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A. | NTRODUCTI ON

1. Custons plays a key role in international trade. Every internationa
trade transaction involves at |east two Custonms interventions, one at export
and one at inport. It is clear, therefore, that the manner in which Custons

conducts its business has a substantial inpact on the novenent of goods across

2. Custons, as an agency of government, has as its primary function the
execution of government policy. Accordingly, although the responsibilities of
Custons are basically the sane in every country, it would be wong to assune
that there is wuniformty or consistency in the enphasis which is placed on
t he di scharge of these responsibilities. Different Governnents expect
different things fromtheir Custons authorities. For sone Governments,
especially those in devel oping countries, Custons are the principal revenue
collectors. For others, Custons formthe front line in the fight against
drugs or are key inplenentors of trade policy. The enphasis placed by
Governments on the various tasks which Custons performis a critica
determining factor with regard to the approach which Custons adopts to its
responsi bilities.
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3. The environnent in which Custons operates is changing rapidly.
Successive GATT rounds of tariff cuts have reduced the inportance of Customns
duties as contributors to national budgets. New challenges, however, have
been presented to Custonms. Many of these chall enges cone from externa
sources over which Custonms administrations have little or no control. The
vol une of goods being traded has increased dramatically. More rapid nmeans of
transport have energed which address the speed of delivery required by nany

i ndustries. The scope of Custons activities has been broadened into areas as
diverse as intellectual property rights, toxic wastes and endangered species.
The demands by government econonic planners for faster and nore accurate
statistics and projections have put many Custons authorities into the data
processi ng busi ness. These factors, coupled with calls for greater
facilitation fromtraders and demands for greater conmunity protection from
ordinary citizens, have ensured that the typical Custons administration of
today is faced with a very conplex task. This task is not made any easier by
the fact that, as a general rule, nost adm nistrations have been inpacted by
the worldwide trend for "smaller governnment” which has linmted the manpower
resources avail able to Custons.

4, The interventionist nature of Custons functions inevitably places Custons
services at odds with commrercial operators, whose primary goal is rapid
delivery of their nerchandise. Perhaps the greatest chall enge facing Custons
today is to reconcile the apparently contradi ctory objectives of enforcing
government regul ations while at the sane tine posing the m ninum obstacle to
legitimate trade. This is, in a very real sense, the dilemm which faces each
and every Customs authority worldwi de. The response of Custons has, in many
cases, been very innovative and forward-|ooking. Geater use of information
technol ogy has hel ped. More enphasis on professional training for Customns
staff has also contributed. The inplenentation of risk nanagenent techni ques
has focused attention on nore productive targets for intervention

B. RECOMVENDATI ONS

1. Strategic planning

5. In spite of the very significant advances being nade in many countri es,
there still remains considerable scope for further inprovenent. Nbdernization
of Custonms to fulfil its new and demanding role nmust start, however, with an

enl i ghtened managenment approach

6. Today's Custons nmanagement needs to have a cl ear appreciation of Custons'
role in its broadest sense. There nmust be an understandi ng of who Custons'
clients are and how best they can be served. Consultation rather than
autocracy should be the preferred approach. There are many exanpl es of
successful consultation structures involving Custons, other governnenta
agencies and the trading comunity such as national trade consultative bodies.
VWere such structures do not exist, measures should be taken to devel op them
Customs shoul d actively participate in the setting-up and functioning of such
consul tative machinery.
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7. Most | arge organi zati ons today devel op a Business Plan which incorporates
a Mssion Statement, a clear set of Corporate Cbjectives and a Strategic Pl an
for achieving them Custonms should be no different fromany other |arge

organi zation in this respect.

8. Recommendation 1

Cust oms managenent should, in consultation with other interested parties (both
governmental and non-governnental), clearly define its Corporate Objectives
and devel op and publish an overall Strategic Plan which sets out the manner in
which it intends to achieve these objectives.

2. Custonms formalities

9. Onerous Custonms formalities are a frequent cause for conplaint by the
trading community. In many parts of the world, these formalities have
gradual |y evol ved and expanded over the decades, and all too often, no serious
attenpt has been made at sinplification or rationalization. Very often, these
formalities do not contribute anything to the effective inplenentation of
Custons controls. This situation has been recognized for sone tinme in the
Cust ons Cooperation Council (CCC) where an International Convention on the
Sinplification and Harnoni zation of Custons Procedures was adopted in 1974.
Thi s Convention (known as the Kyoto Convention) has 55 signatories. Wth an
overal | menmbership of 135, the CCC clearly has anple scope for expanding the

i mpl enmentation of the Kyoto Convention. There are currently plans to update
the Convention to take account of recent devel opnents such as the use of
sinplified Custons procedures and the nore w despread use of information
technology (I1T).

10. In reform ng existing Custons practices to further facilitate the
movement of goods, Custons shoul d adopt nodern busi ness process re-engineering
(transformation) techniques to identify inefficient and/or redundant
activities for streanmining or elimnation

11. Recommendati on 2

Customs authorities should urgently examne their existing practices and
institute a progranmme of reformfor those procedures that are identified as
i nefficient or redundant. Reference should be made to existing internationa
conventions on Custons process sinplification and harnoni zation (the Kyoto
Convention of the CCC). This should be undertaken with national trade and
transport interests to ensure full coordination of carrier, port and Custons
controls.

3. I nformati on Technol ogy (IT)

12. Per haps the biggest contribution to facilitative Custons procedures
can be made through the proper application of information technology (I1T).
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I ndeed, not only can IT permt Custons fornmalities to be conpleted nuch nore
quickly, it can also act as a catalyst for the reformof existing inefficient
procedures, since an essential part of the task of autonmation involves a fresh
| ook at current working nethods. The inportance of IT to Customs has | ong
been recogni zed by the CCC, which has been pronpting its use anpngst its
menbers.

13. Many Customs aut horities now use conmputers to some extent in their work,
al t hough not all have automated facilities for the rel ease of cargo. This
situation is inproving quite rapidly, however, with many Custons authorities
havi ng devel oped their own application systenms or inplenenting a generic
Custons system such as UNCTAD s ASYCUDA system

14. Wth the use of automation in Custonms now firmy under way, attention has
begun to be focused on anot her aspect of IT which is having a major inpact in
all areas of international trade. The nerging of conputer technology wth
comuni cations technol ogy provides an opportunity to speed up the

i nternational trade transaction and to elimnate sone of the paperwork that
acconpani es the novenent of goods. Electronic data interchange (EDI) usage is
spreading quite rapidly, and Custons authorities have been quick to grasp its

i nportance. A growi ng number of administrations now offer traders the option
of submitting their Custons docunmentation in electronic format rather than on
paper.

15. As wi th many aspects of IT, the use of internationally accepted technica
standards in EDI are critical to its future success and nore w despread use.
The CCC has reconmended to its nenbers that they should use the UN EDI FACT
standard for EDI nessagi ng.

16. Recomendati on 3

Custons authorities should make maxi mum use of information technol ogy

to assist themin the efficient performance of their duties. Conputer
applications for the Custons processing of conmercial transactions should be
devel oped. Conputer interfaces (using UN ED FACT data interchange standards)
which allow for the el ectronic subm ssion of manifests, goods decl arations,
etc. should be devel oped and nmade avail able to traders.

4, Segregation of clearance processes.

17. A feature of the Custons clearance process in many countries is the
practice of conpleting all Custons fornmalities while the goods are still under
Custons control. It is argued that Custons control over the goods is a neans
of guaranteeing paynment of any duties or taxes for which the inporter nmay be
liable. It is also argued that while Custonms still retains control over the
goods, any difficulties or questions that may arise with respect to the

consi gnnment can be easily verified by inspection of the nerchandi se.
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18. Mechani sms currently exist for securing paynment of any duty liabilities
wi t hout detention of the goods. It is therefore possible to envisage a

process whereby the goods could be rel eased on presentation of a very
simplified declaration, while the full detailed declaration could be
submitted at a later date. The sinplified declaration would contain
sufficient information to enable Custons to identify the goods and to

make an i nfornmed decision with regard to the physical inspection of the
merchandi se. In practice, this would nean the need for no nore than six or
seven critical itenms of data about the consignnent.

19. The inmpl ementation of a process such as this would greatly speed up
the rel ease of consignments and would be a mgjor facilitation measure.
Appropriate safeguards to protect revenue and other Custons interests, as wel
as those of other agencies, would need to be built into the procedures.

20. Recommendati on 4

Customs authorities should exam ne closely the possibility of separating the
process of goods release fromthe processes of revenue collection, accounting
and statistical reporting.

5. Ri sk managenent

21. Al'l Custonms authorities carry out intensive physical exam nation of

i mport, export and transit consignnents. The difference between individua
authorities is in the proportion of consignnents that are subjected to
such scrutiny. It may be as low as 4 or 5 per cent or it may be as high
as 100 per cent.

22. It is generally recognized today that carrying out a physical exam nation
of all consignments not only causes mmj or congestion at points of entry and

del ays to cargo clearance, it is also an inefficient and unproductive use

of scarce manpower resources. In general, a high proportion of physica

exam nations is sinply not a practical proposition. Many adm nistrations have
resorted to risk management techniques in order to speed up the flow of goods
while at the sane tinme naintaining an effective deterrent against fraud.

23. Selectivity is the key to identifying high-risk cargo, the exanination of
which is nore likely to yield positive results. It is a technique that can be
used in a manual Custons processing environment, but it is particularly suited
to an automated environnment where the conputer can be used to assess the risk
of a particular consignment and advi se the Custons officer on the nost
appropriate course of action.

24, Recommendation 5
To ensure the effective use of scarce manpower resources, Custons should use

ri sk assessnent, profiling and selectivity techniques to identify high-risk
consi gnnents for physical examnation. The proportion of consignnments to be
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physi cal |y exam ned by Custons should be kept to a m nimum consistent with
acconpl i shment of control objectives.

6. Pre-arrival processing

25. A major step forward in trade facilitation could be achieved if Custons
formalities could be largely acconplished before the arrival of the goods at

the point of inport or export. In many cases the information required to
conplete such formalities is available to traders, shipping agents and Custons
clearing agents prior to arrival. |If Custons afforded a facility to traders

whi ch enabl ed the submi ssion of pre-arrival declaration data, then cargo not
requiring closer scrutiny could be noved very rapidly out of Custons contro
upon arrival

26. Recomrendati on 6

Pre-arrival processing of transactions is a nmeasure that can deliver
significant trade facilitation benefits, and, w th appropriate safeguards,
does not conpromi se in any way the control objectives of Custons. Authorities
shoul d take steps to make such facilities available to their clients. The

el ectroni c subm ssion of pre-arrival cargo data further facilitates this
process.

7. Coordi nation of official interventions

27. Interventions by governnmental agencies other than Custons are a conmon
feature of the rel ease/cl earance process for certain products. Apart from
physical intervention, it is also quite conmmonpl ace for additional supporting
docunents (e.g. licences, authorizations, etc.) issued by other governnent
agencies to be required by Custonms before a cargo may be released. Cearly
the multiplicity of interventions at the point of inmport/export and the extra
docunentary requi rements pose an additional burden on traders. The GATT
Agreenent contains provisions in relation to such technical barriers to trade
ai med at reducing their negative inpact.

28. In some countries, Custons (in cooperation with other agencies) are
attenpting to facilitate trade by ensuring that they need only have contact

wi th one agency, i.e. Custons, for certain procedures. Were such

coordi nati on and cooperation is possible, the benefit for trade will be
significant. At the very |least, where the del egation of all inport/export

cl earance responsibilities to Custons is not feasible, all governnent agencies
shoul d make every attenpt to coordinate their interventions in such a way as
to cause mninmum di sruption to trade.

29. Recommendation 7
Cl earance of cargo frequently requires the intervention of several governnent

agencies in addition to Custons. Governnments should rationalize this process
by investing responsibility for all cargo clearance activities in one single
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authority, i.e. Custonms or through coordinated interventions by the agencies
concer ned.

8. Cust ons val uation

30. Per haps the nost significant cause for delay and conplaint with respect
to the inport clearance process, and also the greatest risk of fraud and
corruption, lies in the nethod of determ ning Custons val ue used in nany
countries which do not apply the GATT Val uati on Agreement. A nunber of
countries, especially in the devel opi ng world, have been very reluctant to
apply the GATT Val uati on Agreenent because of the perceived risk to their
Custons revenue.

31. The Deci sion on Custonms Val uati on agreed under the Uruguay Round makes
the GATT Val uation Agreement nore acceptable to such countries, as it provides
certain safeguards concerning proof of the accuracy of the decl ared val ue of

i nported goods. If a Custons administration has a reasonabl e doubt in respect
of a declared value and this doubt is maintained in spite of the provision of
any additional information, Custons has the right to establish the value for
duty purposes, taking into account the provisions of the Agreenent.

32. In addition to the new Decision on Valuation, it is also envisaged that
the Committee on Custons Valuation in GATT will take up a nunber of issues
bearing on the difficulties faced by devel opi ng countries in acceding to the
Agr eenent .

33. Recomendati on 8

Custons val uati on procedures can cause significant delays in the clearance of
i mport consignnments. CGovernnents should use the Custons val uati on nethod
prescribed in the GATT Agreenent which is administratively |ess conplex than
ot her methods currently in use in some countries.

34. Recomendati on 9

Excessively high Custons tariffs encourage evasion through underval uation and
make enforcement nore difficult. Were possible, Governnments shoul d endeavour
to broaden their tax base so that Custons tariffs nmay be noderated.

9. Cooperation with traders

35. If traders expect greater facilitation of inmport and export procedures by
Custons, then they thenselves nmust be willing to contribute to the building of
an environment of trust and cooperation which will enable that facilitation to
becorme reality. Law breakers make life nore difficult for the |aw abiding
trader. Controls have been devised and inpl enented which have an inpact on

all comercial operators, including those that are operating legitimtely.
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36. There is a perception, that is all too widespread in the trading
conmunity, that Custonms is a barrier that nust be circunvented by whatever
means possible (legal or illegal). Custons controls have therefore been

devi sed on the basic hypothesis that all people are dishonest. The
application of this assunption has inevitably led to the inposition of
controls that are interventionist and inconpatible with general facilitation

37. To overcome this apparent inpasse, it is clear that there nust be
movement by all concerned towards an at nosphere of greater cooperation and
trust. Custons, for operational reasons and as a facilitation neasure, have
had to nove away from wi despread physical inspection of cargo. Even with the
use of risk managenent techni ques, this change in operational philosophy
exposes Customs | egislation to abuse. What is needed is a reciprocal novement
on the part of the legitimate trading community towards enhanced cooperation

with Custonms which could help Customs uncover illegal practices by crimnals
involved in international trade. It serves nobody's purpose, |east of all

that of the legitinmate trader, to permt the continuation of illegal practices
inrelation to trade. It is therefore incunbent upon such traders to

cooperate fully with their national Custonms authority in uncovering crine in
relation to Custonms matters.

38. One nethod of giving tangible expression to this is to conclude Menoranda
of Understandi ng (MOU) between the Custons Authority and various trade
operators. Through the nedium of such MOUs, Custonms and traders can join
forces to fight against illegal operators. By participating in such
programes, Custons can gain val uable enforcenment intelligence, traders can
gain access to greater sinplification and facilitation of Custons formalities,
and both sides can nore fully appreciate each other's probl ens.

39. Recomrendati on 10

Governments shoul d take steps to foster a cooperative rather than a
confrontati onal approach to Custons operations. The MOU programe of the
CCC shoul d be used as a vehicle for greater cooperation between Custons
authorities and comrerci al operators.

10. Custons integrity

40. Al t hough not perceived as a serious problemin every country, the issue
of lack of integrity within Custonms services is a very worrying devel opnent.
Until quite recently this was a taboo subject, even in international neetings
of senior Customs officials. 1n 1993, however, the CCC adopted a Declaration
on the topic which is known as the Arusha Declaration. This Declaration
acknow edges that corruption within Custons is a growi ng problemand that it
is a very destructive factor within any society. Corruption dimnishes the
ability of Custons to acconplish its mssion properly. The Declaration goes
on to recomrend the establishment of a national Customs integrity programme
whi ch nust take into account a set of 12 measures (including inducenents and
sanctions) which are also listed in the Declaration. |If inplenmented, this
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programe would go a |l ong way towards restoring a high standard of ethica
behavi our to Custonms authorities which are afflicted with this mal ai se.

41. Corruption in the conduct of international trade is not confined to
Custonms authorities. Effective nmeasures need also to be taken agai nst
unscrupul ous traders who offer illegal inducenents to Custonms officials in

return for special treatnment.

42. Integrity problens within Custons are frequently cited as one of the
princi pal reasons underlying governnment decisions to engage the services of
pre-shi pment inspection (PSI) agencies to carry out Custons functions. These
private companies, it is argued, renove nmuch of the discretionary power from
Customs officials and thus elimnate the opportunities for irregular paynents.

43. Wil e such inspection conpanies my have a role to play in the short
term it is the view of the CCC that only by investing in and reforn ng

the national Custons service will it be possible to provide an economc

| ong-term solution to the problem Long-termuse of PSI is expensive, is of
guestionabl e efficiency and results in the erosion of governnental structures,
whi ch conprom ses national sovereignty.

44, Recommendation 11

Governnments should take steps to ensure the highest level of integrity and
prof essi onal standards within their Custons service. The neasures identified
by the CCC in the Arusha Declaration on Integrity in Custons should be

i npl emented. Effective sanctions are also required to di scourage | ow
standards of integrity in the trading conmmunity.

45, Recommendati on 12

VWhile recourse to the services of pre-shipnent inspection agencies to carry
out Custons-related activities mght be a necessity in certain circunstances,
this should be regarded as an interimneasure, and Governnents shoul d avoid

| ong-term use of such services. Were appropriate, Governnents should
institute Custons reform programes ai ned at enhancing the efficiency and
effectiveness of their Custons services, thereby avoiding the need to use the
servi ces of PSI agencies.

11. Performance of Custons cl earing agents/brokers, etc.

46. The process of inporting or exporting goods is a conplex operation

i nvol ving many players. VWhile Custons has an inportant role to play, it is
by no means the only participant which introduces delays into the process.
Much of Custons work in relation to the clearance of goods involves the
processing of information. This information is usually received froma
nunber of sources. These include shipping agents, freight forwarders and,
nmost importantly, Customs clearing agents/brokers acting on behal f of

i mporters or exporters. Clearly if the information received fromthese
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operators is incomplete or is not of a high quality, then processing del ays
will occur, giving rise to the rejection of Custons Decl arati ons and del ays

in Customs clearance. The CCC has devel oped a nethodol ogy for carrying out
studies on the delays involved in the Custonms cl earance process with a viewto
identifying the causes of these delays in specific |locations. Traders should
cooperate with Custons in carrying out such studies and in instituting reformns
to overcone these del ays.

47. Recommendati on 13

Not all delays in the rel ease of goods are caused by Custons. Inefficiency
and | ack of professionalismon the part of sonme shipping agents, freight
forwarders and Custons clearing agents/brokers are also contributing factors.
To overcome this problem Governments should set mninmum standards for these
prof essi ons and cl osely regul ate performance.

48. Recomendati on 14

To ensure maxi mum transparency of Custons operations, Custons authorities
shoul d provide the trading comunity with information on Custons fornalities
and requirements. Such information should be kept up to date and shoul d be
easily accessi bl e.

12. I ntergovernnent al data exchange
49. One of the nmeasures that could have a significant inpact on facilitation
of inmports while enhancing enforcement performance is greater information
exchange between Custons authorities on comercial consignnments. |[If the

i mporting Custons authority had access to the data submtted to the Customns
authority in the country of export and could accept such data as a basis for
the inport declaration, this would substantially enhance controls and, if
recei ved in advance of the cargo, also facilitate rapid clearance.

50. The practical application of such an arrangenent is fraught with
difficulty froma political viewpoint. It is likely that Governnents woul d
only agree to the exchange of such data on a bilateral basis. It is also

likely that the data would not be available for all products being traded.
Techni cal |y speaki ng, however, there are few obstacles to this process, and
the legitimte trader would have nothing to fear fromits inplenentation

51. Anot her nmechani sm for maki ng export data available to the inporting
country is through the use of multi-functional document sets which can be
used as an export declaration and subsequently formthe basis of the inport
decl arati on.

52. Recomrendati on 15
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To enhance Custons controls and to facilitate inport clearance, Governments
shoul d, on a bilateral (or nultilateral) basis, consider the routine

el ectronic transm ssion of export data fromthe country of export to the
Custons authority of the inporting country.

13. Resour ces

53. Custons authorities have a key role to play in both devel oped and

devel opi ng econom es. To performproperly the many tasks that are required of
today's Custons administrations, it is clear that adequate human and materi al
resources must be placed at their disposal. Governnents nust recogni ze that
it is counterproductive to deny Custons the resources it requires to function
properly. Mney wi sely invested in Custonms will pay handsone divi dends, not
only to the Government in terns of increased revenues and i nproved controls,
but also to the trading community in ternms of facilitated trade.

54, Recomrendati on 16

To ensure that it perforns its designated role efficiently, effectively and
to a high standard of professional ethics, Custons needs to be properly
resourced. A Customs service starved of resources will certainly be an
obstacle to trade. Governments should ensure that Custons are adequately
resourced to carry out their functions.

14. The Customs Cooperati on Counci

55. The Custons Cooperation Council was founded in 1952. Today it has

over 130 nmenmber Custons admi nistrations throughout the devel oped and

devel oping world. Its task is to pronote the sinplification and harnoni zation
of Custons formalities in its nmenber adm nistrations and al so to encourage
cooperation in the field of enforcement. The CCC has devel oped numnerous

i nternational conventions, reconmendations and other instrunents ained at

achi eving these objectives. Practical inplenmentation of these instrunents

varies a great deal. Some, such as the Harnoni zed System are w dely used.
O hers have a | esser |level of acceptance. The CCC has devel oped the basic
ground rules for nore efficient Custonms. |t has access, through its nenbers,

to a |l arge body of expertise in Custons matters. This asset should be used
to the maxi mum extent possible in the inplenmentation of nmany of the
recommendations identified in this paper. Resources will of course be
required to enable this to happen. However, given the enphasis now being
pl aced on greater liberalization of trade and the necessity for the
simplification of the associated fornmalities, there is an urgent need for
Customs reformin many countries. The CCC stands ready to contribute fully
to this effort.

56. Recommendati on 17

The Custons Cooperation Council, as the international organization for Custons
matters, has a key role to play with regard to the inplenentation of many of



TD/ B/ WG. 2/ 11/ Add. 1
page 12

the above reconmmendations by its nenber adm nistrations. Governnents shoul d
ensure, through their representatives on the Council's ruling body, that the
CCC is adequately resourced to carry out the urgent technical assistance tasks
which it is called upon to do.



