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OverviewOverview
IntroductionIntroduction

Trade CostsTrade Costs

• What we know – or think we do
• A summary of the specifics for Africa

Suggestions on Future ResearchSuggestions on Future Research
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Trade Costs and FacilitationTrade Costs and Facilitation
No standard definitionNo standard definition

Narrow senseNarrow sense
•• Logistics of moving goods through ports or more Logistics of moving goods through ports or more 

efficient  custom rules for crossefficient  custom rules for cross--border tradeborder trade

Broader senseBroader sense
•• Environment in which trade transaction take Environment in which trade transaction take 

place; transparency of regulation, harmonization place; transparency of regulation, harmonization 
of standards,  and infrastructure.of standards,  and infrastructure.
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Quantifying the ImpactQuantifying the Impact

Trade cost do matter, but importance Trade cost do matter, but importance 
in overall context differs by country in overall context differs by country 
and region.and region.

Rule of law, states in cyclical conflict, Rule of law, states in cyclical conflict, 
macro issues, landlocked states, etc.macro issues, landlocked states, etc.
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What We Do KnowWhat We Do Know……....
Trade costs are high in poor countriesTrade costs are high in poor countries……
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The Data Confirm ThisThe Data Confirm This…………
(average cost)(average cost)

HighHigh
IncomeIncome

MiddleMiddle
IncomeIncome

LowLow
IncomeIncome

LPI LPI 
(Score)(Score)

3.93.9 3.03.0 2.82.8

Trade Trade FacilFacil. . 
(Score)(Score) 6.16.1 4.24.2 3.73.7

Services Services 
(Score)(Score) 15.915.9 33.733.7 44.944.9

DB Import DB Import 
(US$)(US$) 813.6813.6 1024.21024.2 1212.01212.0

DB ExportDB Export
(US$)(US$)

774.4774.4 867.2867.2 949.3949.3

Source: Hoekman and Nicita (mimeo)
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How Do Trade Costs Matter?How Do Trade Costs Matter?
Distance and TimeDistance and Time

•• Additional day of delay in shipping reduces trade Additional day of delay in shipping reduces trade 
by 1 percent. Equivalent to 70 km.by 1 percent. Equivalent to 70 km.

DjankovDjankov, Freund and Pham (2006), Freund and Pham (2006)

•• Impact of distance on trade has increased over Impact of distance on trade has increased over 

time for low income countries (total sample 138 time for low income countries (total sample 138 

countries 1962countries 1962--2006).2006).

Carrere, De Carrere, De MeloMelo and Wilson (mimeo)and Wilson (mimeo)



88

Average Time to ExportAverage Time to Export
(# of days)(# of days)
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The Price of Crossing a BorderThe Price of Crossing a Border
Export and Import cost in USDExport and Import cost in USD
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How Trade Costs MatterHow Trade Costs Matter
Transparency and regulationTransparency and regulation

•• Regulatory convergence a greater payoff than reduction in Regulatory convergence a greater payoff than reduction in 
tariffs and tariffs and NTMsNTMs for developing countriesfor developing countries

HoeckmanHoeckman and and NicitaNicita (mimeo)(mimeo)

•• For Africa, EU regulation harmonized to ISO standards are For Africa, EU regulation harmonized to ISO standards are 
less trade restrictive.less trade restrictive.

CzuablaCzuabla, Shepherd, and Wilson (2007), Shepherd, and Wilson (2007)

•• A 10% increase in restrictiveness (European A 10% increase in restrictiveness (European afaltoxinafaltoxin
standards) reduces trade in 11% in Africa groundnut standards) reduces trade in 11% in Africa groundnut 
exports.  exports.  OtsukiOtsuki, et al (2001), et al (2001)
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How Trade Costs MatterHow Trade Costs Matter
InfrastructureInfrastructure

•• Road upgrade in Africa could expand trade $250 billion Road upgrade in Africa could expand trade $250 billion 
over 15 years. over 15 years. 

•• Financing the program would require about $20 billion for Financing the program would require about $20 billion for 

initial upgrading and $1 billion annually for maintenanceinitial upgrading and $1 billion annually for maintenance..

Buys, Buys, DeichmannDeichmann and Wheeler (2006)and Wheeler (2006)
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How Trade Costs Matter?How Trade Costs Matter?
Transport ServicesTransport Services in Africa are expensivein Africa are expensive……

especially for landlocked countriesespecially for landlocked countries
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Regional Agreements and Rules of OriginRegional Agreements and Rules of Origin

To To benefitbenefit fromfrom preferencespreferences, , goodsgoods shouldshould complycomply

withwith RulesRules of of OriginOrigin ((RoORoO) ) definingdefining ««substantialsubstantial

tranformationtranformation »»..

Primary role to prevent trade diversion but interests Primary role to prevent trade diversion but interests 

groups can capture themgroups can capture them

Strict Strict RoORoO erodeerode tradetrade preferencespreferences, by , by raisingraising costscosts: : 

ExampleExample 11:. :. TradeTrade--weighted adweighted ad--valorem estimates of valorem estimates of 

compliances costs of rules of origin for PANEURO are compliances costs of rules of origin for PANEURO are 

of of 4.7 4.7 –– 8.28.2 percent.percent. CadotCadot et al. (2007):et al. (2007):

How Cost MatterHow Cost Matter……
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RoORoO can raise costscan raise costs……

ExampleExample 22: 22 least : 22 least developeddeveloped AfricanAfrican countries, countries, 

have have similarsimilar preferencespreferences, but , but smallsmall differencedifference::

EU: double transformationEU: double transformation
yarnyarn→→fabricfabric→→apparelapparel

US: simple transformation (US: simple transformation (fromfrom 2001)2001)
yarnyarn→→fabricfabric→→apparelapparel

((naturalnatural experimentexperiment))

How Cost MatterHow Cost Matter……
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Apparel exports of 22 African countriesApparel exports of 22 African countries

PortugalPortugal--Perez (2007)Perez (2007)
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• Controlling for other factors, the AGOA’s Special Rule
accounted for 300% in exports raise.  

• AGOA-SR is associated w/ more varieties of apparel
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Informing the Reform AgendaInforming the Reform Agenda

The impact of Trade FacilitationThe impact of Trade Facilitation

•• Ports and Ports and services infrastructures are the services infrastructures are the 
main trade facilitation indicators that raise main trade facilitation indicators that raise 
intraintra--African tradeAfrican trade

•• Customs and regulatory environments are Customs and regulatory environments are 
the factors that lower intrathe factors that lower intra--African tradeAfrican trade

NjinkeuNjinkeu, Wilson and , Wilson and FossoFosso (mimeo)(mimeo)
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The Link to PovertyThe Link to Poverty
Tobacco club membership in Malawi increases Tobacco club membership in Malawi increases 
output per acre 40output per acre 40--74 percent and an increase of 74 percent and an increase of 
between 45between 45--89 percent in tobacco sales per acre.89 percent in tobacco sales per acre.

NegriNegri and Porto (2008)and Porto (2008)

Households producing export crops in Uganda less Households producing export crops in Uganda less 

likely to be poor than households that not involved likely to be poor than households that not involved 

in export markets. Doubling export participation in export markets. Doubling export participation 

reduces poverty by 13 percent.reduces poverty by 13 percent.

BalatBalat, , BrambillaBrambilla and Porto (2008)and Porto (2008)
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SummarySummary
Regulatory reform and transparency are Regulatory reform and transparency are 
key reform prioritieskey reform priorities…………but specific agendas but specific agendas 
differ by region and country.differ by region and country.

The details matterThe details matter………………..but..but…………

No reform agenda will succeed without rule No reform agenda will succeed without rule 
of law, reducing power of protectionists.of law, reducing power of protectionists.
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Next StepsNext Steps……....

Soft or hard infrastructure?Soft or hard infrastructure?

Cost / benefit tradeCost / benefit trade--offs.offs.

Discussion of the detailsDiscussion of the details

LetLet’’s work togethers work together

The BankThe Bank’’s commitment to policy s commitment to policy 

relevant analysisrelevant analysis
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Thank YouThank You

Alberto PortugalAlberto Portugal--PerezPerez
John S. WilsonJohn S. Wilson
The World BankThe World Bank

http://econ.worldbank.org/projects/trade_costs

http://econ.worldbank.org/projects/trade_costs
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