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This document relates to item XX of the provisional agenda 

 

First session of the Meeting of the Parties to the Protocol to Eliminate Illicit Trade in Tobacco Products,  

8 -10 October 2018, Geneva, Switzerland 

 

Free Zones 

 

 

Key Recommendation 

 
• FCA calls for the establishment of a working group on free zones to provide detailed 

guidance to Parties on implementing Article 12 of the Illicit Trade Protocol. 

• Develop a set of criteria outlining what legislative options are available for effective 

controls in free zones. 

• Clarify the level of oversight that customs authorities are expected to perform within 

free zones. 

• Recommend models for effective interagency cooperation (e.g. customs, law en-

forcement) to address illicit trade within FZs. 

 

 

 
Why this is important  

 

Article 12 of the Protocol to Eliminate Illicit Trade in Tobacco Products (ITP) requires Parties to im-

plement effective controls on all manufacturing of and transactions in tobacco and tobacco products 

within free zones within three years of the ITP coming into force. It explicitly prohibits the intermin-

gling of tobacco products with non-tobacco products at the time of removal from the free zone. Ar-

ticle 12 also states that Parties should adopt and apply control and verification measures on the 

transit and transhipment of both tobacco products and manufacturing equipment.  

 

Background  

 

Free zones (FZ), also known as free trade zones (FTZ) or special economic zones (SEZ), are areas 

where regulations and controls are relaxed in an attempt to foster international investment and 

trade, and employment. This relaxation includes exemptions from import duties and taxation, as FZs 

are considered to be outside the applicable customs union for the country in which they are located. 

 

However, FZs also attract illicit business and money laundering. There are more than 4,000 such 

zones worldwide. International law enforcement agencies including the World Customs Organization 

(WCO), Organisation for Economic Co-operation and Development (OECD), Interpol and Europol, 
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have identified FZs as facilitators of illicit trade. Article 12 of the ITP requires Parties to implement 

“effective controls” on manufacturing of and transactions in tobacco and tobacco products in FZs. It 

also requires Parties to prevent intermingling of tobacco products with non-tobacco products 

(where tobacco products and other products are mixed in a single container or other transportation 

unit in FZs, with the intention of facilitating smuggling). 

 

Since many Parties remain committed to FZs on the grounds of their claimed economic benefits, it 

will be necessary to implement the Protocol’s required controls with considerable care, and detailed 

guidance and assistance with implementation is likely be required. This should also be a focus for 

intersessional work, facilitated by effective engagement with the international enforcement agen-

cies listed above. 

 

 

Cigarette trade and Free Zones  

 

FZs represent a growing trend in international trade, but are also increasingly targeted by interna-

tional agencies such as WCO, Interpol, Europol, and the Financial Action Task Force on Money Laun-

dering (FATF)/OECD, as main facilitators of illicit trade of cigarettes, illegal goods or money launder-

ing. FZs are often being used to conceal the real beneficiary-owner of a given good, by means of the 

use of transit documentation, transshipments, repackaging and multiple changes of ownership.  

 

The main concerns with FZs are a lack of transparency of operations and a lack of customs oversight 

and control. Moreover, corruption within government, particularly within customs agencies, also 

fosters these illicit operations.  

 

Article 12 of the ITP addresses these problems by mandating special controls with regards to tobac-

co products in FZs and stipulating that tobacco product cargoes may not be intermingled with non-

tobacco goods(§ 2). Further, §3, mandates that Parties adopt and apply control and verification 

measures to all international transit and transshipment, including manufacturing equipment. The 

potential impact of Art. 12 ITP on illicit tobacco trade is sizable. 

 

 

However, there are also significant challenges related to the effective implementation of Art. 12 

(and within its designated three-year period) with regard to local capacity to develop and enforce 

control and verification measures. This is especially true for low and middle income countries 

(LMICs), where many FZs are located and which face financial constraints to effective enforcement. 

Enforcement requires a high level of monitoring, and this may be viewed as a threat to the status 

quo and the freedom from oversight and regulation that multinationals have benefited/profited 

from in FZs.  

 

 

Improving international control 

 

Parties need to consider carrying out a documented assessment of their own risks and threats with 

respect to illicit trade in cigarettes (volumes, sources, ports, routes, regional differences, etc.) within 



3 

their territory. In particular, implementation of Arts. 6-13 ITP on supply chain control measures 

should be considered a priority and come under scrutiny of any domestic review process. Identified 

weaknesses (in law enforcement, inter-agency coordination, legislation or customs) need to be ad-

dressed and sufficient resources need to be allocated to illicit tobacco trade control. 

 

Any investigative effort at the domestic level will, however, only be efficient if Parties to the ITP 

make needed adjustments and strictly enforce illicit trade controls. The viability of any tracking and 

tracing systems installed during the production process, for instance, depends on effective law en-

forcement (Arts. 14-19 ITP) and efficient border controls.  

 

Cooperation amongst international agencies such as WCO, Interpol, regional FTAF, etc. has to be 

enhanced and contribute toward the development of a global sharing point. In this area, the FCTC 

Secretariat has mandates to proceed and produce agreements with other UN treaties and institu-

tions such as UNODC, UNTOC, etc. 

 

 

What legal options are available? 

 

Information sharing and enhancement of investigative efforts are key in the control of misinvoicing 

and other present practices in international trade. Thus, Parties are encouraged to provide customs 

with the ability to carry out respective controls and inspections on tobacco products inside FZs. This 

could be done most efficiently if rules applicable to all commodities and not only cigarettes were to 

be adopted.  

 

Parties are therefore also encouraged to ratify Annex D, Chapter 2 of the WCO Revised Kyoto Con-

vention (RKC, the International Convention on the Simplification and Harmonization of Customs Pro-

cedures). Standard four of Annex D of the RKC explicitly establishes that: “Customs shall have the 

right to carry out checks at any time on the goods stored in a free zone.” Presently, there are 110 

Parties to the RKC but few have also ratified Annex D. In practice, this means that most Parties do 

not control activities in their FZs sufficiently.  However, even if Parties choose not to ratify Annex D 

of the RKC, they are encouraged to adopt national legislation and guidelines for relevant authorities 

to implement effective controls on tobacco and tobacco products within FZs. 


