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The raft of regulatory reforms in the Philippines gained momentum in 1992 following the ascendance of the Ramos administration.  Market-oriented policies started in the telecommunications sector, then through the banking, shipping, and transport sectors. One of the more interesting challenges was the reform process initiated at the Bureau of Customs in 1993.  In a 1990 poll of business opinion, the Bureau of Customs was regarded as the most corrupt government agency in the Philippines.  About 74% respondents expressed serious alarm on the state of affairs.  The Bureau’s margin of satisfaction was then negative 49%.  Losses in taxes and duties were estimated to reach US$40 million annually from the operations of the customs-bonded warehouse alone.

Prior to reforms, the collection system was so inefficient that Customs cashiers can pocket collections, and check payments can be diverted to other accounts.  The process of clearing shipments involved 92 steps, over 40 signatures using 30 documents in triplicates that are logged in about 20 logbooks.  Release of cargo took 6-8 days; all shipments have to be examined exposing them to pilferage.

Paper documents such as Order of Payments, Official Receipts, Bank Payments have to be processed manually.  Bank transmittal of proof of payments of duties and taxes to BOC was slow and fraud-prone.  The process of verifying the bank transmittal of payments to the national treasury took four months.  In general the whole process was so prone to graft and corruption. 

If the government were to put its house in order, then there would be no better place to begin than the agency that has become the icon of everything that is wrong with government, that is, the Bureau of Customs. Thus, the liberal and reform-oriented Ramos administration lost no time in identifying the sources of corruption and designing a system that will not only reduce the opportunities for corruption, but will also help facilitate trade and commerce. 

The main components of Customs reforms were put in place in 1993, less than a year since Ramos assumed office.  The reforms were designed to address, among others, two major problems: (i)  Unsecured Collection/Payment System;  and, (ii) Delays in Releases of shipments

Underlying these objectives is the need to address the endemic corruption in the Bureau.  The project costs US$27M and involved a number of agencies including the World Bank which lent $19M for the acquisition of: (i)  ASYCUDA or the Automated System for Customs Data Management, a software from UNCTAD; (ii) the contract for a Systems Integrator and (iii) the facility for the training of 2,500 personnel.

The reform process

The philosophy behind the reform was that corruption can be checked by reducing the rewards and opportunities for corrupt practices, while simulataneously heightening the risk of engaging in such practices.  The strategy employed was first, to automate about four-fifths of the customs transactions; and second, to reposition controls where they can be most effective.  

Technically, the reform required installing remote electronic lodgment facilities to enable traders/businessmen to transact with the Bureau of Customs from remote stations.  The computerization would reduce the paper transactions and eliminate the physical handling of cash by the Customs personnel.  Some of the Custom’s operations have to be privatized.  Rules have to be rewritten so they can be made clear and simple.

The heart of the reform process is the ACOS or the Automated Customs Operating System.  The critical components of this system are the Selectivity System, the Payment System and the Release System.  ACOS transforms the Customs operations from manual to automatic, from paper-based to electronic-based, from face-to-face transaction to remote lodgment.

The Selectivity System has to be adopted due to the difficulty of conducting 100% inspection that would certainly result in delays, port congestion and higher transaction costs.  The Selectivity System involves risk assessment of shipments and their classification according to the degree of risks.  Green lanes are designated for low risk shipments where Customs intervention is to be limited to automated computation and collection of duties and tax payments.  Yellow lane shipments involves document verification, while Red lane shipments require 100% inspection.

Project Abstract Secure (PAS) refers to the electronic payment/collection system.  Its main features include encryption and decryption technology, and transmission of payments data across secured lines.  In brief, the system mandates payments through authorized agent banks that eschews human discretion and contact.  PAS prevents spurious payments, diversion of checks and minimizes graft by eliminating sensitive stations. To make the system work, it requires the cooperation of the Central Bank, the Bankers Association of the Philippines and the Customs Bureau.  An important goal is to ensure the remittance of payments to the National Treasury in order to remove the 4-month reconciliation backlog.  This would also mean freeing personnel for more value-added activities such as system audits.

The On-Line Release System is an electronic, paperless and fully automated procedure for issuing cargo release authority.  It links the declaration, selectivity and collection system modules.  Transactions that are low risks can be released in a matter of hours.

One serious problem that the Customs bureau was unable to address in the past was that cargo being moved from the port to a Customs area can be diverted and/or pilfered to evade tax payment. To resolve the problem, Global Positioning System (GPS) is used to track containerized cargo as it moves from the port to another customs area.  The system uses satellite to pinpoint the location of the shipment within 5-meter perimeter accuracy.  This ensures that the cargo is not diverted from its intended destination.

Results of the Reform, 1998

.

What were the outcomes of the reform?  No doubt, the simplification of regulations and processes resulted in significant efficiency gains.  Signatures required to release a cargo from the port were reduced from 92 to 5. This entails replacing about 30 documents with a Single Administrative Document.  The offshoot is a remarkable contraction of the period for processing a cargo -- from 8 days to about 2 hours.  The Selectivity System minimized the inspection requirement to a select alerted shipments.  The verification of bank remittances to the National Treasury which used to take 4 months, was reduced to 10 days.  Similarly, payments of import taxes and duties to the banks can be verified real-time, while it took about 2 to 3 days to do the same before the reform. At the height of the reform, about 95% of the transactions were allowed to pass through the green lane. 

Current Status

Unfortunately, reforms at one layer of the bureaucracy are difficult to sustain if support from the top is lacking. It is the case in the Philippines that each administration has its own agenda; as such programs and reforms initiated by past administrations vanish with their initiators.  The reforms in the Customs bureau are being threatened with the same fate as the others. 

In the last 3 years, the Philippines had experienced a change in leadership twice, the first through the electoral process in 1998, and another through a people power movement in 2001.  It is well known that a major factor that animated the Filipino people to topple the previous administration was rampant corruption from the highest to the lowest level of the bureaucracy. 

In 1998, when the Estrada government came in power, the Customs leadership was revamped.  The physical infrastructure of ACOS remained, but the system was rendered ineffective.  After almost three years of changeover, the private sector has raised alarm on the apparent slackening of controls.  Green lane transactions decreased to 37% as of three weeks ago.  Intelligence reports indicate the high probability that the integrity of the data entry system and post-entry audit have been dodged.  Consequently, there are now on-going debates on the prudence of terminating the Pre-shipment Inspection Scheme that expedited the processing of transactions in the past, amidst suspicion that the system has been debased.

With its commitment to transparency and good governance, the present Macapagal-Arroyo government has vowed to institute reforms in agencies widely perceived to be graft-ridden, including the Customs bureau. The Department of Finance, which has oversight on the bureau, responded to this policy direction, and also to the proddings of the private sector, by taking a number of measures to put reform back on track.  One such measure is the organization of an Import Classification Monitoring and Review Board (ICMRB) that will check on the workings of the system. Specifically, the plan is for ICMRB to set up a parallel window in the Selectivity System where the private sector can input intelligence to make the system more robust.  This simply means that the ICMRB can override a green lane flag of the Customs Bureau with a red flag from the Finance Department should there be intelligence information --- some of which is expected to come from the private sector --- about possible anomaly in the transaction.

Moreover, the Finance Department has instituted measures to strengthen the Post-Entry Audit where previously cleared shipments would be subjected to future examination to verify the veracity of transactions.  Following some breach in the Selectivity System, the private sector has become more vigilant by closely monitoring shipments and conducting regular dialogues with the Customs Bureau.

Lessons Learned

Good governance has been a continuing challenge for successive administrations in the Philippines.  That it has remained so, owes not so much on our failure to identify the problem but on our weakness in sustaining reforms.  In the case of the Bureau of Customs, the reforms were undertaken in an organization where corruption seems to have been part of the organization’s culture. What seems remarkable was that it is succeeding at all.  

What contributed to the success of the reform process? The major elements that contributed to the success of the reform are palpable, yet they are worth highlighting.  Among these success elements are: 

(1) Use of technology to improve governance. Modern technology and its prudent management can be an effective mechanism for simplifying regulations and processes.  Technology is an effective tool to prune graft and corruption.

(2) Committed Leadership. No less than then President Ramos lent his active support to the reforms.  He regularly visited the Bureau and monitored developments.

(3) Executive Champions.  The Customs Commissioner has to provide the vision, integrity, guidance and hands-on management of the whole process; the level of accomplishment depends on the rewards, recognition, and sanctions that he dispenses.

(4) Private sector vigilance. The private sector must be encouraged and supported to demand progressively better services and higher ethical standards of governance.  The private sector can serve as a watchdog in ensuring the continuity of the reforms through their collective pressure, and by enjoining cooperation of institutions such as the mass media.

(5) Financial support. Resources are needed to sustain reforms. It is important to mobilize donors and international organizations to help ensure the continuity of the reform process.

(6) Transparency is an important component of reform.  However, government must balance the demand for transparency with the need to secure business proprietary rights and the dynamics of market competition.

(7) Finally, a core of committed and competent group and not so much of resources, is a key determinant of the reform success.

Whilst introducing reforms is by itself an arduous process, the task of sustaining and building on the gains achieved poses a more formidable challenge.  Safeguarding and sustaining reforms require a vigilant mass of stakeholders--the business sector, government, mass media and the citizenry.  In the final analysis these institutions, as gainers or losers of reforms, form the  ultimate ramparts of good governance.

( Paper presented at the First Workshop of the APEC-OECD Co-Operative Initiative on Regulatory Reform, 19-20 September 2001, Jianguo Garden Hotel, Beijing, China.
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