support, investment and incentives for downstream
timber-processing in Myanmar could still be an effective way to tackle the illegal
industry. Any such initiative should, however, be timed to support the country’s
return to democratic government, and not before.

2. Encourage Chinese government enforcement activities. Chinese enforcement to
date has been sporadic. However, the few crackdowns that have occurred had a
temporary impact on the flow of illicit timber. The most recent, in 2019, focused on

the role of Chinese government officials as part of a national anti-corruption drive.

Buddhist monks take part in

a protest against the military
junta as a truck transporting
timber passes by. It is possible
that army authorities are
consolidating their hold over
the illegal timber economy.

© Thierry Falise/LightRocket via
Getty Images

MYANMAR'S 2021 COUP AND BEYOND 45



46

Continued actions that frame the illicit flow of timber in terms of corruption may
help to spur further action. In this regard, the identification by Beijing authorities

of Yunnan-based individuals and businesses involved in the trade could be useful

to international law-enforcement efforts. It would also be useful if China were to
explicitly include illegally sourced timber imports under its amended Forest Law.

At present, the law contains an element of ambiguity concerning a timber compa-
ny’s culpability if it claims to lack knowledge about the provenance of its supplies.
The law's effectiveness will therefore depend on how rigorously it is enforced.*#
Some clarity on this point might emerge after the UN Conference on Biodiversity

in Kunming, in China’s Yunnan province, in October 2021, taking place as this

report goes to press. Speaking at the conference, the executive secretary of the
Intergovernmental Science-Policy Platform for Biodiversity and Ecosystem Services
(IPBES) called for ‘transformative change’ to reduce the rate of damage being done
to ecosystems. Among the steps she recommended was to restrict unsustainable
and illegal logging. Considering that the IPBES has been tracking global biodiversity
threats on a long-term basis, the fact that such statements were made at a prominent
panel at the Kunming conference means that China is likely to take note of growing
international concern over illegal logging. Whether this leads to a tightening of the
legal regime within China will, however, only become clear in the months ahead.’*®
Invest in technology to support surveillance and enforcement activities in
Myanmar’s forests. The Myanmar Forest Department’s lack of human resources and
investigators could be partly overcome through the use of technology. Such technol-
ogies could include remote sensing and geographic-information-system mapping that
would assist in the regular monitoring of deforestation in key logging areas. However,
any such investment should ideally occur after the restoration of democratic rule.**
Promote the role of local and international NGOs and civil society groups in
tackling the illicit timber trade. Non-government actors have a critical role to play

in tracking illicit flows of timber from Myanmar to China. One possibility might be

to introduce a system for selected communities to document and track the loca-
tions and pace of logging activities in nearby forests. This could help raise public
awareness of the scale of the problem and, under current circumstances, particularly
following the February 2021 coup, is perhaps the most that can be done.

Promote corporate social responsibility in the timber industry. Businesses in
Myanmar and China play a significant role across the timber supply chain, and there is
little chance that the flow of illicit timber will stop while these businesses continue to
exploit weak institutions and governance. Setting up mechanisms and activities that
would promote responsible business practices is another means of curbing the illicit
flow of timber from Myanmar. A Kachin official suggested that ‘what we want is more
responsible business investment in the country. There is plenty of room to exploit
the legal loopholes, but our request would be to consider how to be more socially
aware and responsible when it comes to environmental concerns.**? Following the
coup, foreign governments are keen to track the military regime’s sources of revenue
and subject them to sanctions. Thus, financial intelligence could play a crucial role

in targeting companies in the timber trade that are owned by political cronies. This
intelligence effort has to be government-led but will rely on information supplied in

part by international companies that deal with Myanmar-based firms.
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