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Free Trade Zones: Are the Economic Benefits 
Outweighed by Misuse? 

The advantages of FTZs, such as reduced Customs presence, lighter governance and regulation, 

special tax incentives and reduced clearance times also make FTZs attractive to criminal 

organizations and unscrupulous traders to engage in:

• smuggling

• money laundering

• counterfeiting

• illicit whites manufacturing/transit in FTZs (tobacco-specific issue)
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Challenges Faced in the FTZs 

• Intellectual Property Rights Infringement

o In late 2017 a container with counterfeit JTI cigarettes was shipped from an FTZ to Jordan. Due to a 

Customs alert in Jordan, the shipper filed for immediate re-export and shipped the container back to the 

FTZ. In January 2018, after JTI’s trademark owner application, Customs in the host country inspected 

the container and seized 71 master cases of counterfeit cigarettes

• Duty Fraud

o In 2018, several containers with cigarettes were shipped from an FTZ to their destination markets. Upon 

arrival, customs documents were submitted with what was suspected as a significantly understated 

customs value leading to major underpayments of VAT in the destination market. However, the Customs 

investigation in the destination market was halted due to lack of mutual assistance and information 

exchange
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December 

19, 2018
Information was 

disseminated to various 

Customs authorities in 

the Americas region 

regarding incoming 

containers of illicit 

whites* (i.e., illegal 

cigarettes manufactured 

in the FTZ)

Case Study: Diving into the Problem 
38 million sticks of FTZ manufactured illicit whites were lost to the illicit trade 
due to authorities inability to act on products in transit
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February 

07, 2019
United States Customs 

located the suspect 

containers, searching the 

same, discovering 38 million 

sticks of illicit whites* bound 

for Haiti. These were to 

ultimately be smuggled into 

the Dominican Republic. US 

Customs informed that no 

action was possible because 

the cigarettes were in transit

February 

07, 2019
Information on these 

containers was 

disseminated to 

Caribbean Customs 

Law Enforcement 

Organization (CCLEC), 

the WCO, and the 

Dominican Republic 

Customs

February 

27, 2019
CCLEC, WCO informed 

that nothing could be 

done due to “in transit” 

regulations. 38 million 

sticks of illicit whites 

moved into Haiti and are 

now lost in the port

March 07, 

2019
Four Haitian smugglers 

were arrested in the 

Dominican Republic 

with 100,000 sticks of 

the illicit whites that 

were part of the 38 

million lost in the Haitian 

port. 37,900,000 illicit 

whites are still 

unaccounted for 

* ‘Illicit whites’ refer to tobacco products manufactured for the sole purpose of being smuggled and sold in another market.



Solution Recommendations (1)

National Authorities:

• Increased international Customs cooperation (e.g., information exchange)

• Empowering national Customs authorities’ control over FTZs (e.g., increased level of control of 

cargos entering/exiting or being manufactured in FTZs; documentation and commercial 

records review)

o For example, with tobacco products Customs should be able to check whether the products 

to be exported comply with the reported destination countries’ labelling requirements

• Grant global Customs authorities ex-officio power to detain goods suspected of being illegal, 

including product in or from FTZs

• Introduce deterrent sanctions: clarify that the discovery of illegal goods may result in civil and 

criminal penalties

• Restructure the legal frameworks governing FTZs
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Solution Recommendations (2)

WCO/International Platforms:

• Engage in public-private partnerships to raise awareness and enforcement within the FTZs

• Introduce a FTZ code of conduct (e.g., certification standards for the supply chain control)

• Address FTZs as a separate category for AEOs that engage in best practices

• Inclusion of FTZs into international agreements.  For example:

o The Protocol to Eliminate Illicit Trade in Tobacco Products (the “Protocol”) requires effective 

control on FTZs

o More countries should ratify the Protocol

o WCO should take an active role in the Protocol’s discussions (e.g., to avoid ineffective 

requirements in order to encourage countries with FTZs to ratify the Protocol)
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What JTI is doing to tackle the issue?
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• Cooperating with governments, law enforcement agencies and international organizations 

around the world

• Chairing the Business Action to Stop Counterfeiting and Piracy (BASCAP) Free Trade Zones 

Working Group

• Partnering initiatives such as Crime Stoppers International, OECD Task Force on Countering 

Illicit Trade

• Taking part in discussion platforms with EUIPO and the World Free Zones Organization


