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available on the use of Mutual Legal Assistance Treaties by the RCMP C&E
Programme, there is strong evidence that there has also been an increase in
cooperation with American law enforcement authorities since the beginning of the
ASL

The ASI has resulted in an increased coordination of federal enforcement agencies,
in particular the RCMP and RCC. There is a marked increase in their joint
enforcement activities and information sharing, although lingering obstacles still
exist. In most provinces, the coordination remains ad hoc and there is an absence of
a formal, integrated task force approach to smuggling enforcement. Coordination
between the federal and provincial governments is also limited due to different
contraband enforcement mandates and priorities of the federal and provincial
governments.

In general, the ASI has achieved moderate success in satisfying its short-term
enforcement outcome objectives. However, much of the research findings
underlying these conclusions are based on weak evidence.

It has contributed to limiting the supply of contraband liquor in Ontario. There is
insufficient evidence regarding the impact of the ASI on limiting international
tobacco smuggling. It has had a moderate spillover effect on RCMP drug
enforcement and has affected drug smuggling through official ports of entry.
However, it has not affected the actual size of the illegal drug market. The ASI has
not had an appreciable effect on the smuggling of illegal firearms, contraband
jewelry, or pornography. There has been very limited spillover effects to immigrant
smuggling enforcement.

The ASI has contributed to a reduction in smuggling of controlled goods for
personal use due largely to the increased enforcement presence at official ports of

entry.

In some provinces, there has been a reduction in organized tobacco and liquor
smuggling activities. There is evidence that some groups have been dismantled
while others have been forced to become more cautious and/or innovative in their
smuggling, distribution and money laundering activities. There is insufficient
evidence on whether there are proceeds of smuggling crimes laundered through the
legitimate economy as a result of the ASI. Law enforcement and city officials in
Comwall stated that there is substantially less inter-gang violence following the
ASI. A comparison of crime statistics for the years immediately preceding and
following the ASI does not show a decrease in violent crime. However, these
statistics cannot isolate violent crimes directly related to the smuggling trade.

Federal tobacco tax revenues have also increased slightly since the initial decline
following the 1994 tax cuts. However, there is no strong evidence establishing a
direct and independent causal relationship between the ASI-enhanced enforcement
and the revenue increases. During the post-ASI period, federal liquor tax revenues
increased by 4.2% over the pre-ASI period. Based on KPMG smuggling estimates
for the post-ASI period, the decrease in contraband liquor supply in Ontario and
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Quebec that is partially attributed to the ASI translates in reductions in federal tax
losses that are estimated at between $10 and $20 million annually.

2. Long term goals

This section outlines our assessment of the ability of the ASI to meet its long-term
goals. These estimates are based on the findings of this research, in particular the
enforcement capacity of the partner agencies and their ability to meet short-term
goals. Evidence on smuggling and smuggling enforcement that is drawn from other
relevant historical events and countries was also used to inform this analysis. This
section assumes that significant variables, such as ASI funding and taxation levels,
will remain at 1997/98 levels.

The performance and accountability framework identifies three long-term goals of
the ASI: reduced smuggling, increased compliance with the tax system, and reduced
organized crime.

Given the demonstrated strong enforcement capacity of the partner agencies, there
are grounds to be optimistic about the long-term ability of the agencies to combat
contraband smuggling.

There is a foundation for the future deterrence of smuggling for personal use.
While research findings on the deterrent effect of policing is contradictory, the more
rigorous studies indicate that crime may be prevented through the deterrence effects
of a strong, enforcement presence. However, “conditional deterrence” theory in
criminology claims that legal punishment and its threat can only be effective at
preventing crime if reinforced by the informal social controls of other institutions.’
This may infer that a strict enforcement presence may need to be augmented with
other policies that can serve to deter individuals from smuggling, such as tax cuts or
public awareness campaigns. Over the long-term, police and government may be
able to expand proactive efforts to deter individuals from smuggling through these
campaigns and other community policing efforts.

There is less optimism with respect to the prospects for a long-term success of
controlling organized smuggling.

Case studies from history and other countries show that early successes in
enforcement are often followed by diminishing returns, as organized crime, which is
unfettered by laws, borders or political institutions, adapts to the increased

7 Charles Tittle and Charles H. Logan (1973) “Sanctions and Deviance: Evidence and Remaining
Questions.” Law and Society Review 7: 371-379; Williams, Kirk R., and Richard Hawkins 1986.
“Perceptual Research on General Deterrence: A Critical Review.” Law and Society Review 20: 545-
5722, -




enforcement efforts. There are a number of American reports that document the
lack of long-term success in policing inter-state tobacco smuggling.8

Together, the recent tobacco tax increases, combined with a decrease in ASI
funding, could lead to increased international tobacco smuggling in the long term.
Moreover, the federal and provincial tobacco tax hikes in February 1998 were not
large enough to significantly reduce the smuggling profits that are realized through
the inter-provincial tobacco tax disparities. Total taxes on a carton of cigarettes in
B.C. continue to be almost double that of Ontario or Quebec. As a result, the recent
tax hikes may enhance international tobacco smuggling while having a minimal
impact on the substantial inter-provincial problem.

It is believed that liquor smuggling has steadily grown over the last eight years.
While the ASI has enjoyed moderate success in reducing the size of the contraband
liquor market, liquor smuggling estimates indicate that supply may once again be
slowly increasing following a decrease around 1994. -

Drug and immigrant smuggling into Canada continues to thrive and, according to
CISC, heroin supply may continue to increase. Global opium, cocaine and cannabis
production have grown in the last ten years. Prices for all three have decreased,
while their purity has increased, indicating a plentiful supply. DEA estimates
indicate that since 1986, almost one-third of the cocaine supply has been
intercepted, yet its abundance in North America is greater than ever.?

At the core of a worsening international smuggling problem is organized crime.

The history of organized crime in North America reveals that, while enjoying
numerous successes, traditional enforcement efforts ultimately result in a mere
displacement of organized crime, not its eradication. As this and other studies have
shown, organized crime is extremely adaptable and resilient.10
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History also shows the increased organization of the smuggling trade by crime
groups. Government polices create black markets and black markets promote the
development of organized crime groups. This was first seen during prohibition.!! It
has also been observed in transnational drug trafficking which is monopolized by a
relatively few large groups.!2 As this study has shown, this organization is also
apparent in tobacco and liquor smuggling. Indeed, as the CISC noted in their 1997
Annual Report, contraband smuggling operations will increasingly resemble the
illicit drug trade where major figures will be insulated and the groups will become
more sophisticated. This will pose even greater challenges for enforcement
agencies as the targets become larger, more diffuse, and better insulated. The
continual organization and monopolization of smuggling will make it increasingly
more difficult for enforcement to achieve its long-term goals.

There is a large body of evidence that shows that profit potential is the key
determinant in the involvement of criminal groups in legitimate and illicit
commerce. The level of law enforcement efforts is often secondary or considered as
a mere cost of doing business to criminal groups.

In Canada, as in other countries, what creates the profit potential behind the
smuggling of controlled goods are the tax differentials between jurisdictions. This
is the factor behind the increase in tobacco, liquor, and jewelry smuggling. These
tax differentials have created smuggling problems in other countries.

According to U.S. law enforcement officials, cigarette smuggling is estimated to
have increased by more than 250% between 1980 and 1994. This is the result of a
growing disparity in state tobacco taxes. State levies range from 2.5 cents per
package in Virginia to 82.5 cents per package in Washington State. For example,
Michigan’s cigarette sales fell by 21% when it raised its cigarette excise tax by 50

Beare, (1996). Criminal Conspiracies: Organized Crime in Canada. Scarborough: Nelson Canada.
Stephen Mastrofski and Gary Pouer. (1987) “Controlling Organized Crime: a Critique of Law
Enforcement Policy.” Criminal Justice Policy Review. 2(3): 269-301.

Il Herbert Asbury. (1968 ). The Great Mlusion: an Informal History of Prohibition. New York:
Greenwood Press. Laurence Bergreen (1995). Capone: The Man and The Era. New York: Simon
and Schuster. D. Owen Carrigan. (1991). Crime and Punishment in Canada, A History. Toronto:
M&S. James Dubro (1987). Rocco Perri: King of the Bootleggers. Toronto: Viking. C.W. Hunt,
(1988). Booze, Boats and Billions: Smuggling Liquid Gold! Toronto: McClelland and Stewart.

12 president's Commission on Organized Crime. (1986). America's Habit: Drug Abuse, Drug
Trafficking, and Organized Crime. Report to the President and the Attorney General. Washington,
DC: United States Printing Office. United States. Committee on Governmental Affairs. (1992). Asian
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Government Printing Office. Peter L Appleton and Doug Clark. (1990). Billion 558 High: the Drug
Invasion of Canada. Montreal: McGraw-Hill Ryerson. Jean-Pierre Charbonneau. (1976). The
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Montreal: Optimum Pub. Co.
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cents per package in 1994. At the same time, low tax states next to Michigan had
large increases in their cigarette sales.

UK. cigarette tax increases have been the highest in the European Union since 1990
and the U.K. is now dealing with a significant influx of contraband products from
countries with lower tobacco taxes, notably France and Belgium. In addition,
tobacco products manufactured in the U.K. and exported duty free to places such as
the Canary Islands and Andorra are smuggled back into the UK. Highly organized
gangs employ runners who travel to lower tobacco tax countries such as France and
Belgium where they legitimately purchase (duty paid) domestic tobacco products,
often from large warehouse operations, and smuggle the tobacco back to the UK.,
either through the English Channel tunnel or on the ferries. U.K. retailers claim that
cross-channel “bootlegging” of tobacco costs the British Government 2.3 billion
Pounds Sterling per year in lost revenue. Her Majesty’s Customs and Excise
officials are more conservative in their estimates, clmmmg that only 500 million
Pounds Sterling in revenue is lost.

This study provides strong evidence that the core public policy tools available to
address the problem of cigarette smuggling are those that directly reduce its
financial viability and attractiveness. This is confirmed by the afore-mentioned
studies and congressional hearings held in the United States. In the case of
contemporary tobacco, liquor, and jewelry smuggling, this principal tool is taxation
policy, and, in particular, the reduction of applicable federal and provincial taxes.

It is clear from historical and contemporary evidence that enforcement must be
supplemented or replaced with alternative policies that reduce the financial viability
and attractiveness of contraband smuggling.

3. Would a future reduction in ASI resources result in a negative
impact on the overall control of smuggling?

Given the above arguments, it can be assumed that in the long-run, a reduction in
ASI funding will have a negative impact on the ability of law enforcement to keep
pace with organized smuggling groups.

The ASI has provided federal enforcement with a credible - anti-smuggling
enforcement. While the resources are still far from commensurate with the
problem, and the evidence suggests that the war is far from being won, at the very
least the additional resources have moved federal enforcement a little closer to this
ideal. A reduction in funding to 65% of the 1997/98 level will effectively move
federal enforcement further away from its ability to control the current nature and
scope of the problem.

The cutbacks would have their greatest impact on the ability of federal enforcement
to target the large, more sophisticated of the smuggling groups and their upper
echelons. It could be argued that enforcement might even be in a worse position
relative to organized crime. The ASI has increased the sophistication of
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enforcement. This, in tumn, has increased the sophistication of organized crime. If
enforcement is cut back, their ability to keep pace will be even more difficult.
While organized smuggling groups will operate at a more advanced level of
smuggling due to the adaptation to enhanced enforcement, police will be forced to
operate at a lower capacity, creating an even greater chasm between the two. Even
the maintenance of funds at current levels will not ensure that enforcement agencies
can keep pace.

G. Recommendations

Our recommendations are based on the premise that contraband smuggling can most
effectively be addressed through a multi-faceted approach. It must involve the
implementation of a number of public policy instruments by all levels of government that
target both supply and demand. These approaches can be grouped into four categories:

*  Taxation policies (tax cuts).

. Enforcement initiatives (including border interdiction and investigations).

. Asset forfeiture (through proceeds of crime, civil, or taxation legislation).

. Demand reduction (including awarencss-rais_ing, education, treatment, etc.).
Taxation policy must be considered as a core instrument in combating the smuggling of

controlled goods. However, we recognize the problems in attempting to implement
federal tax cuts, as well as coordinating taxation and enforcement policies with the

provincial governments.

Therefore, we recommend that, in the short term, the current ASI mandate be
continued at 1998/99 funding levels for a three-year period.

This should be seen as a probation period for the current mandate of ASI as well as an
opportunity to explore and implement other alternative and long-term policy instruments.
Specifically, this period should be used to:

. Continue monitoring the impact of the ASI on enforcement outcomes.

. Explore the implementation of strategic tax cuts on liquor and, if necessary,
tobacco and jewelry. This involves working with the provinces to ensure
taxation uniformity to avoid inter-provincial smuggling problems.

. Explore and implement other alternative policies, including demand reduction

activities such as education, treatment, national media campaigns, community
policing, crime prevention, and partnerships with industry groups.
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. Expand the inter-agency task force approach to smuggling enforcement by
pursuing their implementation in other regions and involving all relevant

agencies.

H. Revisions to the Performance and Accountability

Framework

The final objective of this study was to prepare a revised performance and accountability
framework (PAF) to be used for the future monitoring and evaluation of the ASI. The
full revised framework was submitted in a separate document to the ASI Working Group.

This revised framework is based on the initial PAF developed by the ASI Working Group
as well as other frameworks used to monitor organized crime and smuggling enforcement
programs. A literature review revealed a small number of conceptual and applied models
for assessing controlled goods smuggling enforcement.

The recommended levels of inquiry for measuring the future performance of the ASI are:

Issue 1 (Inputs):

Issue 2 (Process):

Issue 3 (Outputs):

Issue 4 (Outcomes):

What is the extent of ASI resources received by partner
agencies and how were they allocated between and within the
agencies?

What contribution has the  ASI made to the smuggling
enforcement and prosecution capacity of the federal
government?

- What has been the impact of the ASI on enforcement and

prosecution outputs, such as seizures, arrests, charges laid,
eic.?

How has the ASI impacted on enforcement and prosecution
outcomes, such as contraband supply, organized smuggling,
etc.?

This demarcation allows program evaluators to isolate the impact of the ASI on the key
smuggling enforcement levels.
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The methods used for the 1998/99 performance review were essentially sound, although
the utility of each was inhibited by different factors. The pre-test/post-test approach
allowed for a comparison of the pre-ASI and post-ASI periods, however, the lack of
historical data inhibited the utility of this approach. It will be even more difficult to
conduct a pre-test/post-test approach in the future due to the lack of enforcement data that
pre-dates the 1990s. For future assessments, it is recommended that the ASI assessment
be demarcated into separate four-year periods, each of which corresponds to a different
smuggling enforcement funding level:

Period One: 1990/91 to 1993/94  Pre-ASI/Treasury Board supplemental
funding period

Period Two: 1994/95 to 1997/98  Post-ASI/pre-cutback period

Period Three: ~ 1998/99 to 2001/02  Post-ASI/post-cutback period

Period Four: 2002/03 to 2005/06  Post-ASL/??? period

This breakdown into four-year periods will facilitate an assessment of smuggling
enforcement by comparing “treatment” periods that differ by the extent of enforcement
resources.

The review was limited by a lack of clearly defined benchmarks for the ASI. It is
important that, for future reviews of the ASI, specific benchmarks be established with
respect to all objectives, but most importantly the output and outcome objectives.

It is recommended that for future assessment purposes, the clearly-defined objectives and
benchmarks for the ASI should be delineated between the three periods that correspond to
the funding and assessment periods articulated earlier: short-term (1994/95 to 1997/98),
medium-term (1998/99 to 2001/02), and long-term (2002/03 to 2005/06). Period Two
would restrict its focus to the ability of the ASI to reach its short-term objectives (i.e.,
enforcement inputs and processes). The focus of the assessment in Period Three would
be on the ability of the ASI to reach its medium-term objectives (i.e., enforcement outputs
and outcomes). The focus of Period would be the ability of the ASI to reach its
long-term enforcement outcome objectives. kmm)

The 1998/99ASI review relied on a variety of primary and secondary data sources and
research methods. For future assessments, emphasis must be placed on ensuring that the
sources and methods that are used maximize the validity and reliability of the research
findings, especially with respect to measuring enforcement outcomes.

A revised PAF places greater onus on the partner agencies to collect information that will
allow program evaluators to more reliably measure enforcement outcome. This will
include tracking the impacts of enforcement through source intelligence, case file follow-
up, and more detailed enforcement statistics. Research methods by program evaluators
should also be enhanced, including a quantitative analysis of RCMP case files, RCC
significant seizure reports, and DOJ C&E cases; a questionnaire survey of border crossers
to measure deterrence; enhanced compliance studies and port audits; and, econometric
modeling. :
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Exhibit 7

Methodology for measuring outcomes
Outcome Description/key indicators Research Design/Objectives Revised research methods and sources
Contraband | Impact of enforcement on the More systematic data collection and quantitative analysis of | +  Quantitative RCMP case file review
supply supply and availability of contraband markets: (1) estimate the size of the contraband *  RCC significant seizure review
contraband/Size of contraband and tax-paid markets during the different enforcement « Intelligence reports review
market, size of tax-paid market, | periods, (2) controlling other factors that influenced the size | «  Analysis of industry figures
availability of contraband, of the market during these periods, and (3) isolating the *  Econometric modeling
demand for tax-paid products direct impact of enforcement on the contraband markets.
Smuggling | Impact of enforcement on More systematic collection of data on smuggling methods to | *+  Quantitative RCMP case file review
methods smuggling methods and determine: (1) if there are any differences in smuggling ¢ RCC significant seizure review
processes, such as routes, methods in the pre-test and post-test periods, and (2) to what | « Intelligence reports review
concealment methods, extent enforcement caused the changes, if any. » interviews and focus groups with
communication, violence, enforcement personnel
corruption, $ laundering, etc.)
Organized | Impact of enforcementon More systematic collection of data to estimate the impactof | + Quantitative RCMP case file review
crime organized smuggling groups/ enforcement on: (1) the number of smuggling groups « RCC significant seizure review
number of active smuggling operating in a specific jurisdiction; and (2) different « Intelligence reports review,
groups, number of active smuggling groups (delineated by size and sophistication), (3) | = interviews and focus groups with
members in groups, activities of ‘| targets and other individuals involved in smuggling groups enforcement
targets following file closure and | and networks.
conviction
Personal Impact of enforcement on Emphasizing a direct measurement of Canada Customs’ *  National compliance rate statistics
smuggling | smuggling for personal effectiveness at: (1) targeting and intercepting those » Intensive case study approach
consumption/scope of personal smuggling for personal consumption; (2) deterring involving:
smuggling, compliance with individuals from smuggling for personal consumption RCC enhanced compliance study
applicable tax laws RCC internal port audit
Questionnaire survey of border crossers
Interviews with border town retailers
Interviews with Customs and police -
Tax Impact of enforcement on tax Estimating impact of enforcement on tax revenues by using | «+  Enforcement statistics
revenues losses due to smuggling and tax | the econometric model developed for estimating impact of *  Federal and provincial tax revenue
revenues/ Revenues accruing to | enforcement on markets and applying statutory tax rates to statistics
governments from liquor and changes in the size of contraband markets = Aggregate industry statistics
tobacco taxes, tax losses due to »  Econometric modeling
smuggling
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In our view, the most important enhancement to the PAF is to identify data sources and
implement data collection mechanisms for performance indicators that reliably measure
enforcement outcomes. For future assessments of the ASI, enforcement outcomes should
be broken down into five general categories: contraband supply, smuggling methods,
organized crime, personal smuggling, and federal tax revenues. To maximize the validity
and reliability of the research findings on the impact of the ASI on these enforcement
outcomes, unique research designs should be developed for each. Exhibit 7 summarizes
the five enforcement outcomes and the recommend research design, methods, and sources

for each.

The required steps for the next phase of the ASI review process as follows:

1.

KPMG

Identify the timeline and milestones for assessing the next phase of the ASI
program. It is recommended that the next major review take place in the year
2002 and cover the period 1998/99 to 2001/02.

Determine the extent of the financial and human resources that will be
available for primary data collection and storage by partner agencies.

Based upon available resources, finalize the research design by formulating
specific benchmarks against which the ASI will be measured, and developing
the research methods and analytical tools that will be used to collect and
examine the data.

Ensure the required data collection mechanisms are in place for primary data
collection in the pre-test phase.

Collect pre-test data to be used as baseline data for comparative purposes in
the assessment of ASI’s next enforcement phase.
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