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ABSTRACT

The informal sector still constitutes an important part of developing country economies. In Africa, it is
estimated to represent 43 percent of official gross domesiitupr (GDP), thus being almost equivalent to
the formal sector. While this phenomenon may provide gdkam solutions to poor households, in the
longer term, it caiseriously challenge the economic development of African countries. Thisestplbyes
one particular aspect of the informal economy, namieljormal crossborder tradein selected 8b-
SaharanAfrican countries, anddentifies which trade facilitation measurgsuch as those currently
negotiated at the World Trade Organisatidtv@ve the poterdl to encourage traders to switctorh
informal to formal trade The paper considermeasures that helpeducedirect and indirectirade
transaction costs arising fromandatoryimport- and exporrelated procedurespechanismshat simplify
traderelated regulations and requirements feelectedlow value tranactions and policies thathelp
enhancecompliancelevelswith existing international trade regulations. addition, thestudy explores a
number of complementary measures (such as the provisi@ffeiitive business supporservicesto
fi f o r madersand enhanced dialogue between traders and border agemgielscanfurtherencourage
firms to formalise their crossorder transactionsThe paper does however not suggest thatle
facilitation rdorm alonewill help reduce informal crossorder trade nor thagovernments will be able to
fully eliminateits incidence irthe region

Keywords Trade facilitation, customs proceduresistoms modernisatioimformal trade,economic
developmentsimplified trade regime, World Trade Organisati®ab-Saharan Africa
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EXECUTIVE SUMMARY

The informal sector still constitutes an important part of developing country economies. In Africa, it
is estimated to represed8 percent of official gross domestic product (GDRYs being almost equivalent
to the formal sectorWhile this pheromenonmay provide shofterm solutions to poor households, in the
longer term, it caseriously challenge the economic development of African countries. Thisestplbyes
one particular aspect of the informal economy, nanigfigrmal crossborder trade,in selected 8b-
Saharan Africa countries, and seeks to identify which trade facilitation measures (such as those currently
negotiated at th&/TO) have the potential tencouragdraders to switch from informal to formal trade.
There are of course otherljpies than can contribute to curbing informal trade, yet these are not explored
in-depthin the framework of this paper.

How important is informal crossorder trade in Sub-Saharan Africa? And what are its key
characteristics?

While it is difficult to getan accurate overview of the extentinformal crossborder trade in &o-
Saharan Africa, reviewed surveys suggest that such trade still represeigisifisant proportionof
regional crosdorder trade. In Uganda, for example, informal exports flowingstdive neighbouring
countries were estimated to account for USD 231.7 million in 2606esponding taround 86% of
Ugandadés official e X [pimitatly, ifformalvingports weretestimated at JBDUBA.6 r i e s
million, corresponding tappoximately 19% of official import flows from these countrigsvailable
surveys indicate that substantial proportion of informal crelssrder traden the regionconcernsstaple
food commaoditiege.g., maize, rice and cafflandlow quality consumer gas (e.g., clothes, shoes and
electronic appliances). It is mainly conducted ibglividual traders (darge proportion of which are
women) and micrg small andmediumsized enterpriseand often consists of small consignments. Some
of these traders operagatirely outside the formal economy; others are registered domestically yet escape
fully or partially traderelated regulations and duties (e.g., they avoid official border posts or pass through
such posts yet resort to illegal practices such as tindeicing, misclassification of goods and
misdeclaration of country of origin).

What are the main explanatory factoifer this phenomenof

A number of factors explain why firms conduct informal trade. Businesses are incited to escape trade
related regulatiom and duties when important price disparities arise between formally and informally
traded goods in the importing country due High levels of import and export duties on selected
commoditie e . g . , in Clte doélvoire, whketingeboaodp in adaitios,x por t
officially traded goods might be subjectdomplex nontransparentor divergentregulatory requirements
(e.g., customs formalities, technical regulations and sanitary standards) that contribute to intceshesing
transactioncosts and encourage traders to escape formal procedures and duties (e.g., in the East Africa
Community, where traders often lack information on regulatory requirements and face long and costly
customs delays when trading formally). Informal crbesder tade can also arise due to thiestructed
entry or exit of certain commoditiesaused byimport quotas or export bans (e.g., on some food
commodities) or foreign exchange controls. Finallygeak law enforcemerdat the bordersnot only
facilitates the condl ¢ t of i nfor mal trade, |l etting some trade
customs officials have often ignored informal flows in foodstuff), but also acts as an important trigger for
it, sincegeneratingarbitrary applications of tradeles and r egul ati ons and requ
paymentso (bribes).

What are the likely implications for developing countries?

Informal trade can in thghort to mediurtermencourage entrepreneurial activity and regional trade,
contribute to gre@r food security and enhance income earnings and employment opportunities for poor
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households. Yet, in the longer run, it is likely to have negative economic and developmental dffehts, w
might further marginalise -Saharan African economies. Firgtformal crossborder trade creates
fiunfair competitiod  &vissformal traders, reduces the incentives to inreshe formal economy and
lowers business opportunities in regional and global marikétsh diminishes the prospects for private
sector (ad owrall economic) development inulgsSaharan Africa. Second, informal crdssrder trade
lowers the efficiency of measurpst in place to ensure health, safety and environmental protection.
Agricultural commodities which are traded informally, for exden escape sanitary and phytosanitary
controls meant to ensure adequate food safety at home and avoid proliferation of diseases across borders.
Third, informal tradesrodes government revenu@illions of dollars are lost annually in unpaid ausis
duties and valueadded tax(VAT). Such losses ar particularly significant for &-Saharan African
countries for which trade taxes still account for average25% of total tax revenue and where VAT
collected at the border often represents more Bdaof totd VAT revenuesFinally, unregistered trade
flows lead to unreliable external trade statistics which might hittdeformulation of appropriate trade
and macroeconomic policies

Which trade facilitation measures can help curb informal trade?

Governments auld reduce the incentives twade informally, by diminishing the costs of formal
importing/ exporting enhancing compliance levels with existing regulatioasd improving trading
opportunities and services for traders in the formal seltts howevemot suggested that authorities will
be able to fully eliminate the incidence informal crossborder trade in @-Saharan Africa. Individuals
with low literacy levels, tradingery small amounts of lowalue goods with their family members across
borders often through unofficial routes with no border posts, usually do not declare any of their business
activities and are thus unlikely to formalise th&iossborder trade transactionthe procedures and tools
examined in this paper therefore mainly cancedividuals or firms that have (partially) registered their
activity and/or are partially compliant with tradelated regulations.

The measures currently discussed in the framework ofMh® Negotiations on Trade Facilitation
have the potential to deice informal crosborder trade among this latter category of firms. Simplifying
and reducing documentation requirements and formaliiiegering the levelsf fees and charges for
importation and exportation; expediting the release and clearance of dgaod customs custody;
enhancing transparency and predictability of treelated regulations and fees; and improving border
agency coordinatiotboth within and across countriesill lower both direct trade transaction costs arising
from compliance withraderelated regulations and the payment of fees and charges, and indirect costs
arising from waiting times at the border and lack of predictability of the trading environment. Furthermore,
they can lower the incidence of corruption and significantlyaané the efficiency of controls at the border
(e.g., through risk management technigaas enhanced regional border coordingtidhus improving
compliance with tradeelated regulations. Such measures bear a particular importance for smaller firms
which often do not have the necessary capacity nor resources to deal with complex documentation
requirements; cannot easily absorb treelated fees and charges and might be subject to additional
inspections at the border (due to thel of rich track recordsith Customs authorities).

Beyond these measures, samplified trade regimed consisting of simplified documentation
formalities, lower tradeelated fees and charges, and immediate release from Customs custody for goods
under a certain threshofd couldbe introduced to encouragdcro-, small and mediursized enterprises
to formalise low value crodsorder transactions for which they currently face a disproportionate
compliance burden. Aimplified trade regiméor selectedstaple foodcommoditiess, for example, being
promoted by COMESA member countries whereby ssedle traders benefit from a Simplified Customs
Document and a Simplified Certificate of Origin, under which goods that are COME&Aating and
whose value does not exceed USD 500 pasigmment, qualify automatically for dufsee entry in the
COMESA mar ket . Any speci al regi me should however
stagnate. There must be sufficient incentives for small businesses to want to outgrow from thesg schem
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Moreover complementaryneasure® such asssistanceo help traders understand and comply with
existing trade regulations (through targeted information material and training) and effioigmbrt
servicedor formal importing and exporting could further act as strong incentives towards formalisation.
Policymakers should sensitise firms to the advantages they might gain from formalising their international
transactions. Such advantages may include access-timdape information on crodsorder bumess
opportunities and trading conditions, marketing and business development advice, participation in trade
fairs, and enhanced access to trade finance, which is still a major concern forAfriaag traders.

Finally, improved interactiorbetween tradarand border agencies (e.g., through systematic consultations)
andenhanced integritpf Customs administrationgould also result istronger trust among these parties
andhigher compliance levels with tradelated regulations.

In any case, to help goymakers implement policy measures to curb informal trade, calibrated to the
exact needs and situation of a country, it essential to assess more precisely the magdinateareof
informal crossborder tradeand the motivations behind it (falifferent categories of firms). Authorities
could conduct annual surveys to evaluate the extenkeyndharacteristicef informal crosshorder trade
and its evolution over time (as has been done in Uganda).
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INTRODUCTION

1.1 Background

1 The informal economyd defined here as the marketised production ofegal goods and
services that are deliberately concealed from public authorities and escape detedfiicialngross
domestic productGDP) statistics (Schneider, 2008) constitutes an important part of developing country
economies, providing employment and income to many poor households. In Africa, for instance, the
informal sector is almost equivaletat the formal sectoras it was estimated to representaveraget3
percentof official GDP in 2002/2003 (Schneider, 2006, and OECD, 2007). This corresponds to @ avera
annual increase of 1 percentage point compared to 1999/2000. Africa though & ordithegion to have

such a large informal sector. In Latin America, the average size of the informal sector was estimated to be
approximately 43 percent official GDP and in Central and Eastern European casmapproximately 40
percent of officialGDP (Table 1).

Table 1. Average size of the informal sector as percentage of GDP

Central and
Africa South America Asia and former Soviet | OECP
Union
1999/2000 41.3% 41.1% 28.5% 38.1% 16.8%
2001/2002 42.3% 42.2% 29.5% 39.1% 16.7%
2002/2003 43.2% 43.4% 30.4 % 40.1% 16.3%

Source: Schneider, 2006
Note: The data pertains to 37 African countries, 28 Asian countries, 21 Central and South American countries, 25 Central and Eastern
European Countries and former Soviet Union countries, and 21 OECD countries.

2. As expected, it is often small and medigined aterprises (SMEsthat remain in the informal
sector. As firms grow, they may require more formal services and institutions (e.g., for contract
enforcement , f or mal credit and access t o govern

c a ug ht odrivesattrein ¢cohformalise. Perstal. (2007) in fact find that in Latin America and the
Caribbean region, the size of the firm but also the degree of firm productivity, the quality of public
institutions, the extent of linkages to large companies andgeeof third party contract enforcement are
negatively correlated with the incidence of informality. In contrast, they find that the level of corruption in
the country and the rigidity of labour regulations (e.g., ability to hire and fire workers) atiwghpsi
correlated with such a phenomenon. On a worldwide scale, Schneider (2006) identifies increased taxation,
social security contributions arflibour marketyegulations as the three key driving foroéaformality.

3. A large informal sedr can pose problems for polityakers and the overall economic
devel opment of their country. As a recentwhi®ECD D
informal enterprises may provide a shtetm solution to a hoesh ol dés | i veli hood ne

economy with a higher proportion dérmal enterprises and jobs is important to letegm welfare
creation, stability and poverty reduction ( OE C D ,A la2gé infbrinal sector could indeed deprive
governments of neled tax revenue which could be reinvested into infrastructure development and other
national development prioritiest could influence the development of economic policy objectives by
skewing the reliability of (tradéncome and labour market) datareed a culture of corruption in public
administrations (includingn Customs) and hinder further investments in local (formal) SMEs, which
constitute the major part of the private sector in developing countries and are key tectim&imic
development and gwth.
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1.2 Objective and structure

4, The objective of this paper is twofold. First,aiims toexplorein greater detaibne particular
aspect of the informal economy, namtig extent and nature of informatossborder trade focussing on
selected 8b-Sahara African countries Second, iseekgo identifywhich trade facilitation measures (such
as those currently negotiated at thenill TradeOrganisation(WTO)) have the potential tencourage
tradersfrom the regionto switch from informal to formal tradeThere are of course other policies besides
trade facilitation measures than can cimtie to curbing informal tradéows (e.g., the elimination of
import or export restrictions on certain commoditiegt these will not be explored in depth in the
framework of this papeiThe study ultimately aims toraise awarenessf the importance of simplified,
harmonised and efficient imperand exporrelated procedures for integratingas much as possible,
informal aossborder trade into the forma&aconomy. The paper is targetetdGECD and African trade
policymakers and customs officials as well as at donor representatives working on aid for trade
(facilitation).

5. The paperis organised as followSection2 provides an overview of the scope and key features
of informal crossborder trade irSubSaharan Africa. It first explainthe methodological difficulties in
measuring informal tradand outlinesthe estimated volume of formal crossborder trade in selected
African countries andubregions §ubsection 2.1); it then summarises kisy characteristics and the types
of prodwcts concerned by itsgbsection 2.2); the key explanatory factorf®r this phenomenonsgb
section2.3); and, finally, the likely implications for eeloping countriess(ibsection 2.4). Section3
examines which trade facilitation measures can help lower the incidence of informaédamesistrade, by
reducingtrade transaction costsising from formaimport- and exporrelated procedures and enhancing
compliance with existing tradelated regulations. It first analyses the likely effectsaléctedneasures
currently being negotiated at the WT8ulsection 3.1); it thenconsiders the introductioof simplified
trade egimes for lowvalue consignmentssiibbsection 3.2); and finally,examinesother, complementary
trade policy measures that can help curb informal tradbesection 3.3). Sectiord provides conclusions
and policy recommendations.

1.3 M ethodology

6. In the framework of this paper, informal crds r d e r trade rlegifmately t o |
produced goods and services, which escapes the regulatory framework set by the government, as such
avoidinger t ai n tax and Infoenmmlutrade thosrrgfershgooddteaded ldy.formal and
informal firms that are unrecorded on official government records antutlyabr partly evade payment of

duties and chargésSuch goods includeommodities whih pass througfiunofficiald routes and avoid
customs controlsas well asgoods that pass through official routes with border crossing points and
customsofficesyet involve illegal practices. Such practices can compnigkerinvoicing(i.e., reporting a

lower quantity, weight or value of goods to pay lower import tariffésclassification(i.e., falsifying the
description of products so that they are misclassified as products subject to lower taséfeglaratiorof

the country of origin, obribery of customs officialysee Figure 1)Goods traded informally can cover

both small volumes of goods, transported by individual traders crossing the border by foot or by bicycle, as
well as larger volumes transported in containers by land, sea or aimétfiptraded goods can originate

from (and be produced in) world markets or come from neighbouring countries.

1. Trade facilitation measurdsere refers to the simplification and harmoni@atof border processes in the
narrowWTO sensehence excluding measunedatingto technical barriers to trade or sanitary standards.

2. Interestingly, cases where unregistered/informal firms comply &itkting traderelated regulations and
pay the required taxes and duties at the border (hence conducting formal trade) also exist in some
countries, such as in Ghana. 1 Ghana delegation to the WCO.

9
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Figure 1. Types of informal cross-border trade

Category A Category B

Formal (registered) firmfully
evading tradeelated regulations
and duties (e.g., avoiding official

border crossing post

Informal (unregistered) traders o
firms operating entirely outside
the formal economy

7. The analysis draws on a literature review as well as on information provided by customs and
trade experts from relevant international and regional organisations \(¢ogld Food Programme;
Common Markefor Eastern and Southern Afrig@ OMESA), andWorld Customs OrganisatiqitvCO))

and African countries. It relies on monitoring reports of informal trade in selected countrie©HzSt

work on trade facilitationand business sugysregardingthe customs environment in Africlhis however
important to note that accurate information the extent ofinformal crossborder trades scarce The

study therefor@nly provides arough picture of the situian in several African couritrs.

8. Furthermore, the pap@&oes not include any neaconometricanalysison the effects of trade
facilitation measuresn informaltrade flows(due to data limitationshut builds on existing research to
identify which measures are of particular importance to dofidrmal crossborder trade irSubSaharan
Africa. A forthcoming OECD study assessing the relative impact of different trade facilitation measures on
trade flows and economic welfare could help furtrefme the analysisUnfortunately, relatively little
research has been carried out on hiifferenttrade facilitation measures affécade byfirms of varying

sizes, and particularly SMEs and individual traders. This could however be the subjecteofduatlysis.

10
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Il. WHAT IS THE EXTENT AND NATUR E OF INFORMAL CROSS-BORDER TRADE IN
SELECTED AFRICAN COUNTRIES?

2.1 Magnitude of informal cross-border trade

9. It is difficult to get an accurate and aggregate overview of the extentosmal crossborder

trade inSubSaharan Africa (and elsewhere) due to the lack of consistent measurement tools and reliable

estimates on the subject. While the phenomehas been examined by several researchers and

organisations (cited in this paper), their work often consisisoffod f st udi e ssorvegsrof isnap

specific borders rather than systematic attempts to monitor informatmwodsr trade in the entiregion,

which would indeed be very timmnsuming and costly (the most consistent monitoring conducted to date

concerns trade in maize, rice and beans in Eastern and Southern Africa) (Table 2). Furthermore, most

existing surveys concern goottansportedy land to neighbouring countri¢and do not examine goods

transported by air or sea, and/or originating directly from more remote international markets). Finally,

rel evant studies often use -Wofderi hgasdednitoangtdi am v

methodologies (due to their different final objectives), which lead to data discrepancies and difficulties in

comparing and aggregating data. Figures included in this paper should therefore be interpoeigh as

approximationssubject to rargins of error.

Table 2. Reviewed surveys of informal cross-border trade in Sub-Saharan Africa, by methodology

OgEmIsE ) Region/ borders Reglopa}llln'gegratlon Commodity Methodology
author initiative
World Food Southern Africa Common Market of Maize, rice Continuous border
Programme and Eastern and Southern and beans monitoring, on a
Famine Early 29 border points between the Africa (COMESA) monthly basis
Warning Systems Democratic Republic (D.R.) of Congo,
Network (ongoing) | Malawi, Mozambique, Tanzania,
Zambia and Zimbabwe and South
Africa (see Annex 1)
Regional Eastern Africa East African Community | Maize, rice Continuous border
Agricultural Trade (EAC) and beans monitoring, on a
Intelligence 7 border points between Uganda, monthly basis
Network (ongoing) | Tanzania, Kenya and Rwanda COMESA
Uganda Bureau of | Eastern Africa EAC All Snap shot survey
Statistics (2006) covering a 10 month
and Uganda 14 custom stations between Uganda COMESA period in 2004/5, and a
Bureau of and DR. of Congo, Sudan, Kenya, 5 months period in
Statistics (2007) Tanzania and Rwanda. 2006
Ackello-Ogutu Western Africa Southern African Agricultural Snap shot survey
(1996) Development commodities | covering a 12 month
40 border points between Kenya, Community period in 1995
Tanzania, Malawi and Mozambique (SADC)
Little (2007) and Eastern Africa EAC Livestock Interviews, during two
Little (2005) distinct periods: 1986-
Sudan, Kenya, Somalia, Ethiopia, COMESA 1998 and 1996-2001
Eritrea and Djibouti
B Ndlela (2006) Southern Africa COMESA All Interviews and existing
surveys
Mainly the borders between Zimbabwe
and South Africa and Zambia
Meagher (2003) Western Africa Economic Community of | All Interviews and existing
West African States surveys
Benin, Mauritania, Chad, Cameroon, (ECOWAS)
Niger, Mali, Senegal, Guinea, Cote
dél voire, Ni geri a, West African Economic
Guinea-Bissau, Sierra Leone, Gambia, and Monetary Union
Togo, Liberia (WAEMU)

Note: The other studies on which this paper relies can be found in the References section.

11
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10. Some nationatustoms authorities and experts have attempted to estimate the extent of informal
crossborder trade by comparing their customs data with that of their trading partners (e.g., Levin and
Widell, 2007 which compare Kenyan and Tanzanian customs datato idgnt Ami ssi ngdo i mpo

country). While such a methodology is useful, some experts consider that it needs to be complemented by
other evidence to get a more complete assessment of informaf thagénst this background, experts

have proposed to ustree complementary techniques (individually or concomitantly) for collecting
primary data on informal crogsorder trade (Ackell@guto, 1996, Peberdy, 2002 and Azam, 2006):

1 Border monitoring This technique consists of posting people to observe traders t he fi mo s
activeo border crossing points and their surr
not recorded or officially cleared by the customs authorities. This method has, for example, been
used by the World Foo®rogammel Famine EarlyWarning SystemsHEWS NET) (on a
continuous basis) and the Ugandan authorities
can be used, meaning that monitoring actually occurs on a limited number of randomly selected
days or weeks within each montimd concerns a selected number of border posts. The data
obtained can subsequently be extrapolated to get monthly and annual estimates for all border
monitoring post8.Some experts note that it is essential to haverdimated monitoring on both
sides ofthe border to obtain more accurate data. Finally, it is important to note that such a
technique often solely focuses on goods that pass through official border crossing points.

9 Tracking movements of large transport vehiclHsis approach requires tracittge movement of
a sample of containerised vehicles and trucks that are not recorded by customs, in order to
establish their mode of movement, origin, destination, nature and value of goods transported. The
information obtained can then be cra$®cked aginst official custom declaration papers at
relevant points of entry and exit. A sample consisting of 10% of trucks passing through the
border could for example be traced once or several times a month.

9 Stocktaking at open markets or warehousgse third echnique consists in observing traders
who deal i n mar ket s, or to survey tradersé w
actual observed data with customs data.

11 In any case, idependently of the metholdgy used, all reviewed surveys suggest that informal
crossborder trade still representssagnificant proportion ofregional crossborder tradein SubSaharan
Africa (Ackello-Oguto, 1996, Peberdy 2002, Mwaniki, 2004, Soko, 2006, Uganda Bureau of Statisti
2006 and 2007). In some countries, the volume of informal flows is in fact estimagedaed formal

trade flowsfor certain commodities. The Uganda Bureau of Statistics (2007) also notes that informal cross
border activities have overall grown in thast 10 years among East and Southern African countries.

12. In Eastern Africa Ugandads bor de for erampld indicates thay in 2008, v e y
informal exports flowing from Uganda to its five neighbourimgiatries (i.e., Democratic Republic (D.R.)

of Congo, Sudan, Kenya, Tanzania and Rwanda) reached an estimated USD 231.7conitksppnding

to around 86%of official export flows to these countries over the same period, or 46% of total (i.e., formal
and informal) export flows to these countries (Table 3). Informal imports were estimated at USD 80.6
million, corresponding tapproximately 19%f official flows from these countries or 16% of total imports
from these countries (Table 3). This represents r@nease compared to 2005 informal trade flows.
Informal exports flows to th®.R. of Congo, Rwanda and Tanzania, in particular, experienced the most
important annual growth (Figure,ahd Uganda Bureau of Statistics, 2007).

3. Divergences in customs data cannot only be arptl by customs evasion. They can also arise due to
different statistical and reporting methods.

4. This was done by the Uganda Bureau of Statistics. In Uganda, monitoring was actually done during 2
weeks per month for a total period of 10 months in 20@4d 5 months in 2006.
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Table 3. The extent of informal trade between Uganda and
its neighbours in 2006 (in thousand USD)
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Figure 2. Informal Ugandan merchandise exports by
country of destination, 2005 and 2006

54%

84%

Trading partner Exports Imports Net balance
D.R. of Congo 80,453 11, 288 69,165
Kenya 96,882 63,880 33,002
Rwanda 25,046 694 24,353
Sudan 7,842 517 7,325
Tanzania 21,518 4,255 17,263
Total informal trade with 231,741 80,633 151,108
neighbours
Total formal trade with 268,842 430,366 -161,524
neighbours
TOTAL 500,583 510,999 -10,416
Share informal vs. formal 46% vs. 16% vs.

Source: Calculated by author, based on Uganda Bureau of Statistics, 2007

and the UN COMTRADE database.
Note: Figures regarding informal trade in 2006 are estimations based on
the data obtained for the monitored weeks.
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Source: Uganda Bureau of Statistics, 2007
Note: Figures for 2005 and 2006 are estimations based on the
data obtained for the monitored weeks.

13. In Benin, informal crosborder trade seems to be even more acute for seshected
commodities, as the volume of certain traded goods which is not declared at customs is thought to
correspond td 0 times official trade flows, avver 90% of actual traded flows. Between October 1993 and
February 1994, for example, 3453 bicycle tyres were estimated as being imported to Benin but only 291
(or less than 10%) of them were officially recorded (Azam, 2006). Meagh@B)(2ighlights thasome
policymakers assumed that structural adjustment programmes and market liberalisation policies of the
1980s1990s would have diverted most informal trade into formal market channels, yet this has not been
the case in most of Africa.

211 Agricultural commodities

14. Several organisations have examined in greater detail informal-lwoodsr trade flows in
agricultural goods, as the agriculture sector still represents an important si@pPah SubSaharan
Africa and plays an important role in the livelihood of many of those couhffres surveys conducted by

the Uganda Bureau of Statistics, for example, show that informal agricultural export flows have been
particularly important between Uganda and its fieeghbouring countries. In 2006, Uganda informally
exported to these countries agricultural products of an estimated value of USD 113 million, which
corresponds tan estimated5% of official agricultural export flows, or 43% of total agricultural exports

to these countries (Uganda Bureau of Statistics, 2007 andCOMTRADE).® Informal exports were
mainly destined to the Kenyan and Congolese markets and the top five exported products include maize,
fish, beans, groundnuts and bananas (Uganda Bureau sti€&a2006 and 2007 and UBDDMTRADE).

In the Horn of Africa (Sudan, Ethiopia, Eritrea, Djibouti and Ndftist Kenya), Little (2005) notes that

for some agricultural commoditied like livestock and graind unofficial exports to neighbouring

5. In Eastern Africa, agriculture represented on average 37% of GDP in 2004/6 and in Southern Africa, 27%
of GDP (in Tanzania and DR. Congo it reached over 45% of GDP). Source: World Development Indicators

6. Data on informal eports is obtained by extrapolating data pertaining to the monitored days to a full year.
See Uganda Bureau of Statistics, 2007. Data for formal trade is obtained through the UN COMTRADE
(categories of food, live animals, beverages and tobacco).
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countries infact exceeded at times officiahde by a factor of 30 or more, hence constituting over 95% of
total trade in these commaodities.

15. The Regional Agricultural Trade Intelligence Network (RATIN), in collaboration wiith
Famine Early Warning Systems Network (FEWS )Nebth supported by USAIDgarries out periodic
crossborder monitoring surveysf informal trade in maize, beans and riceemstern Africa(i.e., Kenya,
Uganda, Rwanda and Tanzania), by observing seifferent border point§.RATIN data shows that
informal crossborder trade in maize, rice and beans increased from 2004 to 2006, to amount to a total of

418,781 metricons (MT) observed in 2006 (or an increas&%% compared to 2004). During the three
monitored years, a total of 1,017,860 MT of maize, rice and beans was recorded by RATIN as informal

trade Maize seems to be the most traded good (with a total of 691,620 MT traded over three years, or 68%
of all informal flows), followed by beans (281,484T) and rice (44,809 MT) (Figure).3Uganda was

found to be the largest informal exporter of maize during the three monitored years, with a total of 444,989
MT traded in 2004, mainly to KenyaRigure 4.2

Figure 3. Informal cross-border trade in Eastern
Africa, 2004-2006 (in metric ton)

Figure 4. Volume of formal and informal maize
exports from Uganda to Kenya in 2004-6 (in metric ton)
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Source: Calculated by author, based on RATIN Source: Calculated by author, based on RATIN
Note: The years refer to 12 calendar months Note: The years refer to 12 calendar months
16. A similar yet more comprehensive border monitoring exercise is being conductedthern

Africa by FEWS Netand the World Food Programmdogether, these organisations have recently
established a system to monitoontinuously29 selected border points to measure informal flows of
maize, rice and bearietween the R. of Congo, Malawj Mozambique, Tanzania, Zambia, Zimbabw

and South Africa (seAnnex 1)? The latest WFFFEWS Net data shows that informal crdssder trade

7. The obgctive of such monitoring is to supply traders with improved early warning marketing and trade
information that would lead to more efficient and competitive transactions in food trade between surplus

and deficit regions in East Africa, in view of reducireglional food insecurity.

8. In 20046 ,

Ugandabs

i nf or mal

mai ze exports

to Kenya
USD 73 million, representinglmost 5 timeshe volume of formal maize export flows, or average 83%
of the total volume ofmaize exported from Uganda to Kenya over the same period. In contrast, formal
exports of maize from Uganda to Kenya in the same period amounted to USD 16.5 million (Figure 3)

9. Monitoring began in July 200& he objective is to better understand theunaés and direction of trade of

major food commodities to enhance risk management and food aid planning by traders, governments and
donors, and ultimately support hunger reduction in this region. The monitoring system only measures a

proportion of crossdorder tradeh e n c e

t he
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in maize, rice and beans in Southern Africa amounted to an estimated 464,400 MT for the th@ednonit
marketingseasons (Figure)5The Word Food Programn@ which emphasises that informal flows in
these commodities play an important role in alleviating food shortagestes that it ihoweverdifficult

to estimate the total value of these flows since commoditepwary across border points ire tregion
and from year to yedf Moreover, the data provided pertains tiemmonth marketing season only.

Figure 5. Informal cross-border exports in maize, Figure 6. Volume of informal maize exports per
rice and beans in Southern Africa, 2004/5 to 2006/7 country, 2004/5 to 2006/7(in metric ton)
(in metric ton)
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Source: Calculated by author, based on FEWSNET, March  Source: Calculated by author, based on FEWSNET, March 2007.
2007. Note: The years refer to marketing seasons ranging Note: The years refer to marketing seasons ranging from April to
from April to March. March.

17. The 2005/6marketing season, in particular, was marked by an exceptionally important volume of
maize traded informally due to the surge in demand for this commodity, mainly by Malawi, because of a
bad harvest' In 2006/7, informal crosborder trade in maize actualtprresponded to approximately-40

45% of all maize traded officially between the D.R. of Congo, Malawi, Mozambique, Tanzania, Zambia
and Zimbabwe, or an equivalent 31% of total maize trade among these countries-@W® Net, March

2007 and South AfricaGrain Information Servicey. More generally, throughout the three reviewed
seasonsmaize has by far been the most traded commodity in Southern Africa (representing 82% of all
informal flows), followed by rice and beans (Figure 5). It is worthwhile notivag for some of these
countries, food trade still represents an important share of total regional and international trade. In Kenya,
for exampl e, f or mal food exports represented 40%
while in Malawi thisshare reached 80% (World Development Indicators).

2.1.2  Manufactured goods and other commodities
18. Surveys examining in detail informal trade flows of manufactured goods are sGlediganda

Bureau of Statistigsfor example, found that Uganda has been a net exporter of industrial goods to its
neighbouring countries, with informal exports amounting to an estimated USD 118 million for 2006,

10. Information provided by Mr. Dradri, WEP

11. Mozambique has consistently been the largest exporter of maize, with flows mainly entering Malawi. This
trend can be explaideby the fact that Northern Mozambique is a4o@st maize producing area which is
actually closer to agriculturally poor Malawi than to the consumption areas in the South of its own territory
(WFP-FEWS Net, March 2007).

12. This figure should be consideteas theminimal estimatesince it only take account of goods traded
informally at monitored border points
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corresponding t®6% of official industrial exports, or close to 50% oftabindustrial exports to these
countries™® The main destination for Ugandan industrial exports is the D.R. of Congo and top five
exported goods are shoes (USD 25.2 million), clothes (USD 17.6 million), maize flour (USD 6.9 million)
and Abit eadgona prited.textile) (USDr5.7 million) (Uganda Bureau of Statistics, 2006).
Furthermore, the Uganda Petroleum Dealers Association estimates that 25% of petroleum fuel (petrol,
diesel and paraffin) consumed in Uganda is smuggled from Kenya, cogtibigggmdan government about

USD 1.2 million annually in lost tax revenue (Ackeldmutu, 1996).

2.2 Key characteristics

19 The available surveyd which mainly offer snapshot views of specific borders and examine
goods transported by land indicate thatinformal crossborder trade inSubSaharan Africa mainly
concernsgndividual dealers andnicro-, smalt, and mediunsized enterprise8MSMESg (Peberdy, 2002
and Mwaniki, 2004, B Ndlela, 2006). Bastern ancouthernAfrica, several surveys find that informal
crossborder flows often consist of relativelsmall consignmentsf goods (Such consignments can
however add up to important aggregate volumes of informal trade). Along the Mataambique border

of MilangeMuloza, for example, maize is traded by passing an average daily rate of 2000 bagd0(of 50
kg of maize each). Because of the small volumes per transaction, it is usually uneconomic for such traders
to follow the official documentation formalities (B Nckel2006). The average daily or monthly volume of
informally traded goodsn fact varies in function of the specific border point. Some border points
experience more important informal flows due to their specific location (RERR'S Net, March 2007).

20. In Eastern an&outhern Afica, some surveys note that a large slafieformally traded goods

are transported by vehicle, bicycle, push carts or by head/hand (Little, 2007 and Uganda Bureau of
Statistics, 2007). Furermore, existing surveys indicate tameinformal traders areot registered at all

(hence, their activities in the domestic market are aifarmal; see category AFigure ). Moreover

informal crossborder trade igenerallycharacterised by an impant share ofemale traderdor whom
profits from informal trade often constittite the

21 Other particulasubregionalfeatures are outlined below. EasternAfrica, for example, most of

the informally traded industrial commaodities are actualtgxports, i.e., imports that are exported without

much value addition. IMVestern Africa informal crossborder trade is not only confined to border areas,

but has ex@nded to the whole national territory of countries. THamsler flows of Nigerian petrol, grain

and fertiliser, which were once confined to border areas of central Niger, have, for example, penetrated to
the far north and west of Niger, with a considegafpliantity traded onward to Mali, Burkina Faso and
Ghana (Meagher, 2003). Finally, Eastern andSouthern Africa most traders were found to be aged
between 25 and 39 and to have benefitted from some secondary education (Peberdy, 2002, Little, 2005 and
COMESA, 2007).

22, Interestingly, &mostall types of goodsi.€., agricultural and manufactured) seem to be concerned
by informal crossbhorder trade irSubSaharan Africa (Peberdy, 2002 and Uganda Bureau of Statistics,
2006). Generally, m importantproportion ofthe monitoredinformal tradeflows concernsstaple food
commoditiesghat have a direct impact on regional food secuity., maize and riceandlow quality

13. Industrial or manufactured exports refer to all items that have been processed under the International
Standard Industrial Classification (ISIClhis category includes processed agricultural commodities and
manufactured goods. Source: Uganda Bureau of Statistics, 2007. Data regarding formal industrial exports
was obtained through UN COMTRADE database.

14. Studies of trade between Mozambique amaitB Africa found that over 70% of traders were women.
Similarly a study of trade between Zimbabwe and South Africa found that over 65% of traders were
women (Peberdy, 2002). See also B Ndlela (2006) and OECD (2007).
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consumer goodsuch as clothes, shoes and eledtr@ppliancegTV, fridges, etc.)® Some experts also

note that goods traded informally often reflect many of those recorded in formal regional trade statistics
and promoted through government export promotion schemes (Peberdy, 2002 and Tegegne, th899). In
COMESA region, for example, the most formally traded products in the region in 2003 were food and
vegetable products, tea and coffee, sugar;atooholic beverages, cement, tobacco and parts of electrical
apparatus for line telephony and line telegmapCOMESA Statistical Database). Goods are often bought

in the for mal sector and then sold in another co
notes that some manufactured goodportedin Southern Africaare of Asian origin (mainly fronChinese

Taipei, Japan and China). Interestingly, many informal tradetisisrregionpass througtofficial border

points (Peberdy 2002).

2.3 Main explanatory factors

23. Entrepreneurs and SMEs engage in informaftassborder trade due to a combination of factors.

First of all,individual traders antbusinesses that are not registered at all and estkapestictaxes and
regulations are most likely to conduct trade informally since most of their operations (wdatiestic or
internatioral) are informal(seecategory A Figure ). In addition,formal firms andentrepreneursire

incited to engage in unofficial tradand resort to illegal practices (such as usdeoicing,
misclassification or misdeclaration of ofjid ue t o fcost advantageso i nh
Informal trade is likely to occur when important price disparities exist between formally and informally
traded goods in the importing counaagd when transaction costs arising from complianck wigulatory
requirements are significamrhen the formal entry or exit @krtaingoods is obstructe@nd/or whendue

to low law enforcemensa hi gh degree of corruption and the rec
along official border postsFinally, crossborder trade (whether formal or informal) is likely to be
influenced by the degree of availability of certain goods, the quality of road and transport infrastructure
and the existence of trusased networks among traders.

2.31 Important price disparitiesand high trade transaction costs

24 Price disparities can in part be accounted for by the existence of significant levietpat
duties(in destinatiorcountries) an@éxport dutiegin exportingcountries)on selected commaoditiels Cote
dél voire and Ghana, for exampl e, agricul tur al e X

Cocoa Marketing Board), which contributed to raising their consumer price in formal markets (Azam,
2006). More generally, Keen (2003) notes that while collected tariff rates (i.e., tariff revenues as
percentage of import values) have more than halved in OECD countries between 1980 and 1998
(decreasing from 4.2 to 1,2bhis was not the case in Africa, where therage effective rate remained

more or less uncimged(at 17)'® In fact, in 20@, the average collected tariff rate SubSaharan Africa

was still close to 15with trade taxesepresenting almost 5% of GDP (Mansour, 2007 )this regard

Levin and Widdl (2007) find that the extent of informal trade is directly correlateth \the average
applied tax ratgi.e., tariffs and valuadded tax, or VAT) in the importing country. In Tanzania, for
example, a one percentage point increase in the overall imfmosedte on imported goods from Kenya

led to a 3.8 % increase in tax eigson those same goods in 2004

15. In  Southern Africa informal impots and exports in recent yednave mainly concered maize, rice,
beans, sugar, wheat flour, ses, coffee, including food aids well as clothes, shoes, electronic appliances
(e.g., TVs, radios, DVDs, fridges), hous&hgoods (e.g., furniture, matard crafts (B Ndlela, 2006,
Mwaniki, 2004, Peberdy, 2002n Western Africathey mainly concermice, flour, sugar and cattle, and
low quality consumer manufactures, such asilesxtused cars and electroniddeagher, 2003 and Azam
2006).In Eastern Afrta,they concermaize, beas, fish groundnuts and bananagricultural raw material
(e.g., cotton)shoes, clothegextile and vehicle and bicycle pafisckello-Ogutu, 1996 ad UBOS2007).

16. This average however conceals important variations acousgres.
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25. Some traders are also incited to trade informally asaheynaware or unable to apply (formal)
preferantial tariff rates or tax exemptiorfer which they are eligible in the importing or exporting country.

A recent report highlights that some qualifying COMESA traders have been unable to benefit from the
duty- and quoteree access in the COMESA market diee their inability to obtain the necessary
documentation (e.g., certificate of origin) to enable them to qualify forfdegystatus (as key documents

are issued in capital cities and large commercial centres, away from where actudbolesgrade is
conducted). Obtaining the required documents is not only expensive, but also inaccessible to small traders.
As a consequence, some of these traders have been inclined to trade informally (COMESA, 2007).

26. More importantly, formallytraded goods might be subjectrtorttransparent complexor non
harmonisedegulatory measuresn the importing and exporting countryhich contribute toaugmenting
Atrade transaction costso0O as s ioaeasaptice dispariiies tetwéeo r ma |
formaly and informally traded goods. This turn is likely toincite traders to avoid formal tradelated
regulationsand dutiesSeveral studies examining the informal economy in general indeed emphasise the
strong correlation between the intensitgnd complexityof regulations (i.e., humber of enforceable
regulations) and the size of the informal econd®ghneider, 2006)[rade tansaction costs arising from
official import- and exporrelated proceduresTTC9", including Customs compliance costgve been
estimated to range betweéfo and 15% othe trade transaction valu€hey include direct as well as
indirect costs(Table 4. Some costs are directly related to the level of regulation, others arise due to
differencesin regulations across countriebhe costs outlined in Table 4 are multiplied wtiiffiering
regulatoryrequirements apply across neighbourtogntries

Table 4. Activities contributing to costs arising from official import- and export-related regulations

Direct costs Indirect costs

1 Complete and supply documents to the relevant i Long delays at the border causing depreciation costs (e.g.,
authorities (e.g., customs declaration, certificate of due to spoilage of perishable food products)
origin, phytosanitary certificate, bill of lading etc.)

1 Payment of border agency fees and charges (e.g., 1 Unreliable customs clearance and arbitrary application of
administrative and inspection fees, license fees, regulations, leading to lack of predictability in the trading
consular fees, terminal handling charges, etc.) environment

1 Compliance with other formalities which bear additional 1 Loss of business and foreign investment opportunities (e.g.,
expenses (e.g., conformity assessments with technical for goods that need to be delivered just-in-time), leading to
regulations, insurance, pre-shipment inspections, loss of international competitiveness

customs brokers, etc.)

1 Transportation and storage costs

Source: OECD, 2002

27. The extent and impact sfich transaction costs actually vagpending on #quality of border
processesand services in the importing and exporting country,gibegraphical situatiorof the country

(i.e., landlocked or not), thizype of goodhat is traded (i.e., agriculture or manufactured goods) and the
type of companthat i trading (i.e., SMESs or larger enterprises). Limao and Venables (2001), for example,
empirically demonstrate that TTCs in indBaib Saharan Africa trade are substantially higher (and more
obstructive) than those for other African countries due to thdivela low efficiency of customs
procedures and institutions in that regi@imilarly, perishable agculture and food productare often

subject to additional tradelated procedures to ensure compliance with sanitary and phytosanitary
requirements. Thki can lead to a considerable increase in border process fees and clearance times per

17. The term Atrade transaction costo is sometimes us
from compliance withitraderelated proceduredll costs other than the money price that are incurred in
trading goods or servicesdodd i n f act be coi ned Thsstudytnevartthedesst r an s

refers to costs only arising from international trade procedures.
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consignment, hence leading to higher TTi@saddition perishable agriculture and food products are more
vulnerable to delays at the border, hence trade in such prouigttsbe more affectebly TTCsthan other
goods Likewise MSMEs often donot have a rich track record withuStoms authorities anare thus
classfied in a higher risk categoryAs a consequencehdy aremore frequently subject to costly
documentary anghydcal cargo checkswhich, in turn contribute to increasing TTQwhich arerelatively
high in proportbn to their sales and turnoyeFurthermore, MSME®ften have lower capacities and
resources to internalise such cag€d=CD, 2003a)This might inpart explain why it is oftethese firms
that areinvolved in informal cros®order trade(Further information on TTCs and their impact on trade
volumes and GDP can be found in Annex 1).

28. Beyond the costs they & regulatory requirements are sometimes also unknown or unclear to
tradersIn recent surveys and workshops conducted iretist African CommunityEAC) and COMESA,

for exampletraders have consistently citéatk of information on regulatory requiremis (e.g., quality

standards, customs documents and procedures and certificates of origin and conformity) as a key constraint
towards formalcrose or der trade in the region. A recent EA
information on regulatiom o mpel s many traders to engage in unre
2005)*® In some cases, traders are aware of the mandasatgrelatedrequirements yet have difficulties
complying with the latt