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2. 2. CIGARETTE SMUGGLING

The goods, which are smuggled most often are mainly those that tend to undergo
transformation, or are completely consumed. Such are fuels and lubricants, alcoholic
and non-alcoholic beverages, food, raw materials, etc. In other words, when they
appear in the market and are sold, they are difficult to track, and since they subse-
quently disappear they cannot be tracked down should it be established that they

— Chart 2: The Capljina cigarettes

Cigarettes produced in Croatian tobacco factories in Zagreb and Rovinj were smug-
gled to Hercegovinian town of Capljina, and from there transported all over the
republic as products of Tobacco Factory Capljina. The "factory" was closed down in
2000 after the investigation of the Financial Police uncovered the scheme.
According to the Chief Inspector of the Financial Police, Bosnia-Herzegovina lost
tens of millions of US dollars because of unpaid

taxes on "Capljina cigarettes."
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were imported illegally. The second
important characteristic of most often
smuggled goods are the high import tax
and duty rates (so-called excise goods).
The cigarettes and other tobacco prod-
ucts have both of these two features. It is
thus hardly surprising that cigarette
smuggling became one of the most prof-
itable and widespread illegal activities in
the region.

Cigarette smuggling in the region
involves both locally produced ciga-
rettes and major international brands.
The schemes for smuggling locally pro-
duced cigarettes usually involve "export”
to a neighbouring country, followed by
illegal transport of these same cigarettes
back into the country of origin. Cigarette
smuggling prospered because of the
existence of several borders in the
region, which were deliberately kept
porous for political reasons (border
between Croatia and the Croat-populat-
ed Herzegovina, border between Serbia
and the Serb-populated Republika
Srpska, and the border between Serbia
and post-1999 Kosovo). Another popu-
lar customs fraud, used in cigarette
smuggling, is to present cigarettes as
being produced in a (real or fake)
domestic factory, and not abroad as it
is really the case. This scheme was
exceptionally widespread in Bosnia-
Herzegovina (see chart 2).

Counterfeit cigarettes, produced
from smuggled low-quality tobacco in
various small-size factories all over the
country are also a very serious problem

in Bosnia. Due to their low price, counterfeit cigarettes are extremely popular despite
the enormous health hazard they represent. It is difficult to come up with precise fig-
ures on cigarette smuggling in Bosnia, but some estimates can be made. For exam-
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ple, every month approximately 280 tons of cigarettes, produced in the Tvornica
duhana Rovinj, are sold in the republic. However, only around 100 tons are legally
imported every month. Representatives of the World Bank and the IMF estimate that
Bosnia-Herzegovina loses around $500 million annually because of the illegal ciga-
rette imports.”

After the fall of Milosevic’s regime, the new Serbian authorities took numerous
measures to cut the cigarette smuggling channels and to regulate the trade with cig-
arettes and other high-duty commodities:®

- - m  According to the Serbian Prime
| Chart 3: The "Sector East” Scheme Minister Djindjic and the head of the

Federal Customs Administration Begovic,
The largest cigarette smuggling scheme in Serbia, operating from 1995 to 1997, the share of the illegal cigarettes on the

involved "export" of cigarettes, produced by the Serbian cigarette-producing giant
Duvanska industrija Nis to Eastern Slavonia, the last part of Croatia held by the Serbs market decreased from 65 to 15 percent

(until January 1998, when it was peacefully reintegrated into Croatia). The by September 2001' )
"exported" cigarettes were then smuggled back into Serbia and sold on the local = In 2000, just Shghtly over $400,000
black market, costing the state budget up to $800,000 per day in lost revenues'. was collected from duties on cigarette

import. In 2001, the sum was 32 times
larger (almost $13 million).

S = In 2001, 5,313 tons of cigarettes
i were legally imported, against the 3,078
tons for the whole period between 1995
and 2000.

m  Numerous arrests were made and
over 500,000 boxes of cigarettes confis-
cated.

m  Still, according to estimates of G17,
Serbian think-thank, in which many of the
country’s top economists work, Serbia still
loses $120 million annually in revenues
due to illegal cigarette import.
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According to the estimates, 95 percent of cigarettes entering Kosovo were smug-
gled into the province. Most of these cigarettes came from Serbia.”

A scheme, similar to the one employed in Serbia, has been used in Macedonia.
The cigarettes produced by the local tobacco factory Makedonija tabak were exported
duty free to Serbia and Kosovo. A significant part was then smuggled back into
Macedonia and sold on the market by small traders and street vendors. According to
the data of the former Macedonian Interior Minister Trajanov, more than 1,300 trucks
of cigarettes were smuggled this way between June and September 2000 alone.
Trajanov estimates that the smuggling strategists (who are, according to him, closely
connected to the two ruling parties) pocketed $57 million of profits.”

Trajanov, as well as some newspapers and magazines, name the Customs Director
Dragan Daravelski as the most important link in the Macedonian cigarette smuggling.
Tutunski kombinat, cigarette factory located in Daravelski’s home town of Kumanovo
is allegedly a place where counterfeit cigarettes like Assos (no Macedonian company
has a license to produce this brand) are made. The ease with which enormous quan-
tities of smuggled cigarettes move across the Macedonian borders with Albania,
Kosovo and Serbia indicate that the involvement of customs and government officials
is indeed very likely.”

One of the biggest Romanian smuggling scandals of 1990s involved the illegal
import of cigarettes and had dealt a significant blow to the administration of President
Constantinescu. It involved smuggling of

The Otopeni Cigarette Smuggling Affair

On 25 April 1998, few Romanian newspapers ran a story about a several million
USD worth cigarette smuggling operations at the Otopeni military airport. It is
believed that during 1997 and the first months of 1998 more than 20 flights were
conducted, each of them bringing up to 3,000 cases of cigarettes (most likely from
Cyprus) to Otopeni. After landing, cigarettes were unloaded by members of the
special force Guard and Protection Service (Constantinescu’s presidential guard)
and transported to a special "safe house." Unloading and transportation were con-
ducted under the personal supervision of the deputy director of the Guard, gener-
al Trutulescu. The disclosure of the scandal resulted in arrests of few implicated
people, including the commander of the Otopeni airport Suciu (sentenced in 2001
to 15 years in prison) and the general Trutulescu (sentenced to seven years).
Trutulescu’s superior, the head of the Guard and Protection Service, general
Anghel, resigned.”
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cigarettes worth several million USD to
Romania through the Otopeni military
airport near Bucharest.

According to the most conservative
estimates, the annual sales volumes of
cigarettes in Bulgaria are about $120 mil-
lion. The imported cigarettes sales
amount to 15 percent of the cigarettes
sold ($18 million). Yet, in 1998 the value
of the legally imported cigarettes was
only about $2.5 million, which means
that only 14.1 percent of the imported
cigarettes, sold in the country, have
been registered with the relevant
authorities and that the proper taxes
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have been paid. The situation even worsened in 1999. A comparison shows that the
duties paid by October 1999 had dropped by about 35 percent compared to 1998.
The cigarette import often involves the most flagrant forms of smuggling, with entire
shipments smuggled into the country, with documents being forged with false cus-
toms seals and with involvement of ghost companies.”

Cigarette smuggling in Montenegro has reached such proportions in the last
decade that the tiny republic has acquired an infamous name of "The Cigarette
Empire" in the international press, with presumptions of the direct involvement of the
republic’s highest government officials in this illegal activity often being made. In fact,
the notorious permeability of Montenegrin borders, which the cigarette business

Tobacco Giants Assist Cigarette Smuggling?

In the fall of 2000, the EU launched a lawsuit in the New York court against two of
the largest tobacco companies in the world, Philip Morris and RJ Reynolds. The
tobacco giants were accused of facilitating cigarette smuggling by exporting highly
exaggerated quantities of their products to countries like Montenegro, despite
being aware that their domestic market is much too small to accommodate the
imported quantities. The companies profit from this scheme because the lower
price of the smuggled cigarettes increases the consumption of their products and
consequently increases the profits. At the same time, dumping of the cheaper,
smuggled cigarettes on European markets is destroying the domestic cigarette pro-
duction. On July 17, 2001, the New York court ruled that every EU country can
individually sue Philip Morris and R} Reynolds for compensation of losses, suffered
because of smuggling of cigarettes, produced by these two companies.”

— Investigation against the Foreign Minister

The Italian government launched an investigation in cigarette smuggling and gath-
ered evidence against 46 implicated individuals, among whom the then
Montenegrin Foreign Minister Branko Perovic. According to the investigators,
Perovic has been in personal contact with several of the Italian organized crime
bosses since 1992. In December 1999, he was indicted on charges of cigarette
smuggling and racketeering by the Public Prosecutor in Naples, but refused to pres-
ent himself in the court claiming political immunity. He resigned approximately
one year later.”
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depends on, could not be maintained
for so long without the active involve-
ment of the republic’s authorities. It is
widely believed that while Milosevic was
still in power, the international commu-
nity deliberately turned a blind eye to
this smuggling due to President
Djukanovic’s anti-Milosevic position.”

The speedboats smuggling cigarettes
from Montenegro to ltaly were allegedly
accompanied by the Montenegrin coast
guard while they were still in the repub-
lic’s territorial waters. Thus they were
protected from the patrols of the Federal
Police and Customs officials. According
to the estimates, Italy loses a few hun-
dred million USD annually in unpaid
taxes due to cigarette smuggling. The
German government’s customs investi-
gator, dealing with the cigarette smug-
gling, estimates that in the years 2000
and 2001, the EU lost $3.4 billion
because of the unpaid taxes for ciga-
rettes smuggled from Montenegro.”
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