Trade Facilitation: An Overview
This chapter mainly draws on the John S. Wilson’s article “Trade Facilitation: New Issues in a Development Context.” Trade Note No. 12, World Bank 2003, and Shweta Bagai, Richard Newfarmer and John S. Wilson’s article “Trade Facilitation: Using WTO Disciplines to Promote Development.” Trade Note No. 15, World Bank 2004.

Background

Nowadays trade costs associated with transportation charges, documentation requirements and delay in clearance at a national border are as important as traditional border such as tariffs and quantitative restrictions. The ability of countries to deliver goods and services in time and at low costs is a key determinant of their participation in the global economy. Easier movement of goods and services clearly drives export competitiveness and fosters diffusion of better technologies through imports and foreign direct investment. Increasing awareness of those trade-related transactions costs has called for multilateral rule making and regional or plurilateral coordination regarding trade facilitation. 
Trade facilitation is one of the four Singapore issues set forth at the 1996 Ministerial Conference, and it is generally referred to as a reduction of transaction costs associated with unnecessary administrative burdens on cross-border movement of goods and services between sellers and buyers. Due to the flexibility of its scope, the definition of the term widely varies depending on context and involved parties. In a narrow sense, trade facilitation implies a reduction or streamlining of the logistics of moving goods through ports or the documentation requirements at a customs post at the border. More recently, the definition has broadened to include the environment in which trade transactions take place, where “domestic” policies and institutional structures play an important role. For example transparent and incorrupt government regulatory agencies are considered to provide a favorable environment for trade transactions.  Harmonization of standards and conformance to international norms are also considered to facilitate trade transaction (Woo and Wilson 2000). In addition, the rapid integration of networked information technology into trade suggests that modern definitions of trade facilitation should encompass technology infrastructure, as well. 
Trade facilitation is expected to have a favorable impact on trade expansion and hence economic development just as trade liberalization in a traditional sense - a removal of tariffs and quantitative restrictions. Empirical literature supports positive relationship between trade and economic development (see, for example, Sachs and Warner 1995). Trade facilitation will then contribute to economic development as trade facilitation likely triggers an expansion of imports and exports. It is also predictable that a country in advanced stage of development tends to have a better technological and physical infrastructure as well as high quality human capital. Such infrastructure and human capital can imply favorable environment for efficient functioning of ports and customs- thus, a greater capacity in trade facilitation. Figure 1 clearly shows a positive correlation between port efficiency indicator and per capita GNP. It is also evident from Figure 2 that delays for customs clearance are more prominent in lower-income countries. These imply that there may exist reflexive benefit of trade facilitation effort via such a positive growth cycle.
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Despite the potential benefit of trade facilitation, evolution of trade facilitation is not witnessed in every country, or cooperation in terms of trade facilitation has not been fully developed the international arena. Many developing countries are reluctant to make a full commitment to investment and institutional reforms associated with trade facilitation. In the Doha Ministerial Meeting in 2001, it was agreed that negotiations on the four Singapore Issues would take place after the Fifth Session of the Ministerial Conference (Cancún) on the basis of decisions to be taken, by explicit consensus on modalities of negotiations. But a launch of negotiation on trade facilitation did not occur in Cancún while a consensus was achieved to continue to put this initiative forward in the WTO. Limitation in capacity of developing countries to implement trade facilitation measures was also recognized in the “Doha agenda.” Further progress toward international commitment to trade facilitation initiatives will rely on the degree to which agreements or action programs can reflect capacity constraints and development needs of developing countries.


[image: image2.wmf]Figure 2. Average Days Required for Customs Clearance by Sea
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This chapter aims to present major challenges confronting developing countries accompanied by some proposal for moving forward with the trade facilitation agenda in the WTO negotiations. The subsequent section summarizes empirical literature to explore the benefits of trade facilitation to date. The third section reviews ongoing international and regional efforts in the area of trade facilitation with a particular attention to the WTO, United Nations agencies and the World Customs Organizations. The section also review action programs within major regional integration initiatives, that are relevant to trade facilitation. The fourth section reviews developing countries concerns to be addressed before negotiations to move forward. The fifth section outlines proposed approaches to make trade facilitation initiative to drive economic development given limited capacities thereby rationalizing participation of developing countries to the global cooperation on trade facilitation.
Empirical Evidence on Trade Facilitation
Empirical studies of trade facilitation are limited but most of those illustrate the significance of burden associated with transport costs or other trade-related transaction costs, and hence potential trade or welfare gains from elimination of such costs. Some studies focus on a particular element of trade facilitation-such as customs procedures while others model trade facilitation as efforts in multiple dimensions or as a collective effort. 
Transport costs are inevitable in most of trade transactions, and are usually constitute a dominant share of trade-related transaction costs. According to World Bank (2002), transport cost barriers clearly outweighed tariff barriers for 168 out of 216 U.S. trading partners. Furthermore the dominance of transport cost is far more prominent in developing countries.  A study by UNCTAD (2001) focuses on fees charged for maritime and air transport services, and shows that a 1 percent reduction in the fees could increase Asian GDP some US$3.3 billion. 
Modernization of customs techniques also can reduce administrative costs of customs, and thus facilitate trade. A study by the Australian Department of Foreign Affairs and Trade and Chinese Ministry of Foreign Trade and Economic Cooperation (2001) focuses on the benefit of introducing information technologies to customs administration, suggesting that moving to electronic documentation for trade would yield a cost savings of some “1.5 to 15 percent of the landed cost of an imported item.” Hertel, Walmsley and Itakura (2001) also examine the impact on trade of greater standards harmonization for e-business and automating customs procedures between Japan and Singapore. They find that reforms would increase trade flows between these countries as well as their trade flows with the rest of the world. 
Expediting customs clearance procedures reduces the discretionary power of customs officials, thus reducing the scope for corruption. More transparent border procedures and regulations are particularly burdensome for the many small and medium sized firms in developing countries, including those landlocked nations with extremely difficult access to trade routes. The introduction of EDI (electronic data interchange) systems in Chilean customs led to savings of over US$1 million per month, for a system cost of US$5 million (WTO, 2000). 
Another study explicitly associates limited capacity of ports and inefficient customs procedures with time cost. Hummels (2001) estimates that one-day less in delivery times— whether associated with waiting time in ports or delays in customs—on average around the world reduces landed costs of goods by 0.5 percent. Said differently if developing countries were to shave off an average of 1 day in the time spent handling of all of their trade, the savings would amount to some US$240 billion annually. 
Wilson, Mann, and Otsuki (2004) models trade facilitation in four dimensions- port efficiency, customs environment, regulatory environment and service sector infrastructure in order to reflect the diverse scope trade facilitation. Their analysis of 75 global countries demonstrates that a catching up of below-average countries halfway to the global average in each of the four trade facilitation categories would increase world trade by approximately $377 billion dollars—an increase of about 9.7 percent. About $107 billion (2.8 percent) of the total gain comes from the improvement in port efficiency and about $33 billion (0.8 percent) results from the improvement in customs environment (see Figure 1). The gain from the improvement in regulatory environment is $83 billion. The largest gain comes from an improvement in services sector infrastructure and e-business usage ($154 billion or 4.0 percent). 
Some studies model trade facilitation as a reduction of total trade-related transaction costs without specifying the sources. Asia-Pacific region, the Asia-Pacific Economic Cooperation (APEC) (1999) find that a reduction in trade costs from trade facilitation efforts vary from 1 percent of import prices for industrial countries and the newly industrializing countries of Korea, Chinese Taipei and Singapore, to 2 percent for other developing countries. The report estimates that APEC merchandise exports would increase by 3.3 percent from trade facilitation efforts. Francois, van Meijl, and van Tongeren (2003) estimates that a 1.5 percent reduction of trade-related transaction costs would result in a $78 billion increase in global welfare. According to a study by Walkenhorst and Yasui (2003), welfare gains as a result of a 1 percent reduction in trade-related transaction costs are estimated to amount to about US$40 billion worldwide.
The above studies focus on the returns to efforts in trade facilitation. Estimation of the costs associated with the efforts in trade facilitation is crucially missing in the empirical literature. Analysis of such costs would be particularly important in case of capacity building design in trade facilitation as priority should be given to the most cost effective element of trade facilitation. Supply of port or IT infrastructure may be highly effective, but it is likely a costly option compared to reforms of some of trade-related regulations. 
International Agreements and Action programs on Trade Facilitations
The Facilitation Agenda in the WTO
Trade facilitation in the WTO has a more specific and limited focus than trade facilitation for development. It is the subject of several provisions and obligations, such as GATT Articles V, VIII, X. These GATT Articles center on general trade principles that underpin an open trading system and include transparency, predictability, due process, nondiscrimination, and simplification and avoidance of unnecessary restrictions to trade.

In particular, GATT Article V (freedom of transit) provides a basis for creating an environment in which the transit of goods is free from barriers to transport and discrimination between suppliers, firms, and traders from different countries. GATT Article VIII (fees and formalities related to importation and exportation) relates in general to customs clearance procedures and includes general commitment of nondiscrimination and transparency in fees and rules applied to goods crossing borders. GATT Article X (publication and administration of trade regulations) contains general commitments to assist in ensuring timely publication of regulations regarding imports, including fees, customs valuation procedures, and other rules. It also provides general obligations to maintain transparent administrative procedures for review of disputes in customs. 

The Doha Declaration of the WTO in 2001 stated that decisions on the “modalities” for negotiation would be decided “subject to a decision to be taken by explicit consensus on modalities” at the fifth Ministerial which concluded in Cancún in September 2003. Discussions were to be limited to clarifying and improving Articles V, VIII, and X of the GATT 1994, and establishing an agreement to “further expedite the movement, release and clearance of goods, including goods in transit.” To that end, certain countries have proposed amendments to Articles V, VIII and X. 
With respect to Article V (transit), Canada, the EC, and South Korea have suggested simplifying and standardizing customs procedures and document requirements, and clarifying fees and charges for customs services. The EC in particular, has suggested redrafting sections of the Article and extending its scope; expanding national treatment on modes of transport to include new modes of carriage (of oil, gas and other products via pipelines and other means); and amendments to support special and differential treatment of developing countries. It should be noted that Article V is of particular relevance to land-locked countries since it involves transit trade, but there have been no formal disputes concerning this article at the WTO.

For Article VIII (fees), many countries have favored the “single-window” approach (to meet all the requirements in one go) at border points, and minimizing and standardizing data requirements and procedures. Here too proponents have suggested technical assistance and capacity building to complement the reforms. This would reduce duplication, and thus cost to traders in terms of time and money. The EC has pointed out that the Article as it now stands lacks specificity and is not fully operational. Though the EC has recognized the need for minimizing the incidence and complexity of import and export formalities, it has not put forward any recommendations on how this can be achieved. Similarly, it has also acknowledged the need for reducing the number and diversity of fees and charges. Colombia has proposed the possibility of accession to various international agreements (Kyoto Convention and the Istanbul Convention), and supports a multilateral agreement that includes special and differential treatment for developing countries.

With respect to Article X (transparency), the EC, Japan, Korea and Canada recommended updating the current text to reflect the importance of transparency and predictability in world trade. Proposals on how to improve and clarify trade rules have included (1) the creation of inquiry points on legal requirements for imports, (2) more systematic consultation between customs administrations and traders, (3) the establishment of harmonized appeal procedures in disputes over import fees, and (4) creating standardized and streamlined import/export procedures, among others. Brazil and India have challenged the view that Article X needs reforming since current proposals have failed to exhibit any deficiencies. They have supported reform through a process of reworking existing obligations rather than adopting new ones. 
The final draft Ministerial text at Cancún — which was not agreed to by Ministers— suggested starting talks on government procurement and trade facilitation. The modalities for negotiations on the latter were set forth in Annex G to the draft declaration. The text explicitly emphasized the importance of implementation capacity of developing and least-developed countries, and noted the use of special and differential treatment to achieve trade expansion goals of the WTO. Language included in the draft Annex further stated the commitment to enhanced technical assistance by WTO members. In particular, the text called for a collaborative effort by the World Bank, International Monetary Fund, UNCTAD, and the World Customs Organization be undertaken in the (1) identification and assessment of needs in technical assistance and capacity building, (2) building effective and operational support, and (3) coherence. 

The Facilitation Agenda in the World Customs Organization

The mission of the World Customs Organization centers on increasing efficiency and effectiveness of customs administration around the world. Accordingly the primary focus of the WCO among the elements of trade facilitation is customs procedures. A major international convention designed to promote the standardization and simplification of customs procedures worldwide is the International Convention on the Simplification and Harmonization of Customs Procedures (the Kyoto Convention). The Kyoto Convention contains general provisions and special annexes dealing with customs procedures. It was originally established in 1973, and was revised by the WCO Council in 1999. The key principles of the revised Kyoto Convention are well aligned with those of the WTO on trade facilitation, i.e., transparency, predictability, standardization and simplification of goods declaration and supporting documents, among others. The general provisions also encourage the maximum use of information technology in customs procedures to expedite clearance. Effort is underway to incorporate related provisions of the Kyoto Conventions into the WTO’s structure such that they are binding and enforceable.
The Facilitation Agenda in the United Nations Agencies
The United Nations Conference on Trade and Development (UNCTAD) is actively involved in trade facilitation at a global level among United Nations agencies. It particularly encourages participation of developing countries in trade facilitation initiatives. A notable program run by the UNCTAD is Automated System for Customs Data and Management (ASYCUDA), a customs software program involving over 80 countries. ASYCUDA aims at speeding up customs clearance through the introduction of computerization and simplification of procedures and thus minimizing administrative costs to the business community and the economies of countries. The system handles manifests and customs declarations, accounting procedures, transit and suspense procedures. Much of UNCTAD’s trade facilitation activity has involved the transport sector. 

The Center for Facilitation of Procedures and Practices for Administration, Commerce, and Transportation (CEFACT-UNECE) has encouraged the harmonization and automation of customs procedures and information requirements. It issues the internationally recognized recommendations for electronic data interchange and data interchange for administration, commerce and transport.
The Facilitation Agenda in Regional Integration Initiatives

Trade facilitation agenda also is addressed within some regional integration initiatives. Those regional integration initiatives cover selected aspects of trade facilitation, mostly aspects related to customs procedures. Trade facilitation principles are not implemented as enforceable agreements but rather as action programs in regional integration initiatives. Within the Asia-Pacific region, the Asia-Pacific Economic Cooperation (APEC) has committed to regional trade facilitation initiatives since the launch of the Osaka Action Agenda in 1996. Its focus has been on simplification and standardization of customs procedures. To date, the APEC forum has highlighted and quantified trade facilitation objective in the Shanghai Accord in 2001, which has as a goal to reduce trade-related transactions costs by five percent by 2006. The European Union (EU) also has concluded customs cooperation and mutual assistance agreements with several countries with a focus on simplification and computerization of customs operations including customs valuation and sharing of regulatory information (Staples 2002). The Free Trade Area of the Americas’ (FTAA) business facilitation measures also include trade facilitation principles such as electronic compatibility and risk analysis (Staples 2002).
Developing Country Concerns
Developing countries express several concerns that have to be addressed if the negotiations are to move forward. Those concerns account at least partially for lack of implementation capacity of developing countries and for lack of their strong incentive concerning trade facilitation initiatives. 
Negotiating dynamics 

A first set of concerns centers on the difficulty in prioritizing trade facilitation in the whole Doha Agenda. Many countries felt that, prior to adopting the new regulatory obligations inherent in the Singapore issues, an agreement on issues of importance to developing countries had to be reached. Many were reluctant to adopt an affirmative position on launching negotiations on the Singapore issues as their regulatory burden was thought to possibly outweigh the benefit emerging from their commitment.
High cost of implementation
A second concern centers on the cost and administrative difficulty of implementing obligation arising out of negotiations. They might require investing in new technologies for customs managements or for managing ports. Finger and Schuler (2000), based on analysis of World Bank projects, estimated that the 16 areas of the customs valuations agreement would cost $2.5 million each to improve. They find that the costs of implementing the customs valuation agreement together with the TRIPS agreement amounted to the millions of dollars in middle-income developing countries. Additional rules might involve institutional changes that would exceed implementation capacities, and as a result dispute settlement associated with violation of new WTO obligations might increase. Costa Rica, for example, indicated that it would be impossible to implement the customs valuation obligation without large investments in the modernization of customs administrations.

Enforcement of institutional improvement

A third concern centers around the appropriateness of attempting to enforce institutional improvements through rulemaking. In contrast to policies, which can be changed quickly, institutional improvements require sustained effort over a long period, and countries at different stages of development have different needs, priorities, and capacities to implement global rules. One conventional way to mitigate this constraint is to provide for long transition periods for at least the poorest countries through special and differential treatment (SDT). However, as Hoekman (2003), and Mattoo and Subramanian (2004) have argued in the context of broader reforms of the WTO’s SDT regimes, this has not been particularly effective in engaging countries in the reform process; nor will it in this case produce the sustained effort necessary for institutional reform. 

Delivery of technical assistance
A fourth concern is that uncertainty about the actual delivery of promised technical assistance to help countries implement these arrangements. Developing countries feared that technical assistance would be slow to be delivered, and inadequate to address their problems. Finally, according to a few countries, the dispute resolution mechanisms—designed for enforcement of trade policies through trade penalties levied by the aggrieved country— were inherently unsuitable for use in enforcing institutional progress. 

Options to Move Forward on Trade Facilitation Modalities

A multilateral agreement to negotiate on trade facilitation—if properly formulated to take into account these concerns—could encourage countries to upgrade their customs, and increase the efficiency of border measures and transit. Reforms need political support, and commitment by those involved in implementing trade policy. Possible commitments in these areas can be structured to reflect a joint obligation of the international community to the common goal of reducing trade-related transaction costs.

But to arrive at a consensus, such a multilateral effort has to address the concerns of developing countries in the modalities. Modalities could usefully cover five topics.
Bounding the negotiations

WTO trade facilitation disciplines in the modalities could reaffirm the three core issues mentioned in the Doha Ministerial draft text – fees and formalities, transit, and transparency (aligned with Articles V, VIII and X). Specific wording in a modalities agreement at the outset that confines the discussion to these principal topics would at least partially alleviate fears among some developing countries that the agenda would expand to involve unanticipated areas.
Taking into account limited implementation capacity: A Trade Facilitation Program

Addressing concerns among some developing countries that new disciplines would not be tailored to country needs or fit into development priorities requires specific recognition that wide differences exist among developing countries in terms of resources, capacities to undertake institutional improvements, and investments priorities. Modalities could recognize that approaches have to be designed to account for specific circumstances, needs, and capacities of individual countries. Developing countries have to formulate a trade facilitation program suited to their own development strategies and priorities.  

To be effective, such a trade facilitation program ought to (a) identify country development and trade facilitation priorities as part of its national development strategy; (b) situate enactment of WTO disciplines in these priorities in a way that makes development sense; (c) provide for a reasonable schedule of implementation for the whole program; and, where relevant for low-income countries, (d) present a schedule of projected financial support for the program as a whole, including but not limited to the WTO provisions. Leveraging information technology can markedly improve efficiency at relative low cost.

National trade facilitation programs do not necessarily have to entail huge costs (Hoekman, 2003). Several basic reforms that are cost-effective can be implemented prior to adopting an advanced trade facilitation program. Publishing rules and regulations in an easily available, transparent manner, and adopting existing international standards and rules etc. are some examples (Swedish National Board of Trade, 2003). Discussions in the WTO Council for Trade in Goods have also suggested making the three GATT Articles more operational through a set of implementation tools such as: issuance of administrative implementation guidelines to increase predictability of rules; public dissemination of service charters and code of ethics; use of aligned documents, adopting standardized data elements to encourage standardization and harmonization of border-related requirements etc.
Commitments for technical assistance and capacity building for trade facilitation

Potential support for implementation of a broad program of trade facilitation already exists in the World Customs Organization, UNCTAD, the World Bank, and regional development banks. For example, best practice principles are embodied in the revised Kyoto Convention, and the WCO instruments would provide solid guidance and the administrative basis for their effective implementation. Developed countries can support developing countries’ participation in international fora by sharing best practice information through regional seminars and case studies on trade facilitation (Department For International Development, 2003). The World Bank announced in Cancún a major new initiative in support of trade facilitation. Other international agencies and bilateral donors are also increasing resources devoted to these activities, so there appears to be an abundance of technical assistance resources available for countries wishing to implement a trade facilitation program. Technical assistance could productively be coordinated with broader initiatives that support modernization of customs, and could precede actual negotiation and implementation of new rules for trade facilitation. 

A subset of the trade facilitation program is the more limited implementation agenda of any agreements associated with Doha-related changes to Articles V, VIII, and X. The WTO technical assistance fund could provide resources to fund this component. While binding capacity building that would make it obligatory for developed countries to deliver on their promises might be difficult because of the complex process involved in institutional change, developed countries can set up funds that would aid in this process. This will help alleviate developing countries’ concerns stemming from new trade facilitation rules, distorted development priorities and onerous implementation costs. 

Dispute Settlement Options

Improving institutions is a continual process and, as Rodrik (2002) has emphasized for trade policy generally, there is no single recipe for design and organization of good institutions. Without a reliable template for institutional design, trying to compel countries reforms to adopt particular organizations or forms under threat of trade sanctions is unlikely to succeed – and may even be counterproductive. One alternative is to ask countries to develop a trade facilitation program that would subsume an action program for institutional requirements, and report on progress as part of the Trade Policy Review Mechanism (TPRM) conducted under the auspices of the WTO. Donors and international financial institutions could support the action program with resources where appropriate, and they could monitor and assess compliance.

A variant of this proposal is to phase in compulsory dispute settlement – if it is deemed necessary – as countries reach certain levels of development. Below a certain level of per capita income, say $500, countries would be exempt from any obligation; a middle tier of low-income countries – perhaps $500 – 1,500 – would be required to develop an action plan and reporting. Mandatory compliance and the WTO dispute settlement procedures would not apply until countries surpassed a certain level of per-capita income, $1,500 in this illustration. Establishing such clear demarcations of eligibility would trespass on conventionally liberal interpretations of SDT privileges and risks provoking entanglement with other issues.

Multilateral vs. Plurilateral Approach

Plurilateral approach to the WTO agreements implies that countries would be given the choice to agree to new rules on a voluntary basis, and all countries would have a say in the negotiating process. This contrasts with the multilateral approach (common agreements among all the members) that has been followed in the WTO. The plurilateral approach was previously proposed by the EU on trade facilitation. Most developing countries, however, expressed opposition to the idea of negotiating plurilateral agreements on the Singapore issues as such an exception would trigger undesirable adoption of the plurilateral approach for other issues for future negotiation. 

Conclusions
Programs to remove non-tariff administrative barriers and accelerate the flow of goods and services across borders – trade facilitation measures – are evidently beneficial to most countries. Streamlined procedures in customs fees and formalities, more transparent legal rights and obligations for traders, and harmonized regulatory requirements are certainly core reform goals in most countries. Collective actions in trade facilitation are unlikely to occur worldwide, however. Trade facilitation goals are often set in a broad scope and those goals are often ambitious. Resources in developing countries and development fund devoted to the trade facilitation initiatives are far insufficient for those goals. Developing country concerns discussed in this chapter explain their inability or reluctance to make a further step toward commitments to trade facilitation initiatives. Feasible and effective actions would consider (1) limiting the scope of trade facilitation for multilateral negotiations to the core disciplines, (2) designing capacity building, technical assistance and domestic regulatory reforms to help implementation of core disciplines as well as areas that are complementary, (3) prioritizing trade facilitation programs consistent with national development goals and cost effectiveness criteria, and (4) ensuring mutual compatibility between goals set by various international fora. Uniform application of multilateral agreements is desirable in order to achieve the ultimate goal – removal of trade facilitation barriers worldwide. A stepwise expansion of the scope of agreements from the core ones could open up doors to that goal. Instead of applying complicated special and differential treatments, capacity building programs can be designed to accelerate catch up of developing countries. Also, action programs along with various international and regional integration initiatives should be combined particularly when incentive mechanisms work well to ensure participation of developing countries.   
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� Other WTO agreements that have an effect on trade facilitation agenda include the Agreement on Import Licensing Procedures, and the agreements on Technical Barriers to Trade and on Sanitary and Pytosanitary (SPS) Measures. 
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Figure 2. Average Days Required for Customs Clearance by Sea
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