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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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’ 140,000 = South Africa
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40,000 - 40,000 = Malawi
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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 latterln Uganda, for example, the only offices th@an provide phytosanitary
certificates required for export are located at or near the Entebbe airport, and may thus betdifficult
accesdor traders located in remote aréa&enerally informal trade surveys pinpoint that the existence of
norttranspagnt, complicated or costiynport, export and customs formalities and chaigake importing

and exporting countriesonstitute importanobstacles to formal trade BubSaharan Africa, particularly

for SMEs which often do not trade large quantitiesb@rdy, 2002, DzakKikouta, 2004 Uganda Bureau

of Statistics 2007, and COMESA 2007).

29. Among the wide range of regulatory requiremdating traderscustoms proceduregormalities

and chargeshave often acted asimportant barriers to formal trade, contributing raising TTCs.
According to UNCTAD, the average customs transaction in Africa involvé8@different parties, 200

data elements (30 of which are repeated at least 30 times) andkigng of 60%- 70% of all data at

least once (UNCTAD, 2004). On average, Africa has the longest customs delays in the world.
Consignments commonly experience substantial and unpredictable defag® to 40 days before
release from customs control (Tablg. Not only ae the delays long, they are alsostly. Recent OECD

work alsoemphasises that the barriers to formal S@&dhth trade, idading intraregional trade irBub
Saharan Africa, are often more important than barriers to N&dith or NortiNorth [formal] trade
(Kowalski and Shepherd, 2006).

18. As a result, EAC has issued a Guide on regulatory requirements for imports and exports of maize in EAC.

19. Information provided by C. Lozano.
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Table 5. Average custom delays, number of required documents and trade-related costs in Sub-Saharan

Africa
Region EXPORT IMPORT
No. of documents Days spent Costs No. of documents Days Costs
required (US$/ 20-foot required spent (US$/ 20-foot
container) container)
Eastern Africa 7.9 36.2 1578 9.1 44.3 2076
Western Africa 8.3 30.2 1297 8.6 36.8 1602
Central Africa 8.3 44.1 2257 9.8 55.2 2430
Northern Africa 7.0 20.4 950 8.2 27.2 1203
Southern Africa 8.0 31.4 1588 9.2 37.0 1674
SSA Average 8.0 34.8 1630 8.9 42.4 1944
OECD average 4.5 9.8 905 5 10.4 986

Note: Numbers represent simple averages which are derived from the data of the countries for each region. The UN definition is used
for the classification of regions. Costs exclude tariffs or trade taxes, yet include costs for documents, administrative fees, terminal
handling charges and inland transport.

Source: World Bank Doing Business Report, 2008.

30. In addition as noted in Table 4echnical barriers to tradéTBT)and sanitary angbhytosanitary
measuregSPS)such as quality control, packaging and sanitary requirements, might also raise the price of
formally traded commaodities in the importing country and as such incite entrepreneurs to trade informally
(Uganda Bureau of Statisic 2007 ad USAID/RATES Policy Programme)lradersin SubSaharan

Africa not onlyface costs for complying with such regulatimmdack information on the lattethey often

do not have theapacityto implement them. Many MSMEs and farmer groups lackfitmencial and
human resources needed to upgrade their products to meet standareshamélregulationsapplied in

the importing country®

2.32  Obstructed entry/exit of certaigoodsand lack of formal trade finance

31 Furthermore, informal crodsorder trade might be motivated by #dstence of import quotas

the importing country oexport bangn neighbouring exporting countries. In Zimbabwe and Nigeria, the
government imposed important quantitative iestms on selected imports (e.qg., rice), which limited their
formal entry into the country and triggered informal trade. When in 1995, the Nigerian government
decided to lift these restrictions, it helped divert trade flows back to the formal market,(2@8a6).
Similarly, in Malawi, Zambia and Zimbabwe, the government has maintained export bans on cereals,
which have limited formal export flows of these commodities to neighbouring countries iR20004
(information provided by Mr. Dradri, WFP).

32 In addition, measures that negatively affactess to foreign currency and to trade finacee

also motivatesmall firms andentrepreneurs to trade informally. African countries that introduce foreign
exchange controle/hen faced with balance of payment problems (e.g., Mozambique in th£980s),

i mpede the entry of Aformal o i mports, as traders
their trading partner (Azam, 2006). In addition, when traders hiffi@itlies in contracting formal credits,

they might turn to informal sources of finance. This can in turn provide additional incentives to trade
informally (Little, 2007, Tegegne, 1999). Little (2005), for example, finds that when credit is used in cross
border trade in the Horn of Africa, more than 95% is obtainmmally from kinsmen or friends since

very few traders have had access to formal sources of finance in the reviewed periods. This finding is
corroborated by the latest World Bank/IFC EntegrSurvey which indicates thatore than 30%of

20. Information provided by C. Lozano, African Development Bank.
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surveyed firms irSubSaharan Africa identify access and cost of finance as a major impediment to their
(domestic and international) operatiofis.

2.33  Weaklaw enforcementarbitrary application of regulaibns and corruption

33 Finally, a factor that can furthdacilitate ortrigger informal crossborder trade is theveak
enforcement of laws and regulationthe arbitrary application of tradelated regulationsand the
pervasiveness aforruptionat borderdMwaniki, 2004).Weak law enforcemerge.g., in fragile states and
countries in conflictcan, on the one hand, facilitatee conduct of informal crodsorder tradeby letting
trader s 0 g e.tin Ethiopa,yfor exaniplecustom officials have often ignoradormal trade

flows in bulk foodstuff (Little, 2007). Similarly, DzaKéikouta (2004) explains that following the civil

war in the Republic of Congo (199P99) and the breakdown of the natitatein the D.R. of Congo,
people from the two countries had to find altern
system of i nfor mal trade relationso. Furth-er mor e
Kikouta admitted to have closelationships with border officials in Congo and the D.R. of Congo, which
facilitated the evasion of custom duties and charges.

34. On the other hand, thebitrary application of regulatiorsd thequastautomaticaequirement of
Aifacil it at (bdbas)apsomertmnddr points might incismmetraders toengage in illegal
practices such as undénvoicing and/ompass through other, sometimes unofficial routes and crossings, to
avoid having to disburse sugbayments.In this regardt he 2006 Worl d Economic
Executive Opinion Survey, which covered 29 African countries, indicates that corruption is still one of the
most important obstacles to doingrff@l) business on the contindEF, 2007 andFigure 7.

Figure 7. Corruption as a main barrier to doing business
(% of respondents)
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2.4 Direction and pattern of informal cross-border trade

35. Finally, the direction and patternsf informal crossborder trade are likely to be shaped by
elements that influence both formal and informal trades€border trade flows are often determined by

the unavailability or low availability of certain goodslue to unfavourable climatic conditions (such as
drought or erratic rainfalls) or conflict. The Workbod Programme indeed emphasises that the low
avalability of certain staple commodities due to bad harvests has greatly influenced informal (and formal)
flows in Southern Africa. Food trade has generally flowed from net food surplus to net deficit countries
(e.g., Mozambique to Malawi) (Dradri, 2007)infdarly, Little (2005) notes that the war in Southern
Somalia in the 1990s has led to a significant increase in informal-loooder cattle trade with

neighbouring countries.

21. Further information on the survey can be found at: http:// www.enterprisesurveys.org/.
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36. Likewise the quality of road tranport and communications infrastructuie also likely to
influence the patterns of informal and formal crbssder trade flows. An inefficiemoads system can
result in poor ac c e s s market orato its @sablishedy (6fficjabarde rpostd.0 me s t
Traders often choose to use to mef$ective and economical royteence possibly avoiding formal border
posts (see category, Bigure . In northern and central Mozambique, for example, farokes prefer to

trade informallywith neighbouringvialawi rather than formally with southern Mozambique (Tchale, 2001,
Little 2005 and RATIN, October 2007). Similarly, in some African countries such as Mozambique and
Burundi, where border posts in remaieas are not connected to thistoms automated tveork and have

low control capacity, traders are requested to go to the capital city to expedite clearance prdoedures.
such casedjrms might be incited to avoid custom contr@lad other regulatory requiremeratsdtrade
informally.

37. The recent World Bank Logistics Performance Index indeed points to the relatively low quality

of transport and | T infrastruct SubSahafawoAfricd, angmoset i ¢ s
particularly in Eastern Afica (Table §. The related survey conducted by the World Bank amongst
logistics professionals confirms that the quality of infrastructure is indeed a concern for 43% of all
respondents iSubSaharan Africa (World Bank, 2007). The Index also finds radbtilow scores for the
competence of the domestic | ogistics industry (A0
public logistics service providers) in the region, pattidy in Eastern Africa (Table)6?

Table 6. Logistics Performance Indicators for Sub-Saharan Africa

Region Quality of infrastructure | Logistics competence
Eastern Africa 2.05 2.24
Western Africa 2.08 2.33
Central Africa 2.13 2.31
Northern Africa 2.36 2.83
Southern Africa 2.47 2.69
SSA average 2.11 2.32
OECD average 3.62 3.65

Source: World Bank, 2007. Note: Numbers represent simple averages. Scores range from 1 to 5 (lowest to
highest performance). OECD excludes Iceland.

38. Lastly, it is important to note that (formal and) informal trlioesder trade oftemeflects long

standing relationships and indigenous pattermgich often pre-date colorial and post colonial state
boundaries. Crossor der trade is often conducted among pe
(e.g., EthiopiaKenya transborder trade or trade between Uganda and D.R. of Congo, Sudan, Kenya,
Tanzania and Rwanda). The amomities spread along the territorial boundaries share a lot in common
both culturally and socially. They speak the same or similar languages, themantgrand own land on

either side of the borders. This alone provides an incentive to these comsntmiéegage in trade to

exploit available opportunities on either sides of the border (Uganda Bureau of Statistics, 2007). In the
absence of formal contracts and adequate market information and when other important obstacles to formal
trade prevailtrustbased networkgan play an important role in establishing trade relations, although
informal (Little, 2007 and Tegegne, 1999).

22. Important divergencemayexist within a region. For furtherfiormation see World Bank, 2007.
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24 Likely implications

39. Informal trade can in thehort to mediurterm encourage drepreneurial activity and regional
trade (which is currently marginal in the formal economy of the continent), contribute to greater food
security (in foodmporting countries suffering from drought, e.g., Somalia and Malawi) and enhance
income earningsral employment opportunities for poor households (particularly for women) in importing
and exporting countries (Meagher 2003, Little, 2005 and FEWSANR, 2007). Peberdy (2002), for
example, notes that the interviewed informal traders in Southern Afmgdog 1 to 8 people (in their
home country or in the country of destination). Informal ctumsler trade can, in that sense, contribute to
poverty alleviation and woméns e c onomi ¢ e mpubSabaramaficaYetanformal £ress
border trade islso likely to have negative effects on both importers and exporters loriper term

which might contribute to further marginalising African economies.

241 Loss of competitiveness and weakermal private sector development

40. First of all,a high incidence oinformal crossborder trades likely to lower investments in the

local economy andeducepossibilities to integrate the world economy effectiyedg such weakening
formal private sector development agmasuing growth prospectsiformal tradecreates unfair competition
vis-avis formal tradersAccording to a 2006 World Bank enterprise survey, approximately 39% of
manufacturing firms ranked competition from informal firms as one of the top three ebstaaloing
busines$® Experts have, for example, noted that informal ctumsler inflows of agricultural
commodities in Niger, Cameroon and Benin undermined lomgerterm viability of local formal
agriculture, by undecutting commodity prices. Simill, in Nigeria, informal crosdorder outflows have
disrupted agricultural development initiatives by transferring key subsidised inputs to neighbouring
countries (Meagher, 2003). Meagher (2003) also notes that the flood of informal Asian manufactured
imports has crippled some manufacturing industries throughout West Affitare generally, when local
businesses face higher basic production costs and the inability to evade official taxes, they are unable to
compete effectivelyith informal traders(Meaghe, 2003, OECD, 2007, Uganda Bureau of Statistics,
2007).

41, When the incidence of informality and tax evasion is high, formal traders carry the totality of the
tax burden, which reduces théncentives to investiithe formal economy. This in turn is likely to reduce

the longetterm prospeis for economic development &ubSaharan Africa. Bringing informal traders

back to the formal economy would not only help broaden the tax base and, as a consequencey potentiall
per mit to | ower tax rates, but woul d also helop
importing country.Furthermore,(crossborder) business opportunities for firms trading informally are
limited. Important numbers of informal crebsrder traders imply thad lower proportion of firms ilsub

Saharan Africa are likely to integrate (formedpional andjlobal prodution networks and supply chains
(which characterise todayés i nt eimwhihfimleve linkagea nuf ac
are contracbased.As a consequenc&ubSaharan countriemay have more difficultieso integrate
effectively the world economy and achieve exped economic growth (Subramanian and Matthijs, 2007,
Perryetal., 2007).

23. Gonzalez and Lamanna (2007) find that firms in sectors with low fixed costs, such as food products,
textiles and garments, are generally more concerned about informal competition than firms in other sectors.

24. While WTO membesmay take a fAsafeguardo action (i.e., re
protect a specific domestic industry from an increase in imports of any product iwhiahsingserious
injury to the industryf(GATT Art. XIX), such an action gahowever not be undertaken in the context of
informal trade.
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242  Lower efficiency of health, safety and environmental protection measures

42, Second, a high incidence of informal trade can lower the efficiency of policy measures to ensure
health, safety and environmental protectidgriculturd commodities which are traded informally escape
sanitary and phytosanitary controls which are conducted at the border, and can thus reduce the
effectiveness of control efforts governments have put in place to ensure adequate food safety at home and
avoidthe proliferation of human, animal and plant diseasgess border@his is for example the case in
Mozambique, where there is a need to reduce contamination affecting peanuts but where the volume of
peanuts that bpasses quality controls is higtgimilarly, informally traded manufactured goods escape
inspections that aim to ensure that goods comply with regulations set to promote national security, public
safety and environmental protectidncreased riskef the spread of diseases and product defewy in

turn underminei n d u sreputatiers atross countri€s Thus, while SPS and TBTrequirements are
important to promote public policy objectives, they should be designed and implemented in such a way as
to avoid acting as important barriers to foltrade, as such reducing incentives for firms to move into
informality and ensuring the efficiency of the existing measures in flace.

2.43 Erosion of state revenues

43, Third, informal crossborder trade also ered state control of resources. Millions of dollars are

lost annually in unpaid duties and custom taxes, not to mention the losses in foreign exchangelmeceipts.
Uganda, for examplehé tax revenue loss arising from the estimated informal imports frerfivi
neighbouring countries during théd dnonitored months in 2004/5 &stimated at USD 10.1 millign
representinppa ppr oxi mately 3% of Ugandaébés tot al cust oms
Uganda, 20073’ It is important to note that inforah crossborder trade triggers losses from unpaid custom
duties and from unpaid VAT (as import duties and VAT are often collected simultaneously on imported
goods). Losses arising from informal croberder trade ar particularly significant forSubSahara

African countries where trade taxes (mainly on imports) still represesigrificant source of fiscal
revenuefor many countriesSuchtaxes in factstill accounted foabout25% of total tax revenuén the

regionin 2004(Walsh, 2006, Table @nd Mansar, 2007, or about 4 percent of GDP in 2008 (Gupta and
Tareq, 2008)In the Southern Africa Developmenb@munity (SADC), theshareof customs revenues as

part of total government revenue standslatost 50% for Lesotho and Swaziland (&aB. Similarly,

VAT collected on imports at the bordesften representmore than half of total VAT revenues in
developing countries. In Benin and Zambia, this share even reaches 70% and 67% respectively (Walsh,
2006 and Keen 2003).

44, While generally, taxes collected at the border might not be the most efficient way to collect
government revenue, the difficulty developing countries still face to collect VAT and other taxes
domestically through seleporting implies that they argtill very reliant on such taxes (Keen, 2003).

Government revenue losses arising from informal trade are, in turn, likely to reduce the quality and
quantity of publicly provided goods and services and limit the possibilities to make further public
investrrents in productive industries and essential (technological, communications and transport)

25. Information provided by Ms. C. Lozana.

26. This can be done by applying good regulatory practice and by conducting regulatory reviews and
regulatory impact assessments. See also Fliesseswtit (forthcoming).

27. Thefigure is computed using theustomsduty rate of 4% (the existing COMESA rate) and VAT rate of

18% (Uganda&ureauof Statistics, 2006)Unfortunately it is difficult to get data for the corresponding 10
month period in 2004/30r imports from the five neighbouring countries only.
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infrastructure, which are crucial to facilitate trade, attract foreign investors and boost economic
development (Meagher, 2003 and Ishengoma and Kappel, Z006).

Table 7. Trade taxes as share of total tax revenue Table 8. Total government revenue by type of tax in
(unweighted average, percentage) SADC, 1999 (percentage)
. Customs Direct Indirect
Region 1980 1990 2003 Country revenue tax tax
OECD* 47 2.7 0.8 Angola n.a. n.a. n.a.
Botswana 154 21 4.5
Lesotho 45 13.4 111
Africa 38.6 31.9 25.3 Malawi 22 45 26.1
Mauritius 33.5 26.5 25.6
Asia-Pacific 29.0 27.6 19.0 Mozambique 22.2 14.1 50.9
Namibia 29.8 26.4 32
Middle East and 317 28.9 19.8 South Africa 1.8 56.1 38.6
Central Asia Swaziland 49.4 27.2 14.4
Tanzania 27.6 21.9 26.2
Western 24.9 14.3 12.4 Zambia 116 36.4 43.7
Hemisphere Zimbabwe 16.1 42.3 26.5
Average 24.9 30.0 27.2
Source: Walsh, 2006 Source: Chauvin and Gaulier, 2002

1: Excluding Czech Rep., Hungary, Luxembourg, & Poland

Note: Trade taxes include import and export duties, exchange
profits and exchange taxes.

2.44  Difficulty to formulate appropriate trade and macroeconomic policies

45, Finally, informal crossborder trade , which is not captured by official records, leads to unreliable
external trade statisticevhich might, in turn, hinder the effective formulation, implementation and
monitoring of domestictegional and international trade policies and negatively affect the negotiation of
trade agreements. Missing trade data (which impacts batdf@e/ment and national income data) can

also complicate the formulation of effective macroeconomic and devehtgrokcies (Uganda Bureau of
Statistics, 2006 and B Ndlela, 2006). Experts have highlighted the importance of having adequate and
reliable country statistics to conduct evidehesed policy making isubSaharan Africa and to guide

donor actions, partidarly in the current period, since there is an urgent need to track progress towards
international commitments such as the UN Millennium Development Goals and the Doha Development
Agenda (Scott, 2005).

28. In 2004/5, for example, Uganda decided to devote 40% of its government development expenditure to
investments in ARoads and Workso, represenme ng t hi
sector (Uganda Bureau of Statistics website).
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M. WHICH TRADE FACILITATION MEASURES CAN HELP CURB INFORMAL CROSS
BORDER TRADE?

46. This Sectionexaminesa number of selected trade facilitation measures that caridvedjp the
incidence of informal crasborder tradein SubSaharan Africaby reducingdirect and indirectrade
transactioncosts arising fronformal import and exporrelated proceduressimplifying traderelated
regulations and requirements for low value transactions emthncingcompliance with existing
international trade regulations amongst informal tradérirst analyses the likeleffects of measures
currently negotiated at the WT(subsection 3.1) Some measures (e.g., automation of customs
management systems) listéd this setion are currentlynot proposed for inclusion in a future WTO
agreement on trade facilitatioyet have been included due toithrelevance and close links with measures
under negotiation It then considersthe introduction of Simplified Trade Regimes folow-value
transactions(subsection 3.2) and finally outlines a number of other, complementérgde policy
measures that camcouragdirms to switch from informal to formal tradeubsection 3.3f°

47. It is not suggestedhat governments will be able fully eliminate the incidence of informal
crossbordertradein SubSaharan Africalndividualswith low literacy or education levelsrading very
small amounts of lowalue goodswith their ethnic group oraimily memberscross borderaften through
unofficial routeswith no border postsusuallydo not declare any dheir business activitieand arethus
unlikely to formalise theicrossbordertradetransactionsdespite possible reductions in the costiaing
Aiformal 6 busi ne satrolonechamsw (theseetriders areftennfoundin categoryA,
Figure 1).The measures examined in tlisctiontherefore mainly concemicro- andsmalland medium
sizedfirms (MSMES) or entrepreneurs that haypartially) registered their activity aor are partially
compliant with existing (tradeslated and other) regulations and duties.

3.1 Measures under discussion in the WTO Negotiation Group on Trade Facilitation

48. WTO Members formally agreed to launch negotiations on trade facilitation in July 2004, on the
basis of modalities contained in Annex D of the Decision Adopted by the General Council on 1 August
2004 (thesew al | ed AJul y package odate, Wénibérd have Been askdchta adarify t h i
and improve existin@ATT Article V(Freedom of Transit)Article VIII (Fees and Formalitieso@inected

with Importation and Exportation), amfticle X (Publication and Administration of Trade Regulations).

The negtiations also aim to enhance the technical assistance and capacity building in this area and
improve effective capperation between customs and other appropriate authorities on trade facilitation and
customs compliance issues (Art. 1, WTO July packagellai®, Members have submitted a great number

of proposals under the mandate, which provide the basis for the ongoing negotiati®i$ (s&ecretariat
Compilation of Sibmissions, TN/TF/W/43¥) Specific proposalsoncerninggoods in transit, special and
differential (S&D) treatment and the future implementation of the VE@@ement on trade facilitatieme

not referred to in this papeas they are less relevant to the focus of shisly The measures of interest to

this anaysis mainly fall under GATT ArtlesVIIl and X.

29. This Sectiondoes not examinén detail the likely impact of reductions in import/export duties, the
elimination of import quotas or export bans on selectmthmodities, or the harmonisation of technical
regulations and standards (TBT and SPS) on the incidence of informabordes trade.

30. As of March 2008, 38 textual proposals on GATT Art. V, VIII and X had been submitted.
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3.1.1  Simplified and reduceddocumentation requirementsand formalities (GATT Art. VIII)

49, A number of studies estimate thdtet simplification and streamlining of documentation
requirements and fomalities for imporationexporaition can significantly reduce transaction costs
associated with formal trade (see e.g., Ma@Zarzoso etal., 2007). Such a measuris particularly
important forsole tradersand MSMEs which often do not have enoufihancial resources ohuman
capacity to deal with complex administratikequirementsMoreover, for mall or low value consignments
usually channelled by such traders, the costs of complying with complex requiramertsmalitiesmay

be disproportionateetative to the transaction val¢®@ECD, 2003a)This, in part, might explain the high
incidence of informal crossorder trade among such firms.

50. Simplifying documentation requirements for example by acceptingommercially available
information and authenticated copiegplying international standards for doment formatgBox 1), and

eliminating requests for redundant dataould reduce costs associated with formal tradaryl thereby
providegreaterincentve s t o t r ade o0As smaallefitfaders taadlinéxpdriensed) aire likely to
fail to satisfy the criteria for fAauthorized tra
important for them that standard documentation requiremerds Bimple as possible.

Box 1. Aligning trade documents to international standards

In view of streamlining and harmonising documentation requirements, government authorities could for example
base their customs declarations and other trade documents on the UN Layout Key for Trade Documents (UNLK,
developed by UN/CEFACT). It is an international model for trade documents which integrates a set of international
standards and codes (e.g., ISO codes) that can be used to design aligned series of forms, using a master document.

The UN Layout Key ensures that the same data is included in the same place on all trade documents and that
differing formats and sizes of documents are compatible with each other. It can also be used to design screen layouts for
the visual display of electronic documents (see www.unece.org/cefact/recommendations/rec_index.htm). Aligning trade
documents to international standards will also facilitate automation of trade procedures and electronic document
submission (see below).

To assist government authorities to develop aligned trade documents, the UN Regional Commissions have
developed a Toolkit for the Alignment of Trade Documents (see http://unece.unog.ch/etrade/tkhome.aspx).

Source : www.unece.org

51. In addition, to simplify the submission of all required tradilted documentation, authorities
could establish aingle window oonestop shogor thelodgingof all traderelated documents (even when
those are destined to different border agencies). Again, such an initiative is particularly important for
MSMEsthat lack capacity to deal with a variety of administrative procedamdsborder agencie3he
establishment of gphysical or virtual/welbased) onetopshop can help reduce both diretcade
transaction costselated to compliance with document requirements and indi@sts related tolong
customs clearance time, as such having the capacity to incite firmartalige their crosborder trade
operations. The implementation of v@rtual onestopshop canhoweverbe an extensive and costly
undertakingjnvolving significant infrastructure and institutional investments and requiring donor support.
This explains whycountries oftengradually moveto such a systemin Cameroon, for example, the
government has set upphysicalSingle Window which groups, in the same physical location, public and
private actors involved in importation/exportation at the Douala Payt, (port, customs and sanitary
authorities, as well as private banks, certification bodies and other service providers). The Single Window
l inks together various agencies6 information net
amongst themn the near future hie Cameroorgovernment aims to phase out all documents and forms in
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order to move to a system that would enable all files and transactions to be processed electronically (see
http://www.guichetunique.org/).

52 To lower the number of formalitiend at the same time redube incidenceof corruptionat the

border which often incite firms to trade informaJiygovernments could alsgradually phase out the
mandatory use of customs brokdrs., companies that help traders clear goods through customstliey

help prepare documents and/or electronic submissions; calculate and pay on behalf of the client taxes,
duties and excises; and facilitate communication between the traders and governmenttieg)thhe

World Bank Cstoms Modernisation Handboalotes that gstoms bokers are often the conduitsrouch
which Afacilitation padyane addesbtihe brokerageal feeth indichtesdthata n d

fi a n e cedidenca suggests that besk regularly inflatehe amount of the bries paid and reimbursed by

their clients, and keetphe excess for themselves. Thisactice provide®rokers with a strong economic

incentive to perpetuate a cycle of corruption. ( De Wul f and Sokol eds., 2005
53. Similarly, gradually eliminatingpre-shipment inspection§PSl) 8 which are conducted by
private surveillance companies at embamwhkukdtalsoon po:1

simplify border forméties, lower fees and charges and hptpventcorruptionand duty evasionVhile

PSI was originally intended to fight the use of ewemiced imports to evade capital controls, with the
progressive phassut of these controls, it became a tool intendedcombat undeinvoicing and
subsequent impotariff evasion. PSI is thus meant to provide additional information on shipment
description and value which is then used by the client government to control fraud. In practice, however,
PSI controls add an @& layer of formalities and delays to the complexity of local border procedures. As
the interaction and eordination between the Customs administration and the PSI company is often quite
poor, those additional delays and formalities are generally regitadf by facilitation efforts undertaken in

the importing country. Furthermore, insufficient transfer of kilmw and operational responsibility from

PSI mechanisms to the local administration does not encourage border authorities to gradually build
contrd capacity.

54, Moreover, the PSI company usually charges the importer a fee of about 1% of the value of the
traded goods which adds to the burden associated with formalboater trading, particularlfor smaller

traders. Anson el. (2003) also finds that PSI may sometimes demotivate customs officers, who do not
expect to receive any bonuses when reporting fr
motivation to report PSI data and force importers topmnalty duties is often the threat of sanctions if the

data is later reconciled. Yet, as the frequency of reconciliation is usually low in developing countries, the
incentive for customs officers to report fraud is therefore often weak. Finally, PSmation is
sometimes being exploited by corrupt customs officers who can use it to extract higher rents from
importers through bribery arrangemene(fif aci | i t ati on paymentso) (Ansor
report by BAFICAA (Business Action fomiproving Customs Administration in Africd) for example

notes that private inspection agencies are often a source of grievance for African importers, mainly due the
amount of time they take to generate verification reports on routine imports. Mostewalviirms also

feel that private inspection companies are not accountable to anybody for the delays and obstruction they
may cause. In addition, in all the countries surveyed, such companies create new opportunities for
corruption, mostly at an individug&vel. This phenomenon is particularly noticeable in countries where a
single company has been granted the entire concession for inspection (BAFICAA, 2006).

31. The objective of the business survey conducted by BAFICAA was to igeptidctical Customs
improvement proposals, which could be implemented easily and would deliver benefits quickly. The
survey was conducted through questionnaires andtfefaee interviews with businesses in West Africa,
Southern Africa and East Africa,dluding local SMEs. Source: BAFICAA (2006).
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55. Finally, the adoption and implementation of tlsame doumentation requirementsnd
formalities for import clearancecross all member states ofregional free trade agreement or customs
union could further incitemicro- and small traders, especially those who mainly trade regionally (with
neighbouring counies), to formalise their crodsorder transactions. The Southern African Customs Union
(SACU) and the Southern African Development Community (SADC), for example, are proceeding with
the implementation of shared documentation (i.e., single clearance dac®AB%00) in order to
facilitate formal regional trade (see Box).2To date, all SACU Member States have adopted an
implemented the SAD 500 forfIn addition, the SACU Secretariat is working on developing a common
SACU Single Administrative Document Maaiuto guide traders and customs officials in the use of the
SAD.

Box 2. Results of the pilot implementation of the SAD500 in the Trans-Kalahari Corridor

Botswana, Namibia and South Africa signed the Trans-Kalahari memorandum of understanding (MOU) in November
2003. The MOU serves as a basis for co-operation and joint efforts to streamline and enhance transport and customs
operations along the Trans-Kalahari Corridor. The objective is to make the corridor an effective vehicle for the Southern
African Devel op mBADC) efbasnmbacomirtg gldoally competitive.

The Trans-Kalahari Corridor Management Committee (TKCMC), established in 2000, has been working on
streamlining border and customs operations, improving infrastructural developments and facilitating trade into and out of
the SADC region. The Committee comprises stakeholders from the public and private sectors of Botswana, Namibia and
South Africa (e.g., including the National Road Transporters Associations and the Federation of East and Southern Africa
Road Transporters Associations (FESARTA)). It has since its formation been able to effectively co-ordinate border post
operations with border opening times having been extended by Botswana, Namibia and South Africa. Furthermore, the
customs departments of the three countries have been able to formulate and introduce joint procedures through the
introduction of the Single Administrative Document (SAD) for goods in transit.

An initial assessment indicates that this initiative has helped reduce the number of under-declarations and under-
valuations for trade between the three countries, hence helping to curb informal cross-border trade. In addition, border
crossing time has been reduced significantly, from 4 hours to 30 minutes.

Source: Presentation by Evans Simba Marowa, USAID, for the 2006 OECD Regional Forum on Trade Facilitation.

56. COMESA has undertaken a similar initiative. It designed a single form for use asomgust
declaration, the COMESA Customs Document, which was adopted ir198 ®Hate fifteen countries are

using a Single Goods Document based on the COMESA Customs Document (i.e., Angola, Burundi, DRC,
Egypt, Ethiopia, Kenya, Madagascar, Malawi, Mauritiugjribia, Rwanda, Sudan, Uganda, Zambia and
Zimbabwe). The remaining five countries (Comoros, Djibouti, Eritrea, Seychelles and Swaziland) are in
the process of adopting a single goods documentwsee.comesa.intfadg. Again, the objective is to
facilitate trade in goods within the COMESA Market.

57. These initiatives are important as regional #itfdcan trade currently lies below its potential.
Hummels (2006), for exaphe, finds that trade between African countries that share a land border currently
only approximates 1% to 5% of world tradéThe general perception of businesses on the ground also

32. Information provided by Mr. Daya

33. Articles 71 of the COMESA treaty further calls for such trade documents to be designed and standardized
in accordance with internationally accepted standards, practickgidelines and to be adaptable for
possible use in computer and other automatic programming systems (e.g., ASYCUDA++).

34. Similarly, Miti (2004) notes that less than 10% of agricultural trade conducted by COMESA countries is
actually conducted withirhe region. For example, out of a total of USD 808 billion total maize trade, only
USD 30 million (or 3.71%) constitutes i(ZOMESA trade.
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confirms that regional trade blocs have, in practice, done much lassatigt might be expected to
facilitate intraAfrican trade to date (BAFICAA, 2006). Different trade blocs existing in Eastern and
Southern Africa (e.g., SACU, EAC and COMESA) should also ainhaononise their tradeelated
regulations (e.g., customs proderes, technical regulations, standards, conformity assessment
requirementsimong themselves to further promote integional trade on the continefit.

3.1.2 Transparentand lowerfees andcharges for importation and exportation (GATT Art. VIII),

58. Lower traderelated fees and chargefr import and export procedures and formalities
reflecting theapproximate cost of theervice renderedwould reduce the cost diormal crossborder
tradingandencouragesmalle traders, who are disproportionally affected by such fees, to formalise their
crossborder trade Government authorities shoulgrovide a clear legal basis for applicable fessd
clarify and widely advertise how tradelated fees and charges are besaqg (i.e., according to what
criteria); when and where these should be paikich methods of payments are allowadithe conditions
under whicHegal actionand reimbursememnight be undertaken in case of Reaymentor overcharge of

the trader(UNCTAD, 2006a and WCO, 2006They should also allow businesses to comment on any
changed or new fees and charges 8&28).

59. Authoritiescould also consider removingonsular feeswhich are paidvhena consular invice

or any other customs documentation the importation of the gooth e e ds t o bder stargpedt hor i
by t he i mp o rembassygr cansulatant arforeigs countryfyUNCTAD 2006a, UN/CEFACT

200)). Finally, customs authorities ehld periodically review feego ensure their appropriateness in light

of technological improvements and evolving business practicescamsblidate and simplify the fee
structureas much as possibleéower, simpler and more transparent fees and charges for importation/
exportationwill lower the cost of doing formal trade and, likely, alsorease the degree of compliance

with existing traderelated regulations, and as such, act as an additional trigger to lower the incidence of
informal crossborder trade (OECD, 2008).

3.1.3 Simplified and expeditd release and clearance of goods from customs (GATT Art. VIII)

60. Alongside simplified documentation requirements amdre transparent ankbwer fees and
charges, governments may seelsitaplify the release and clearance of gofsden Customswith a view

to furtherreducewaiting times at the bordewhich particularly burdemMSMEs A recent OECD study

for examplestresses that an average 4.76% reduction in the time spent at the(inaietens of number of
days) inSubSaharan Africaould help exporters from the region achieve a 10% increase in formal intra
regional export volumeA time reduction of 4.60% for importers inBub-Saharan Africacould lead to a
10% increase in formahiraregional imports (Wilson, 20075peedy customs clearance is particularly
important forperishable food products, which are often concerned by informal-lsoodsr trade (see for
example, COMESA2008). In this regard, Nordasal. (2006) finds thatime delays at the border not only
negatively affecformal trade volumes but also reduce the probability that firms produtiregsensitive
goods will enter formagxport markets at aif. Reducing the time spent at the border could thus encourage
such lusinesseto enter formal crosborder commercial transactions.

61. A number of measuressuch as separation of release from clearancearnpinal clearance, post
clearance audits and risk managematbw expedithg movements at the border by shifting controls by

35. For further information on approaches to reduce trade barriers arising from conformity assessment, see
Fliess ad Lesser, forthcoming.

36. ATi me delayso here relate to delays due to custc
infrastructure and services. The study points out that the implementation of trade facilitation measures
alone is sometimes netfficient to significantly reduce such delays. See Nordak €006).
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the border authorities at an earlier or later stédges reducing waiting times at the bord&hnis implies

being able to track and trace the consignment and the trader beyond the moment when theggptus cr
border, which may seem difficult, if not impossible, in the case of informal -barsier movements.
Against this background, some African countries have expressed concerns about their capacity to
implement these measures, particularly-gméval clearance and pestearance audits. While these are

valid concerns, they should not obstruct the application of these measures to formal dratlers
transactions in these countries as to facilitate the release and clearance of formally traded. goods

62. Separation of release from clearana@éows goods to be releaspdor to the payment of duties

and taxes in casavhere final classification of the goods, assessment of the value and other transactions
are pendingsubject to the deposit of a surety in the form of a deposit or bond, or the participation in a
credit system (UNCTAD, 20@). It is a measure that can be applied irrespective of the reliability and
traceability of the trader, as far as an appropriatanfital guararee has been made available. This
guarantee usually varies in importance, depending on the value of the traded goods. Thus, a trader
importing low value goods (which is the case of many informal trade3sl¥Saharan Africa) would only

have b pay a relatively small deposit to obtain tieéease of thémported goods before their clearance.
However,problems of access tormal sources of financare widespread in the region. They not only
provide incentives to trade informally but also ofteake it impossible to guarantee potential Customs
liabilities other than through a cash deposit. In order to make this measure widely applicable and encourage
informal tradergo formalise, it is therefore necessary to promote the development of finaecikhhnisms

offering easier access to trade fina(Bex 3).

Box 3. Enhancing access to trade finance in Sub-Saharan Africa

The availability of trade finance, particularly in developing and least-developed countries, plays a crucial role in
facilitating international trade. Exporters with limited access to working capital often require financing to process or
manufacture products before receiving payments. Conversely, importers often need credit to buy raw materials, goods and
equipment from overseas. In addition, traders might require depositing a guarantee in view of expediting the release and
clearance of goods at the border.

A recent study by Coulibaly and Lolila-Ramin (2005) which looks at Rwanda and Benin finds that large enterprises
generally have little difficulty financing trade as they have a good capacity to promptly repay loans given they can present
tangible assets for collateral. SMESs, however, appear to be more credit constrained, with local exporters facing the
greatest difficulties.

Key problems facing SME exporters in Rwanda and Benin:

il Lack of familiarity of bankers with trade transactions and related risk assessments

1 Lack of information and awareness on the part of traders on available financial schemes

1 Lack of organization of producers and exporters into a structure by specific industry, which means that local
banks are often reluctant to lend.

1 Relatively high trade risks, due to the political situation in certain countries (political risks) and risks of non-
payment (commercial risks)

1 Lack of export credit insurance and guarantee schemes except for the African Trade Insurance, the French
Export Credit Insurance and Guarantee Scheme (COFACE) and the World Bank/IFC Global Trade Facility.

Policy options to improve access to trade finance for SMEs

Disseminate information on available financial schemes to exporters and producers/farmers
Insure risks through guarantee funds from donors

Encourage the organization of producers and exporters into a structure/ industry association
Provide targeted credit to SME exporters

Create a regional export guarantee and insurance schemes

=A =4 =8 -4 =9

Source : K. Coulibaly and Z. Lolila-Ramin (2005) and Auboin and Meier-Ewert (2003)
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63. Pre-arrival clearanceallows traders to submit clearance dataheCustomsadministrationfor
advance processing and release of the goods immediately upai tarrikie country (UNCTAD, 20GH.
The WCO has releadeGuidelines for the Immediate Release of Ggmsients by Customshich could
guide African countries in the implementation of this meaduitgle pre-arrival clearancéardly concerns
informal traders, which by definition avoid (fully or partially) regolst requirements at the border, it
could still be applied to formalraders who would benefit from shter waiting times at the bordand
thus reduced trade transaction co&evernment authorities woulalso benefit by being able to better
organiseheir human resources at the border.

64. Similarly, postclearance audit entails Customs control of individual transactions or
imports/exports undertaken over a certain period by a given trader. It is perfeubngeluento the

release of the consignmenbiin Cusbms custodyat a Customs office or on the premises of the trader
Thanks to this measure, time previously spent waiting for customs clearance is reduced to a minimum, and
traders can dispose of their goods quickly after arrival in the co(dMZTAD, 2006a). Again, such a
measure is essential IMSMEs which are disproportionally affected by costs incurred due to long waiting
times at the bordePostclearance audits focus on the trader as opposed to the consignment, by verifying
the accuracy of the cushs declaration through accounting records, books, business systems and all
customsrelated commercial data held by persons and companies directly or indirectly involved in
international trade. In the case of informal trafliews, postclearance audit is andly applicable
Sometimesinformal trade is conducted by businesses that are not legally registered and escape not only
border but also domestic tax@sg., category AFigure ). Such audits can thus nbe appliedto these

firms as it is impossibleat trackthem Furthermoreeven whenregistered for domestic tax purposes,
informal traders often use unreliable invoices, have poor bookkeeping standards or maintain no
bookkeeping at all, frequently change corporate narued are thus difficult to audibo. As with other

trade facilitdion measures which disconnectstoms controls from the time and place of border crossing,

the implementation opostclearance audits wilthus belimited to formal traders that can be traced
following the elease of theonsignment fromustoms custody.

65. The efficient application of posiearance audits requir¢he introduction ofrisk management
techniqueswhich provide the necessary background information to supporigiestance audit based on

the profiling of importers (consideririgter alia the volume of imports made by specific importers; taxes
paid and frequency of payment; the origin and type of goods; offenses committed and their Hiagure)
primary obgctive of rek managemenis to allow aselective reduction of physical inspecticaisthe

border It is a systematic process for identifying, analyzing, evaluating, treating and monitoring risks that
may affect the achievement of Customs objectives, in particularbjeetive of ensuring compliance with
regulatory requirements. It is characterised by the identification of potentially high risk areas, so as to
direct control resourcgg.g., physical inspectiong)ward such areas and arrange for minimal intervention
(no physical inspection&) similarly identified low risk areas.

66. Risk managemertherefore seeks to manage compliance with the law in a way that ensures the
facilitation of trade. An effective risk managemensgtgyn has not only the pot@itto significantly reduce

trade transaction costsor compl i ant , fiwhiohwbenefit feok @xpedited releasesfrene s
customs) but can also help free up resources to improve inspections and, subsequently, enhance
compliance |l evels with existing |l aws and regul at
(including businesses trading informally). Such systems can ittuite traders toformalise Even if

imports channelled by informal traders cannotdfigrfrom these systems, the impact on traders with
recognised track records would still be significant for the overall economy. De Wulf (2685a3ample,
estimateghat in Ghana some 10% of traders account for 50 to afC8f imports and that the imduction

of a Agold card schemed (an automatic green <chan
significantly reduce trade impedimentsor developing countries relying heavily on manual processing
systems, ristbased strategies can bdfidult to put in place, but implementation is now facilitated by the
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inclusion of a selectivitymdul e i n recent versions of UNCTADOSs
(ASYCUDA), which is widely applied itsub-Saharan Africdsee3.1.4.

67. BAFICAA has been working with customs administrations in the East African region to

i mpl ement a 0 F a srtsimplifrec prdcedures yos husinesses that have demonstrated a
history of full compliance with existing tradregulations and tax payments. The system &meduce
clearance times for such businesses. The initiative has met with considerable success in its first phase. The
system consists of a menu of accelerated processing options that aims to reduceecteaeafrom the

current levels, e.g., payment of duty and tax on normal credit terms, payment by electronic bank transfer,

prec| earance of goods ahead of arrival (Aadvance
replacement of inspectioand verification for repeat cargoes with-site audit checks after customs
releasel ddmpaoasdcde audito at the premise of the i mpo

after release of goods ( iis e peptared df scgnned and phatscepied r o m
documents for clearance (fAauthenticated copiesodo).
local circumstances and could be introduced in phases to speed up initial implementation. The
requirements to qui&y for such a system should of course be transparent and easily accessible to allow all
firms to apply for participatiomisuch a system (BAFICAA, 2006)

68. Finally, Customs authorities could also regularly measame publish average release and
clearance times and inform all traders of the delays they might incur, to ensure transparency and
predictability (see below) but also to encourage accountability and performance assessment of their own
services. The BAFICAAusiness survey, for example, indicates that interviewed African firms want to be
able to identify responsibilities for the impact of customs and related processes on their business. This can
be addressed by establishing tradiated targets (e.g., custe clearance time) which are publicly shared
(BAFICAA, 2006).

3.1.4  Automatal customsnanagemensystem¥

69. An automated system for handling customs dat declarationgleployed at all border crossing
points would not only help shorten clearance times (thanks to a more effective administration of customs
data) but also makell customs functions more transparent and efficient and enhance the levels of
compliance with trade regulations (B@y. Automation of cu®ms data managemeahd clearancean

lower (direct) documentatierelated costs (thanks to electronic forms), allow for an automated risk
management system, and lower incidences of fraud and corruption (enldbwrer the incidence of extra
facilitation payments) thanks to reduced faoeface interactions between customs officials and traders
(OECD, 2003a).UNCTAD has, for example, developed an automated system for customs data
(ASYCUDA), which handles manifests and customs declarations, accountingdymegetransit and
suspense procedureShe system has been installed or is being implemented in ovéie9@loping)
countries and regions (s@evw.asycuda.org Alternatively, some African countries have developed
implementedtheir own homegrown system, suchs Senegalwhich implements an automated customs
clearance system developeddyyrivatelocal IT company GAINDE 2000(see www.gainde2000.sn)

37. Crosscutting issue not a requirement in current WTO text proposals
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Box 4. The benefits of automated customs management systems

Automation has significantly speeded up clearance times in several countries. In Costa Rica, for example, the
switch towards an automated single window warehouse clearing, electronic customs declaration, and risk management
with automated method of selection made it possible to reduce customs clearance times from an average of six days in
1994 to 12 minutes (115 minutes in case of physical i
customs system contributed to a reduction of the average clearance time from 132 hours in 1997 to less than one hour in
2002. It is noteworthy that all African businesses interviewed in the framework of the BAFICAA survey reported that an
automated system for customs clearance and management had made a significant difference where implemented, by
dramatically increasing transparency and reducing corrupt practices (BAFICAA, 2006).

Interestingly, automation of documentation processing only, e.g. through electronic data interchange (EDI) systems,
also reduces clearance time significantly if applied to all border posts (event those in remote areas). In Thailand, for
example, it takes less than an hour on average to process customs documents through EDI systems, while 3-4 hours are
needed for non-EDI processing (OECD, 2005). Similarly, in Kenya, the Community Based System that utilises EDI has
helped reduce the average time to clear goods at Mombasa by 77% (Commonwealth Secretariat, 2007). Most
developing countries with automated customs systems report that average customs clearance have been reduced to an
average 72 to 24 hours (OECD, 2005).

Source: OECD, 2005

70. While automation of customs management is costly, most existing studiessésephat return

on investment comes within a few years of operation only (OECD, 2003b). The main challenge is rather
that automation requires the preliminaryistence ofidequate telecom and IT infrastructunghich is

often lacking inSub-Saharan Africa countries. A recent telecommunications survey of selected customs
border posts in Kenya, Tanzania, Uganda and Rwanda, for example, found that border posts in these
countries often lack a reliable grid power, are faced with poor quality of fixed lineeselack local
Internet Service Providers to provide connectivity, have inadequate axisiant building infrastructure

to house electronic equipment and require training and maintenance plans to accompaplpyheedt of
computers and new informatiosystems Mathur, 2005) These constraints explain why automated
customs management systems are not systematically deployed to all border crossingaticusarly

remote ones)

3.1.5 Enhancd transparency and predictability (GATT Art. X)

71 Enhanced transparency of tragdatedlaws andregulations,Customs requirements, applicable
fees and charges for importation/exportation agldted judiciary mechanismaill reduce direct costs
associated with the gatheg of information on such issues, and indirect costs arising from a lack of
predictability of the trading environmentmproved transparency and accessibility of treelated
informationwill particularly benefitMSMEs which generally lack the meato sarch out trade laws and
Customs procedures from a variety of sources (UNCTAD, 2008&.publication of comprehensive
information on trading condition®.g., border agency procedures, duty and tax rates, fees and charges for
importation and exportatiomnport and export restrictiong)formation on tariff classificatiorprocedures

for the appeal of customs determinatioim$ormation on advance rulingstc.f® in official gazettesand

the application an@dministration of tradeelated regulations in anon-discriminatory (impartial) and

38. The provision of advanced rulings in a tibbeund manner would let smaller and relatively inexperienced
traders know in advance which regulations would ap
and the application of preferential tariff rate, duty drawback or quotas), hence enhancing pligdiztabi
the trading environment.rdders shouldlsob e gi ven the possibility to app

consider this necessary, through independent appeal mechanisms
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reasonablemannerwould a |l | evi at e t he ¢ os t-bordef business amgl is fikelp toma | 0
encourageMSMEs trading informallyto formalisetheir crossborder transactiongExamining bilateral

trade flows of 25 #ican countries in 2003 and 2004, Njinketial. (2008) finds that the degree of
transparency of tradeslated regulations (and the quality of the regulatory environment in general) in the
importing country has significant effecon formal trade flowsEnhanced transparency is likely to have

greater impact on the incidence of informal trade if existing regulations and procedures are simplified too.
Simplification and enhanced transparency will not onlytcamsactioncosts forformal traders, but also

reduce administrative expensies governments, which wilerablethemto re-direct resources to tackle

other challenges, e.g., informality, fraud and corruption.

72 The 2006 BAFICAA survey conducted among Africhmms indicates that communications

from Customs authorities is still generally viewed as poor. While some authorities make good use of
websites, for example in C'te dolvoire and Seneg
updated themfomont hs or even year s. I n addition, the su
was a tendency for customs services, in common with most government bodies, to implement very sudden
changes, sometimes with effect from a date before the comrhunican was i ssuedo ( BAF
This observation is reiterated by Miti (2004) which examined more specifically Eastern and Southern
African countries. The author notes that changes to trade requirements in the region aretaftearat

not communicatetb traders in advance.

73. Information on tradeelated regulations and charges should be available on-dismiminatory

basis and should be easily accessible to all, e.g., threnghiry pointsthat centraliseall relevant
information and that arlecated in different parts of the countfgnd not just in the capital), as to enable
even small traders with low capacities to get access to theasatéor through a website (which can be
accessed from anywherei. the case of a regional trade area or customs union, an additional enquiry point
could be established at the regional level to inform traders of regulations in application in the region. The
COMESA Secretariat has, for example, set up a weldte:/{www.tradecomesa.cojnthat synthesizes

and publishes all trade regulatory requirements applicable to target commodities in the COMESA region
(Box 5). Physical enquiry points can be created on the basis of alee@gting infrastructures within

the government or by taking advantage of -gomernmerdl entities providing similar or
complementary servicdseesubsection 3.3elow), which means that sep costs can be kept fairly

low. Yet, the establishment, main&nce and regular update of a virtual enquiry point (website) may
requiretargeted capacity building in computer technolagywell asstaff training and technical assistance

in website programming for publishing relevant trade informalitdCTAD 2006a).

74. Businesses should also be alerted (through notifications in official journals and specialised
websites) of any changes that may occur or of newly enforced regulations and charges, ensuring a
reasonable time inteal between the publication of new or amended tratiged regulations and their

entry into force, in view of enhancing compliance with the new or modified official reguldfidings is

crucial as traders often do not comply and trade informally beczuaek of awarenessf compulsory
requirements. Government authorities should also allow for prior consultation by giving the opportunity to
interested parties within the country (e.g., private sector associations) to comment on new or amended
traderelaied regulations or fees and charges before their entry into force. Businesses will be more inclined
to comply with new tradeelated regulations and fees if they perceive that their views have been taken into
account.

39. Changes in technical regulations, standards and conformity assessment procedures should be notified at
least 60 days befertheir entry into force, according to the WTO TBT Committee.
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Source : COMESA, www.tradecomesa.com

The Trade COMESA website provides information on:

The website also provides information on investment opportunities and the Investment environment.

Box5. COMESAG6s enquiry point f-oetatedinfarch@ionand i nvest

1 Trading requirements: customs documentation and procedures, rules of origin, certificate of origin, import
and export requirements, product quality standards, SPS requirements, applicable tariffs, restricted goods
and transport and logistics infrastructure (by country and/or products).

1  Trade opportunities (by country): list of all (government) investment and trade promotion boards, and of
(private) business associations and chambers of commerce.

1  Cross border trade: provides trade statistics (regarding total COMESA trade and intra-COMESA trade) and
explains the tools and programmes designed by COMESA and SADC to encourage regional trade

1  Trade environment: explains the COMESA customs documents and simplified trade regime

1  Events: lists relevant conferences, exhibitions, meetings and workshops

3.1.6

75.

Border agency caperatiori®

It is important to recognise that delays and bottlenecks caused by other border agency

requirementscan sometimes be greater source of admigirative costs and delays thanugoms
formalities Multiple regulatory requirements of border control agentiesg., dealing with agriculture,
veterinary, health and phytosanitary standd&dd$requently lead taluplicative formalities and controls,
generating increased compliance costs, risks of error and delays (IFC, 200@yute such costs and
delays andncite traders to formalisdorder agenciesithin one sameourtry (e.g., customs, immigration
andfood inspection authorities) should-oadinate their activities and requireme(B®x 6). According to

the BAFICAA survey, businesses everywhere in Africa have expressed the need for enhanced border

agency ceordination alongside the implementation of refisrand improvements to customs (BAFICAA,

2006).

The International Finance Corporation (IFC) Guidebook on Reforming the Regulatory Procedures for Import and
Export lists several methods to enhance co-ordination between different border agencies within one country:

il

Source : IFC, 2007b

Box 6. Ways to improve border agency co-ordination within one same country

Establishing one-stop-shops and single windows to integrate the offices and staff of all border agencies under
one roof with a single set of counters for customer service (see 3.1.1);

Concentrating documentation verification within a single agency (e.g., Customs);

Coordinating physical inspections of cargo at one location and time, with all inspectors from the various
agencies present;

Utilizing risk management techniques to ensure that cargo inspections initiated by other border agencies and
samples taken for laboratory analysis are minimized (see 3.1.3);

Implementing electronic messaging between Customs and other border agencies to ensure laboratory testing
results are returned quickly and non-r el ease O6hol dsé that are placed
removed with minimum delay; and,

Undertaking periodic reviews of the laws governing import restrictions, licensing, permits, labelling
requirements, etc. to ensure they conform to international standards.

40.

WTO crosscutting issue
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76. Furthermore, border agenciexross (neighbouring) countriesould consider setting up a
multilateral mechanism fdhe exchange of information across customs authorities (e.g., on matters such as
HS classification, description, quantity, country of origin, valuation étcgombat informal trade and
speed up clearance timdsor example, in October 200the Uganda Resnue Authorityand the Kenya
Revenue Authoritywith assistance from the East and Central Africa Global Competitiveness Trade Hub
(funded by USAID), launched a system calRADDEXxto electronically exchange customs information
between revenue authoritieShis data exchange should reduce customs clearance time, which will be
beneficial not only to Kenyaand Uganda tradersbut also tatraders inthe entire Eastern Africa region,

with benefits accruingo the private sectoand revenue authorities alikdBox 7). Another example of
crosscountry ceordination is also outlined in Boxahove.

Box 7. Exchanging information across ¢ o u n t custermsbauthorities through RADDex

Subsequent to the successful introduction and use of modern computerized customs systems in East Africa, a need
became rapidly apparent for an automated and timely method to exchange information across borders between the
various customs systems, which would meet international standards as per World Customs Organization rules in the
Revised Kyoto Convention.

The positive impact of this automated exchange on clearance time, anti-corruption and resulting global
competitiveness was recognized by the East and Central Africa Global Competitiveness Hub (ECA Trade Hub) which
undertook a preliminary technical study on methods of integration in early 2005. This study was subsequently presented
to the Revenue Authorities of Kenya and Uganda along with a proof of concept demonstrating the integrative capability of
Kenya's automated customs management system, SIMBA 2005, and Uganda's automated customs management system,
ASYCUDA++. The proposed solution was presented and unanimously accepted by both Revenue Authorities and building
on discussions and meetings of the previous year, documentation and plans were put forth for a modern, extendable
method to link any and all of the various customs systems in use throughout the region.

RADDex will enable customs data to be communicated instantly from point of transit origin, through all points of
transit, to point of destination. This advance notification will allow for streamlined processing of goods, increased
transparency, increased accuracy in goods verification and risk assessment, and enhanced overall efficiency, including
avoidance of duplicate data capture at border posts. In addition, complete communication will include a reconciliation
report transmitted to country of exit upon receipt of goods into the country of entrance, which should help combat informal
and illegal trade. This data exchange will greatly reduce customs clearance time and improve controls. Communication
and access security is built into this solution to ensure the safety of information being transmitted. The first phase of the
integration of the Kenya's SIMBA 2005 and Uganda's ASYCUDA++ has now been successfully accomplished.

Source : ECA Trade Hub, www.ecatradehub.com

3.2 Simplified trade regimesfor low value transactions

77. In addition to trade facilitation measures meant to expedite the release and clearance of goods in
general, customs authorities could propose a simplified trade regime particularly aimed at low value
consignments, whichepresentan importantshareof informal crossborder trade irSubSaharan Africa
(seesubsection2.2). The key motivation of such a regimetésencourage MSMEs to formalise lexalue
crossborder transactiorsnd as such reduce the incidence of informal trBgeminimis preedurescould

allow consignments valued belowda minimidevel (i.e., threshold) to be exempted from formal customs
clearance proceduresuch as the submission of an import declaration, and be subject only to the
submission of a consolidated manifesigfs as an airway bill of lading or a commercial invoice) or
simplified documentatianFurthermore, for some of these consignments, the collection of duties and taxes
and other regulatory impediments may be waived and immediate release issued, basednatioimfo
contained in the consolidated manifest detail records. The consignments could still be subject to random
checks for verification and enforcement purposes. The minimum value of a consignment or the minimum
duty and tax payable below which simplifiptbcedures will be applied, varies depending on the country.
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78. A simplified trade egimefor selected types of commoditiess for example, being promoted by
COMESAmember countries whereby smatlale traders befit from aSimplified Customs Documeantd

a Simplified Certificate of Originunder which goods that are COME®Aginating and whose value does

not exceed USD 500 per consignment, qualify automatically for-fdegyentry in the COMES market
(COMESA, D07 and Box 8 In the East African Communitioo, aSimplified Certificate of Origirfor
crossborder trade of a maximum value of USD 500 is in force since July, 1st, 2007. Such a Certificate is
to be issued at the border posts, and not just in capitescto enable traders located in remote areas to
benefit from the regimgCOMESA, 2007}

Box8. COMESAd6s Simplified Trade Regi me

As of today, 11 of the 19 COMESA member countries belong to the COMESA Free Trade Area which entails duty-
and quota-free market access for products meeting the rules of origin criteria (under which goods should either be fully
produced within the region or have 35% value-added). Yet, non-tariff barriers, such as complex import and export
procedures, continue to hinder intra-regional trade in the COMESA area.

Recently, COMESA Trade Ministers have agreed to fast-track the implementation of a simplified system of
documentation and border procedures. At the COMESA Business Summit and Exhibition held in Kigali, Rwanda on May
2007, Ministers agreed to introduce a "Simplified COMESA Trade Regime", which would first apply to maize, rice, beans
and traditional food cropss uch as cassava, as well as cotton lamd bdeir
Under the simplified system, consignments of US$500 or below which are produced in the region will be exempt from the
normal rules of origin requirements. In addition, traders will be able to use a simplified "certificate of origin" and "customs
document”.

This initiative is intended to faci |l ieduaettle intiflengemfainfamaa
cross-border trade, which still captures a high share of intra-COMESA trade. The Simplified Trade Regime will first be
implemented on a pilot basis in a 10 selected countries and border posts (Burundi, DR of Congo, Ethiopia, Kenya, Malawi,
Rwanda, Sudan, Uganda, Zambia and Zimbabwe). After the completion of the pilot phase in late 2008, the implementation
of the Regime will be extended to all COMESA countries.

The implementation of the COMESA Simplified Trade Regime is supported by the Regional Agriculture Trade
Expansion Support (RATES) programme, financed by USAID. The RATES programme is designed to increase agricultural
trade within the East and Southern Africa region and between the region and the rest of the world. It works closely with the
private sector to identify trade policy constraints, develop commodity-specific regional trade initiatives and initiate change
through regional institutions such as COMESA, EAC, SADC and the Eastern Africa Grain Council (EAGC). RATES
supports additional trade-facilitating initiatives within the region, such as:

I The harmonization of maize and dairy standards across COMESA and EAC member countries and dissemination
of information on these new regional standards.

I The synthesis and publication of trade-related regulatory requirements for target commodities on a centralized
webpage (www.tradecomesa.org)

9  The provision of technical assistance to inform and educate traders on the requirements under the COMESA FTA
and EAC Customs Union.

Source: www.ratescenter.org , COMESA, 2007 and COMESA, 2008

79. Alongside simplified documentation requirements, authorities could introduce loweretatbel
fees and charges for transactions below a certain value (threshold), or suppress these fees and charges
altogether if noduty is collected on the transaction (i.e., tutiable,de minimis transactions). This is

41. Ghana too has introduced a simplified trade regime for very stalk (and often unregistered) traders,
The regimei whi ch is referred dtud eads ithhet hfeh eaaudt olmaa ce d ma u
system- entails a simplified customs declaration document, the elimination of the Destination Inspection
Valuation Certificate and the phytosanitary certificate, and the removal of the network charge usually
levied on decl arations submitted to the customs aut ol
the regime has reduced the incidence of informal trade. Source: Ghana delegation to the WCO.
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particularly important for MSMEs and individual dealers trading-l@we goods consignments for which
ffeconomi es of scal eod on ( f iSucke taders ftherefere dftenefaceod t e n
disproportionate compliance burden. To date, the BAFICAA survey indicates that in order to combat
informal trade, a number of African countries have introduced additional border checks, which require
extra payments byhe importer. Yet such initiatives have been inefficient since they have created an
additional cost burden, added to the time it takes to clear goods and also created further opportunities for
solicitation of #Afacilitation paymentso.

80. Any speci al MSME regi me or procedures should
businesses stagnate. There must be sufficient incentives for small businesses to want to outgrow from these
regimes (Stern, 2005). In addition, & essential taaise awarenes®f the existence of simplified
procedures and forms among MSMEs in all parts of the country and explain how these can be used. In the
case of COMESAG6s Simplified Trade Regime, nfor e
English, French and Kishwahili, which has been distributed widely across the COMESA region. The
Handbook is aimed at both traders and border officials. The COMESA Secretariat also plans to launch
advertising and training campaigns (COMESA, 2008).

3.3 Other complementary measures

81 While the implementation o& simplified trade regime for selected consignments taadie

facilitation measures under discussion at the Wea@make a significant contribution towardsegtating

firms into formal trade, these measures pir@bablynot sufficient toencouragdraders to formalise their
crossborder transaction®©ther, complementary measufessuch asassistance to help traders understand

and comply with traderelated reglatons t he provi si on of adequate sup
importing/exporting awarenessaising regarding the benefits of formalisatiomproved interaction

between border agencies atitk private sectorand enhanced integrity ofuStoms adminisations

could further act as strong incentives towatdsformalisationof crossborder transactions

3.31  Assistance to help traders understand and comply with existing tnadigted regulations

82 To maximise tle effect of transparency, it is essentialsensiti® and educate tradersn the
import/export requirements and formalities in application in their own country, in neighbouring (or other)
countries and in regional trading blocs. A recent paper on sieglifix regimes for SMEs, for example

notes that,n general, tax avoidanée includingavoidance of tradeelated taxe® in Africa often occurs

due to | ack of it ax |l iteracyo, i . e. | ack of in
Techntal assistance and capacity building efforts should therefore not solely concentrate on government
officials and agencies but also be directed to (potential) traders, as is recommended by a recent
OECD/DAC study on technical assistance and capacity bgiltbn trade facilitation (OECD, 2006).

Helping MSME traders comply with existing trade regulations is important even when a simplified trade
regime has been put in place.

83. Specific information material andraining for smaler traders could be aimed atising
awarenessand understandingf compulsory tradeegulations, adequately fill and submit the required
documentatiorfe.g., customs declaration, sanitary certificate and certificate of oagahfomply with B

other import/export formalities. Such assistance is best channelled throughHdoeatnmenfunded)
trade promotion agencies @private) business associations which already provide a range of support
sewrices to SMEs (see Box 3 Alternatively, a speial advisory unit for SMEgould be set up within
Customs administrations.

39



TAD/TC/WP(2008)13/FINAL

3.3.2  Efficient support services for formal trading

84. In addition, to further encourage a move towards formal tigmernmerdl and privateagencies

(e.g., trade promotion agencies, chambers of commerce and business/industry associations) should
sensitize informal traders to the potential advantages they might gain from formdhsingtrade
transactionsEffective service provision codlincrease the probability that traders comply voluntavity

existing traderelated regulationgOrganising mformation campaigns teensitiseradersto the benefits of
conducting formal croskorder transactionsould therefore be useful

85. This of course also implies that efficieahd markedriven business support servicesd
institutions are available toformal tradersOfficial trade pomotion agencieand business associations
could provide targetedand timely market intelligenceand make information available on crekerder
business opportunitigsleliver tailored marketing and business development agvicganisetrade fairs
and facilitate access to form#akde finance(which is an important barrigio formal trade, sesub
section3.1 above),in view of enhancing crodsorder trading opportunities in the formal secthr
addition, as noted above, they should inform traders of-teldeed obligations and benefits, including tax
exemptions and prefential tariff rates in application imeighbouringmarkets Giovanucci (2008)
identifies several preconditions for effective service delivene.g., such organisations should be
adequately funded and staffed with qualified people who are paid comiyeccialpetitive salaries; they
should be somewhat independent of government; and nrilken.

86. In addition, b ensure efficient and relevant service delivery, the activities of support agencies
should beaegularly evaluatedand benchmarkedConducting surveys among users of the services can help
measure client satisfaction, identify needed improvements and adapt service delivery accordingly. Given
the complex nature of trade performance and the large numberatefireariables, it is however difficult

to measure the direct relationship between trade support services and export performance in the formal
sector. Besides customer satisfaction, agencies cmudrthelessnonitor a number of indicators that
pertain tathe export performancef their clients e.g., the number of firms benefitting from its services that
haveengaged in formal import/expothe value and origin/destination of such import and exportstrend

types of goods and services traded.

87. Technical assistance and capacity building can help strengthen trade support services (see e.g.,
USAID, 2005 and OECD, 2006). The Regional Agricultural Trade Intelligence Network (RATIN),
supported by USAID, has, for exala, set up a special website for traders in maize, beans and rice in
Eastern and Southern Africa. TheadeAfrica Commodity Trade Link the leading African grain trade

online market place that provides maize prices, enquiries to buy, and offersraigel] beans, rice and

other agricultural commodities in the Eastern and Southern African region. RATIN also issues and
distributes monthly bulletins regarding food trade in the regiatp:(/www.tradeafrica.bi}, which are

mainly available to formal traders.
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Box 9. Selected good practices regarding trade support services in Africa

Usually, trade support services include the provision of market information and analysis; the identification of potential
trade opportunities; the organization of trade fairs and exhibitions (to bring sellers and buyers together); information on
trade agreements, trade-related regulations and standards in application; and information on how to access to trade
finance. The International Trade Centre (ITC) has collected a range of good practices for the delivery of trade support
services to (formal) export enterprises in developing and transition economies. Below are a few examples:

1 Information on market prices: The Zambia Cross-Border Trade Association has put in place a system that enables
traders to access information on commodity prices prevailing in major markets, as well as trade volumes, via the
Internet (www.marketprices.co.zm) or via SMS. The implementation of this system has been financially supported
by the International Fund for Agricultural Development (IFAD).

1 Trade information services: The Jordan Export Development and Commercial Centres Corporation (JEDCO)
provides up-to-date trade information through four information networks (incl. the Amman Trade Point) and is
conducting awareness-raising seminars to introduce Jordanian businesses to these networks (the cost of which are
in part borne by participating businesses). Trade-related information is provided via websites, email, telephone and
fax.

1 Co-operative exporting: The Uganda Export Promotion Board (UEBP) is working with organised farmer groups and
private sector exporters to promote the export of grains and legumes. For this purpose, it has helped organized
farmers under cooperatives such as Export Production Villages to identify products with export potential, and has
encouraged farmers to produce according to export market requirements. UEPB has also linked groups of farmers
with potential importers, helped them acquire common facilities (e.g., a collection centre and cold storage facilities)
for horticultural products, helped them gain access to a financial facility of USD 5 million for stock management
(provided by the Export Refinance Scheme) and conducted training for farmers in such areas as post harvest
handling, packaging, labelling, standards, costing and pricing etc.

1 One-stop-shop for exporters: In South Africa, the main government body tasked with assisting exporters is the
Department of Trade and industry (DTI). DTl has designed an Export Readiness Assessment questionnaire for
potential international traders. In addition, it markets South African exports internationally, with teams operating
from regional offices around the world; offers regulatory information and market intelligence; identifies business
opportunities for local companies; and provides specialists offering advice on export processes and procedures in
specific sectors. D T |  w o niBdstT@de £romotion Organisation from a Developing CountryoAward in 2008.

Source : ITC website, www.intracen.org and COMESA 2008

3.3.3 Improvedinteraction and trustbetween border agencies atite private sector

88. More generally, beyond technical assistance and improved service delivery for formal traders,
governmentauthorities should aim to strengthen the degreenteiraction andrust that exist beteen
(potential) traders and border agenciasview of enhancing compliance levelgth existing regulations.

In this regard, the BAFICAA survey highlights that improved interaction between border agencies
(including Qustomsadmiristration$ and the privee sector is urgently needed in all parts of Afriga.the

mai n beneficiary of streamlined and simplified
suggestions mustlsobe taken into consideration émsure thatrade facilitationmeasuregproduce real

and practical benefitand that issues related to implementation activities can be identified and resolved
Enhanced interaction with the private sectbr through regular consultatiols and/or through the
establishment of a dedicated private see&xpert resource unit on Custords woulde na bl e tr ade
associationgo provide feedbaclon new or amended tradelated laws and regulationseg3.1.9 and
enablegovernment authorities toetter understand the constraifite1s face when trading formal] hence
facilitating the formulation of effective trade facilitation measures
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3.3.4  Enhanced integrity of @stoms administrations

89. Finally, an additional means to enhance trust betwiaders and border agersamdreducethe
arbitrary application of tradeelated laws and regulations and the incidence of corrypi@a improve the
integrity of Customs and other border agendi@soducing acode of good conduéor officials 8 which

sets out standards b&haviour rights and obligations in respect of the exercise of their public duties, and
disciplinary meaures in case of nezomplianced could encourage a higher level of integrity in their
dealings with traderand act as an incentive to formalizati@dNCTAD, 2006a).n this regard,lte WCO

has elaborated thRevised Arusha Declaration for Good Governance and Integrity in Cugtb®®s,
revised in 2003)which calls for

Leadership and commitment at management level foaresed integrity;

Simplified and more transparent customs regulations and procednohsding efficient appeal
and administrative review mechanisms to enable traders to challenge or seek review of customs
decisions

1 Modernisation ofthe customs administrationthrough improved opeliag proceduresand
automation of customs functiofsee 3.1.4)

Audit and control mechanisms and investigation and prosecution regimes to combat corruption;

A code of good conduct which sets out the terms of behaviour of customs personnel and penalties
for non-compliance;

 Sound human resource management strategies, incladieguate salary scalesieritbased
promotion policies; adequate trainjrgjaff rotationand performance appraisal systems; and

9 Transparent and open relationship with the private séste 3.3.3).

0. De Wulf and Sokol eds. (2005) note that the Declaration has been designed to strike an
appropriate balance between the positive strategies to combat corruptioméelernisition, leadership,
progessive human resources management policies, etc.) and repressive strategies (e.g., sanctions, controls,
investigation, prosecution). They also emphasise that the Declaration, which hagraswoiptive nature,

provides a comprehensive conceptual franmdwiout that actual implementation is up to individual
customs administrations.
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V. CONCLUSIONS AND POLICY RECOMMENDATION S

91 Informal crossborder trae still represents a significant proportion of regional cbhassler trade

in SubSaharan AfricaFor someselectedjoods, the volume of informal flows in fact exceeds formal trade
flows. Available surveys indicate that a substantial share of informalsflooncerns staple food
commodities (e.g., maize, rice, beans and cattle) and low quality consumer goods (e.g., clothes, shoes and
electronic appliances). Furthermotigey pinpointthat informal cros$order trade is mainly conducted by
individual dealerandmicro, small and mediursized enterprisesMSMES) and often consist of relatively

small consignments of goods.

92 While informal trade has several shahd mediurterm benefits (e.g., increasing food security,
alleviating poverty and providing employment), in the longer run, it is likely to lead to negative economic
and developmental effects. Governments shtuddeforeaim to better integrate and link informal trade

with formal trade This can be done by engaging, in a first instance, informal firms to register and
formalise theirdomesticactivities (recommendations on how to reduce the incidence of informality in
general can be found in the existing literature, e.g., Rgal 2007, Schneider,db6 andOECD, 2005).

For firms that are registered yet evadelly or partially) formal traderelated regulations and duties,
governments coulfhcilitate formal trade, alonthe recommendations outlined belotv full elimination

of informal crossborder trades howeverunlikely, as there will alway$e traders (e.g., with low literacy
levels, who trade very small amounts of goods with their family members and avoid official border posts)
for which the costs of trading formally will remahigher than the opporinity costs related to informal
trade despite the introduction of facilitation and simplification measuves, even if some degree of
informality persistsgreaterincentives to formalise will clearly benefit all traders and the economy in
general.

Gain a better understanding of the magnitude and characteristics informal crosborder trade and
the motivations behind it

93. What clearly emerges from this study (as well as from the examined literature and suryeys) is
more accurate and systematic data informal trade is needed, for more countries and covering different
modes of transport, to assess more precisely the magnitude of this phenammemootivations behind it

and its implicationsfor the domestic eccmomy. In view of tackling informal crosborder trade,
governments need to take into account the specificity and nature of different categories of informal traders
and theparticularhurdles they face when trading formally across borders. Policymakerisl seoagnise

that the informal traded sector ibeterogeneouslt encompasses all sorts of activities from the-self
employed to small businesses employing a handful of workers to meadiech and large enterprises
engaged in illegal practices such as urdeoicing, misclassification and nudsclaration of origin.
Gaining a better understanding of the nature and scope of the informal traded sector in a country could, for
example, be achieved by conducting annual surveys on the extent and nature of iofossiabrder

trade, as has beewonein Uganda (UBOS 2006 and 2007), or by initiating a dialogue, at local level, with
informal traders (e.g., through town hall meetings and focus groups, see USAID, QoD&gting and
analysing this type of informatiowill help identify adequatgolicy optionsfor curbinginformal cross

border tradeand will contributeto evidencebased policymaking
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Reduce the cost of trading formally and enhancethe efficiency of border controls to improve
compliance with existingtrade-related regulations

94. Governments auld reduce the incentives toadeinformally by diminishingtransactioncosts
associated withormal tradeand enhancing complianckevels with existingtrade laws andegulations.
This could be achieved through the implementatiorsaie measures currently discussed in th@O
Negotiation Group on Tradedgilitation. More specifically, to reduce direct coatssing fromcompliance
with customsand other tradeelatedreguations and feesand lower indirect costsarising fromlengthy
border waiting times and lack of predictability of the trading environraedtenhance the efficiency of
controls at the bordegovernments auld:

1 Simplify and reduce documentation requirerteand formalities e.g., by accepting authenticated
copies; aligning document formats to inteéioaal standardsandgradually phasing out the mandatory
use of customs brokers and {sf@pment inspections.

1 Enhance the transparen@and reduce the levelsf fees anccharges for importation and exportation
e.g., by ensuring feegflect thecost of theservices renderedemoving consular fees; clarifying how
fees and charges are setd how they should be paidind consolidating and simplifying the fee
structure

1 Simplify and expedite the release and clearance of goods from custgmby separating release from
clearance; allowing for prarrival clearance and introducing a risk management scheme thatsenable
authoritesob et t er targieghcohns k 0l sndadpsstlearance audits a n d

1 Enhance transparency and predictabilidf/traderelated regulationgproceduresand fees and charges,
by regularly publishingsuch information in official gazettes; making such information avdda
through @ enquiry point and giving tradersthe opportunity to comment on new or modified
regulations in advance of their entry into force.

1 Improve border agency coordinatiowithin and across countriese.g., byimproving document
exchangandco-ordinating physical inspections between agendiéthin andacross countrie

95. To further boost formal intreegional trade, countriesithin trade blocge.g., COMESA should
better harmonise their tradelated rgulations (e.g., customs procedures, technical regulations and
standardsamong themselvesndwith countries of other Africatradeblocs

Consider the introduction of a Simplified Trade Regime for lowvalue consignments

96. In addition to that, and in view of further curbing informal crbesder trade conducted by

micro-, small and mediursized enterprisesMSMES) in particular, African policymakersould consider

designing a simplified trade regiriieonsisting olsimplified documentation formalities, lower or no trade

related fees and charges and immediate release from Customs d@istodgoods whose valgelo not
exceed a certain threshol d. Defining fAoptamhal 06 d
chargesn the context of simplified trade regime is however challengikgst, there is always ahance

that small traders will prefer to trade informally despite simplified procedures, lower charges and reduced
waiting times.Second, thereisals a r i sk that beneficiary firms wil
scheme. Simplified trade regimes therefore need to be designed in a way that avoids disincentives to
comply withii r e g u | aelated pracealwesd-urthermore, @y attempt to intrducea simplified trade
regimeshouldalsoundergoacosb enef it anal ysis to define the opti

42. A forthcoming OECD study will enable to assess in gredésail the relative impact of these measures on
formal trade flows, hence will helgfine the analysis.
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Offer technical assistance andjuality support services to formal traders and build greater trust
between the private sector andborder agencies

97. Finally, inciting MSMESs inSubSaharan Africdo formalise their trade transactiomsy require
additional, relateaneasurs, such asssistance to help traders understand and comply with existing trade
reguations €omplementingtransparencyelated measuresited abov§ efficient support services for
formal importing and exportingp improve trading opportunities in the formal sectord advertisement of
such serices among (potential) tradetts shouldbe clear to firms that they will enjoy additional benefits
by joining a culure of compliance. In addition, it is essential to improveractionand trust between
tradersand government agencies, e.g., throbglter publieprivate dialogue on traeelaed regulations

and enhanced integrity ofuStoms administrationg he rationale fothis is twofold. First, businesses are
likely to be more inclined to comply with tradelated regulations and fees if thegnsehat their views
have been taken into ammt by government authorities aritithey perceive the latter as trustworthy
Secondthrough enhanced interactiagpvernment authorities are likely to better grasp the specific hurdles
firms faceandthus better targehe necessary measurdsatneed © be put in placéo reduce the cost of
trading formally.
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ANNEX |
1. Trade transaction costs arising from formal importand export-related procedues (TTCs)
98. Direct and indirect TTCarecloselyinterlinked since indirect costs arising from time delays are

often, in part, determined by the amount and nature of document requirements and cost of impohtyexport
this regard, Duval (2007) notes that ab@&26 of all examined delays worldwide are attributable to
administrative hurdles, such as customs and tax procedures, and not to poor infrastructure (which only
accounts for an average 25% of the delays).

99. Several quantitative examinations and case studies indicate that even modest reductions of TTCs
triggered by the implementation of trade facilitation reforms would have a positive impact on (formal)
trade volumes angdlobal welfare in both developed and developing countries (OECD, 2005 and De Waulf,
2005). Wilsonetal. (2005), for example, estimates that trade facilitation improvements in 75 selected
developed and developing countries (covering improvements rela@aTd Articles V, VIII and X but

also improvements beyond the scope of the current WTO negotiations) could yield an increasdrn trade
manufacturing goods worth about USD 377 billion, equivaleritOih increasén total trade among these
countries® Similarly, Njinkeu etal. (2008) underlines that TTC reductions have the potential to
significantly boost intraegional African trade. Most available quantitative studies also highlight that trade
facilitation reforms introduced in one country would not oply el d benefits to that
partners but al so t ewviintos ealsfp,e cda mmpi a ssiussihn g etf toe nmBswi n

100 In terms of welfare gains, APEC (2004) estimates that a 5% reduction in TTCs in its region
would bring its member countries gains of a total value of USD 154 billion (or an equivalent 0.9% of the
regionds aggregate GDP). Similarly, an OECD stud
would bring annual global welfare gains of almost USDbillion (or an average 0.15% of worldwide

GDP), with most gains accruing to developing countries (OECD, 2003k study also finds that trade
facilitation measures that focus on reducing indirect TTCs, notably by shortening border clearance times,
might have a more important impact on economic welfare than measures aimed at reducing dir&ct TTCs.
The World Bank also highlights in its annual Do
correlated with a countoydasr@DBcperescapi the fikeash
actually measurebarriers to trade, namely the number of days spent at customs and the number of

43. In Wilson eta | . (2005) , itrade facilitation i mprovements
customs environment (i.e., no. of hiddiemport barriers and no. of irregular exfpayments and bribes);
regulatory environment (i.e., degree of transparency of government policy and control of corruption), port
efficiency (no. of port facilities and inland waterways, and air transport) anitsey®ctor infrastructure
(speed and cost of internet access and effect of internet on business). The quantitative analysis was
conducted for 2000 and 2001 and for trade flows among 75 countries (30 developed and 45 developing

countries).
44. SubSaharan #&ica would, for example, gain 0.9% of GDP from a 1% reduction in TTCs (OECD, 2003a).
45, The study finds that over 80% of the welfare gains arising from trade facilitation reforms are due to

reductions in indirect TTCs. This finding is corroborated bykthsiness survey conducted by BAFICAA
which states that it is indeed indirect costs that cause the most damage to African businesses (BAFICAA,
2006).
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signatures required for import/export), thevér its GDP per capita (Figure).8Finally, there is also
evidence that a reduction in TTCs through improved customs practices could help increase individual
household income and as such reduce poverty levels ifinlmwne agricultural economies (see for
example, Porto 2005).

Figure8. The relationship between fiease of tradeodo and
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2. Cross-border monitoring sites of the WFP and FEWS Net in Southern Africa
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