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INTRODUCTION 

The World Bank’s work on trade is an important part of its mission in support of development and poverty alleviation. Trade has been an key engine for economic development over past several decades.  Liberalization of international trade markets has had a strong positive effect on economic growth, including in the developing countries.
  Efforts to integrate developing countries into the trading system and multilateral framework established in the World Trade Organization, as liberalization continues, should include a renewed focus on trade facilitation.  

As part of the work toward this goal, the World Bank supports trade policy reform and implementation of Uruguay Round commitments by developing countries in several areas directly related to (1) accelerating transparency and modernization of customs, (2) regulatory reform and standards, and (3) expansion of transport access and infrastructure modernization among others..  The Bank's work program on trade specifically focuses on these areas from a development context as a primary objective.  For example, the institution's project lending supports government institutional reform and infrastructure and facility modernization related to health, safety, or environmental goals.  In addition, efforts are underway to more closely tie capacity building and development objectives with advantages of deeper integration into the world trading system.
  

This paper provides an overview of the World Bank’s lending program related to trade facilitation.  It is not a comprehensive review of all trade-related lending by the Bank in this area, but rather provides examples of how the Bank supports liberalization through projects which support facilitation measures.  Part I sets forth the basic principles of trade facilitation that have been promulgated by the World Trade Organization.  Part II provides an overview of the Bank’s lending in trade facilitation over the past decade.  Part III reviews lessons in trade facilitation that have been highlighted from earlier lending projects.  Part IV describes in detail seven trade facilitation projects that the Bank has started since 1998, all of them currently active in 2001.  Part V briefly summarizes the challenges that the Bank and other organizations will have to address in the coming years.

BACKGROUND: BASIC PRINCIPLES AND BUILDING BLOCKS

There is no single definition of trade facilitation.  The term generally refers to the simplification of procedural and administrative impediments to trade, such as customs administration, licensing procedures, standards and technical regulations, and barriers to the mobility of businesspeople.  Several fundamental principles have emerged which serve as the basis for trade facilitation:

· transparency, 

· due process,

· non-discrimination, 

· least-trade restrictiveness.

These principles are derived from the text of the Uruguay Round Agreements, in particular: Articles VIII and X of the General Agreement on Tariffs and Trade, the Technical Barriers to Trade (TBT) Agreement, and the Agreement on Sanitary and Phytosanitary Measures (SPS).
    These principles are fundamental building blocks for reform – and should form the basis of long-term liberalization efforts.  This will require sustained efforts involving work to implement current trade obligations as a key priority.

Article VIII addresses fees and formalities connected with trade.  It sets out a WTO member’s basic obligation to minimize the number and diversity of border measures that can have the effect of restricting or distorting trade.  Such measures can include: fees (other than normal customs duties and taxes), quantitative restrictions, licensing, documentation requirements, and quarantine measures.  Article X requires that members publish all of their laws and regulations that pertain to importation and exportation.  

Two additional parts of the Uruguay Round Agreements are central to trade facilitation and must be considered within the broader context of future liberalization measures.  The Technical Barriers to Trade (TBT) Agreement requires that member states not promulgate technical regulations that create unnecessary obstacles to trade.  This means that any technical regulation adopted by a member state shall not restrict trade any more than is necessary to fulfill a legitimate objective, such as protecting national security or the public health.  Article 4.1 of the TBT Agreement mandates that member states work toward adopting internationally accepted standards.   The Agreement on Sanitary and Phytosanitary Standards (SPS) requires that sanitary and phytosanitary measures promulgated by member states be necessary to protect plant and animal life, based on scientific principles, justified by sufficient scientific evidence, and not be applied in a manner which would constitute disguised trade restrictions. 

THE WORLD BANK’S TRADE FACILITATION WORK PROGRAM: SELECTED EXAMPLES

Overview.  In the six years since the implementation of the WTO agreements, the World Bank has continued to be active in trade-related lending.  Through the mid-1990s, trade-related lending focused largely on border liberalization measures, such as quantitative restrictions, duties, subsidies, export financing, and customs.  More recently, however, bank policy lending has been targeted at “second generation” trade facilitation measures, such as privatization, public enterprise restructuring, and regulatory reform.
  These issues are becoming more important as tariffs fall and supply chains integrate production and trade around the world.

In fiscal year 1999, 64 out of the Bank’s 212 lending projects had trade-related components, and twelve of those were entirely trade-related.  The projects centered on a wide range of specific sectors, including public sector management, agriculture, industry, finance, and urban development.
  In adjustment lending, trade facilitation lending primarily covers reforms in customs, regulatory frameworks, and standards.  During fiscal year 1999, the bank extended 15 adjustment loans with components addressing customs reform, 17 with components covering standards, and 14 with components dealing with legal and regulatory reform.
  Project lending focused on export promotion, legal reform, strengthening of trade-related public institutions, and support for new product development and marketing.
  

In Fiscal Year 2000, there were approximately  232 lending operations for a total of $15.3 billion dollars ($10.9b IBRD and $4.4b IDA).  Project lending in IBRD loans amounted to 59 percent of the total and adjustment loans to 41 percent.  Estimates indicate that 13 projects totaling $650 million were focused on overall trade promotion and facilitation goals.   In addition, the Bank supported projects targeted at privatization and reform of public utilities, financial institutions and other public entities in which privatization creates conditions in which trade expands.

During FY 2000 and as of March 2001 in FY 2001, there were 18 projects primarily concerned with trade facilitation, and 16 other projects that had at least one trade-facilitation component.
  

Understanding the Dynamics of Trade Facilitation and Development in the Asia Pacific.  To further the development dimensions of trade facilitation and examine problems and prospects of trade facilitation in Asia Pacific Economic Cooperation (APEC), the Bank, together with the Government of Canada and the Asia Pacific Foundation of Canada, organized a workshop in Singapore in September 2000, focusing on “new directions and the development challenge” for APEC’s trade facilitation agenda. 

Two of the four areas that the workshop focused on were customs procedures, and standards and technical regulations.
  Themes that emerged from the workshop included: (1) the need to build on complementarities and synergies in trade facilitation across different sectors, which argues for a horizontal approach to facilitation issues within APEC, (2) the importance of involving the private sector in APEC’s trade facilitation efforts; and the developmental impact of trade facilitation and, (3) the fundamental role of technical assistance in helping less-developed economies implement facilitation measures.
  The Bank is currently considering projects to expand upon the work undertaken in the APEC region. 

Global Facilitation Partnership for Transportation and Trade.  In June 2001, the Bank will host a conference sponsored by the Global Facilitation Partnership for Transportation and Trade (GFP).  This initiative is a Bank-sponsored consortium of public and private sector organizations whose collective mission is to reduce or eliminate impediments to cross-border transportation, thereby facilitating trade and alleviating poverty.  The principle objectives of the GFP include: the establishment of a comprehensive Facilitation Audit Framework, combining qualitative assessment with a simplified set of data on efficiency of trade and transport transactions; the definition of systematic approaches to measurement, based on a set of facilitation indicators on transportation and cross-border processes, to be systematically collected; the monitoring and publishing on a regular basis of data on these facilitation indicators; and any commonly agreed initiative aiming at promoting trade and transport facilitation programs through education, training, and targeted technical assistance activities.
  

Among the projects initiated by the GFP is a trade and transport facilitation project that is being implemented in Albania, Bosnia, Bulgaria, Croatia, Macedonia, and Romania simultaneously.  This project, if successful, will substantially integrate the transportation infrastructures of these six Southeast European nations.

TABLE 1: Selected Trade Facilitation Project Lending by the World Bank
 

Country – Project Name

Trade-Related Components
Dates

Amount**

Transit

Poland – Port Modernization

Upgrading physical and managerial infrastructure of port facilities
2001-

$38

Mozambique – Rail and port restructuring

Increasing port-rail system efficiency to accommodate freight
2000-

$100

Honduras – Rural and main roads

Repair and improvement of trade corridors damaged by hurricane
2001-

$66

Nicaragua – Road rehabilitation

Infrastructure improvement along international trunk road corridors
2001-

$75

Customs

Six Southeastern European countries – Transport facilitation

Strengthen and modernize customs administration
1999-

$78.4

Tunisia – Export development

Streamline and modernize customs procedures
1998-

$35

Standards

Turkey – Agricultural research

Laboratories and residue control modernization
1992-1999



Poland – Agroindustries exporting

Food processing facilities modernization
1990-1995



Madagascar – Rural development

Livestock vaccination
1980-1988



Guatemala – National competitiveness

Certification and product quality evaluation programs
2001-

$20***

Hungary – Municipal water

Reduction of Danube River pollution to comply with EU standards
2000-

$88.9

Regulatory Reform

Guatemala – National competitiveness

Regulatory reform in the area of competition policy
2001-

$20***

Algeria – Privatization assistance

Strengthening regulatory capacity to facilitate trade
2000-

$5

India – Telecommunications

Strengthening regulatory framework to enhance private investment
2000-



Malawi – Utility privatization

Strengthening regulatory framework in telecommunications &  electricity sectors
2000-

$28.9

* Not available 
** In US$ millions 
***Represents total project loan, not individual component.

LESSONS LEARNED FROM PAST BANK PROJECTS

Every lending project undertaken by the bank presents unique circumstances, and this is certainly true in the area of trade facilitation.  While it is difficult to draw universal lessons from these projects, there are certain experiences that will determine the success or failure of a loan in a particular context.  Some of these lessons were learned in earlier trade facilitation projects undertaken by the Bank.

Highly Successful Projects. In one example, a loan to Sri Lanka from for telecommunications reform was rated as highly satisfactory.  The loan was approved in 1991 and the project closed in 1998.  A key lesson learned in this project was that labor unions should be involved at the early stages of reform, and their concerns should be considered in order to reduce resistance to reform. Another lesson drawn from this project was that the successful private operation of value-added and other marginal telecommunications services creates new job opportunities.  This may reduce staff fears of privatization as well as provide comfort to potential investors who observe a track record of commercial operations and the workings of a sound legal and regulatory framework. Third, full corporatization with private management and suitable regulation provides the autonomy needed to quickly expand service and to become more consumer-oriented and competitive.
  A transit facilitation project for Macedonia from 1995 to 1999 was likewise rated as highly satisfactory. The Customs Administration in Macedonia was recognized throughout the region for its customs reform process.
 

Satisfactory Projects.  A lending project in Morocco that took place between 1991 and 1998 for port revitalization was rated as satisfactory. One of the lessons drawn from the implementation of this project was that trade facilitation is too complex to be handled in a sub-sector project, unless a process is defined at appraisal, responsibilities are clearly apportioned, the objective is actively endorsed by key players, and private sector constituencies already favor the reforms. 
 A similar port modernization loan to Pakistan during that same time frame was also rated as satisfactory. The key lesson drawn from this project was that trade facilitation requires high-level support.
  

Partially Successful Projects.  A loan to Bolivia from 1990 to 1998 for private enterprise development was rated as partially satisfactory with specific components rated as follows.  Among the relevant project components, the regulation component was rated as partially satisfactory while the privatization component was rated as highly satisfactory. Institution building is a long and complex process.  Delays should not be viewed as conclusive evidence of implementation failure per se where a project is achieving substantive institutional change.  Limited interventions in institution-building projects are acceptable only if they form one part of a larger program.

Lessons Drawn from These Projects.  While neither comprehensive nor conclusive, the foregoing examples do suggest some of the factors that contribute to a successful trade facilitation-lending project. Among those critical lessons are: 

· involve the stakeholders at early stages, 

· establish independent regulatory institutions, and 

· privatize industrial sectors in order to allow competitive enterprises to develop. 

With these factors in consideration, the next section examines several of the Bank’s active lending projects in the area of trade facilitation.

ACTIVE LENDING PROJECTS IN TRADE FACILITATION

PROJECT 1: EXPORT DEVELOPMENT IN TUNISIA

Objective.  The lending project was designed to address, in part, Tunisia’s inadequate trade facilitation mechanisms.  At the time this project was devised, Tunisia was facing significant competitive challenges as a result of accession to the World Trade Organization and the Free Trade Association with the European Union.  Although its offshore sector had been doing well, traditional exports had been facing severe competition.  This was due, in large measure, to significant weaknesses throughout Tunisia’s export infrastructure.  Foremost among these problems was the clearance of goods from the docks. The average time taken to clear goods after they have been unloaded from the vessel was 8 days, and in some cases, 18 days.  Not only were these delays costly in financial terms, but they made it impossible for exporters to quickly respond to sudden orders.  

Responsiveness was also impaired by high order execution cycle times, inefficient supply chains, cumbersome procedures, limited domestic infrastructure, and lack of stocks on hand in importing countries. Even in long-term buyer-seller relationships, Tunisian exporters were disadvantaged because they could not meet the short delivery times specified by buyers for each order.  An enterprise that imported raw materials and processed them into finished export products had to go through 34 trade-related steps. 

Relevant Components.  The trade facilitation component of the project provided support for investments and technical assistance to reduce transaction costs involved in trading activity, with special emphasis on customs procedures and electronic exchange of trade-related documents.  For this purpose, a coordinating body (Technical Committee for Trade Facilitation), consisting of representatives of key agencies involved in trade facilitation, was established to implement the component.

The procedures for external trade in Tunisia required the processing of documents by the Ministry of Commerce, various banks, the port authority, and customs, as well as the usual professional organizations such as customs brokers, shipping agents, and freight forwarders. Delays in clearance of goods were significant for imports.  The key factors that slowed the process include time taken to submit and correct shipping manifests, manual processing of customs declarations, lack of training of customs staff, lack of proper equipment and facilities within customs for goods verification and analysis.

Trade document processing in Tunisia prior to the implementation of the project was essentially a manual operation.  Document exchanges had to be carried out via paper copies of customs documents.  Those documents had to be delivered and in some cases, picked up again after several days for further processing.  International experience has shown that information technology can significantly assist in reducing both costs and time delays for trade document processing. The lessons and experience gained from implementation of such technologies are reflected in the project design. The implementation of the action plan for this component would lead to simplified trade documentation processing.

One single connection to a central server after implementation of the project will enable each participant to exchange forms and messages with other participants. Shipping manifests and customs declarations will be sent over the network, reducing processing agents’ time. Enhancements to the customs computer system will support international message/document standards for automation of manifest acquittal and processing of customs declarations. Training is a fundamental part of the reform process, and the customs training center would deliver courses to Customs agents and  professionals within the trade community, on modem trade facilitation techniques supported under the project.

Trade simplification mechanisms proposed under the project would make trade-related transactions more efficient and reliable than they are now. Improving the information exchange between cargo handling and clearance activities (for example, electronic pre-clearance of imports and exports; pre-scheduling of transport, containers, ports, and shipping facilities) would help to simplify and streamline cargo clearance process, and reduce the time needed to move goods through ports and handling facilities. In addition, by simplifying and streamlining customs and inspection procedures, the project would substantially reduce total cycle time for container movement.  

Lessons.  Among the lessons learned from previous projects and incorporated into the current project’s design, the most important is that regulatory and structural issues curtail private sector participation and competition in many segments of urban transport, thereby stifling entrepreneurship and private investment in cargo handling facilities. Related problems include the prevalence of inefficient transport sector monopolies, restrictive labor practices in ports, inefficient sector management, and inadequate financial sector development.  The project's basic rationale is derived from cross-country experience showing that simultaneous actions that facilitate market access to small and mid-sized exporters and simplify the procedures involved in trade transactions are among the keys to success in export development.

PROJECT 2: ROAD IMPROVEMENTS IN ESTONIA

Objective.  The primary objective of this project is to improve the competitiveness of Estonia's trade supporting infrastructure and services.  Foreign trade represents a major part of Estonia's gross domestic product.  Exports of goods and services reached 83 percent of GDP in 1997, while imports were 97 percent.  Transport, transit, and trade play a significant role in the Estonian economy, accounting for 29 percent of GDP in 1997, compared to 19 percent for manufacturing. In 1998, transit traffic represented 70 percent of port and rail throughput and about 50 percent of turnover of logistic and transport companies. Estonian trade has been characterized since 1990 by increased trade with the European Union (EU).

Estonia has progressed in privatization of transport services. The port of Tallinn is a landlord port, with leasing agreements for the private operators. The concessioning of a new container terminal is under evaluation. The railway operators are in the process of being privatized and the trucking industry is already private.  The recent reorientation of trade towards processing of EU inputs for re-export enables Estonia to reach a new category of clients, more demanding quality-wise but also more rewarding in terms of value added. The quality and reliability of the logistic services supporting trade have become parameters by which Estonian companies will be increasingly evaluated. 

Administrative barriers arising from customs or standards requirements remain substantial. These barriers penalize Estonian companies in their effort to compete effectively and reduce the ability of Estonia to attract increased foreign direct investment. Despite improvements in customs administration, companies report that undue delays occur and that the non-acceptance of electronically transmitted documents as official documents generate a significant excess costs to trade. The understaffing of customs facilities, insufficient quality of communications systems with banks, and continuation of paper-based documentation remain important problems. The customs administration is proceeding with its plan to introduce ASYCUDA (a computerized customs information system introduced by UNCTAD and installed in about 70 countries).

Relevant Components.  The components of this project include trade facilitation measures to increase Estonia’s transit traffic and transportation to expand the level of value-added import-re-export activities by improvements in laws and regulations, public-private cooperation, access to capital, education and research on trade supporting activities, and easy access to global markets, including an Internet web site. The Bank-financed part of this component will include the hardware and software required to implement a pilot electronic data system for providing one-stop border clearances in Estonia.  Achievements will be measured by the increase in transit traffic and the implementation of specific administrative actions related to trade facilitation.  Performance indicators that the bank will focus on include whether Estonia's non-bulk transit traffic increases by 10 percent per year from 2000 to 2005, and the installation of a pilot electronic data interchange system by 2003.

Lessons.  The Bank has broad experience in transport projects around the world.  From this experience it is important to ensure that existing systems are well maintained before investing in expanded systems, a factor incorporated into the work in Estonia in road operations. The experience with the Highway Maintenance Project indicates that Estonia is capable of implementing these projects and can manage the procurement and other requirements without major difficulty. The Estonian National Road Administration has become familiar with, and accepts, the use of economic analysis for making investment decisions for the road network, and the use of contracting for both maintenance and new construction. 

PROJECT 3: CUSTOMS IMPROVEMENT IN ALBANIA

Objective.  This project forms part of a regional program for trade and transport facilitation in Southeast Europe that aims to strengthen and modernize the customs administrations and other border control agencies in Albania, Bosnia and Herzegovina, Bulgaria, Croatia, Macedonia, and Romania. The project’s objectives are to reduce regulatory barriers and reduce smuggling and corruption at border crossings.  The project is targeted at customs reform, strengthening interaction and cooperation between private and public parties at regional, national and local levels, disseminating information, and providing training to the private sector.  It also includes financing of infrastructure and equipment at selected border crossings, and implementing, at pilot sites, an integrated set of new customs procedures, information technology, human resource management techniques, supporting infrastructure, and cooperation mechanisms for agencies at border crossings. The reduction in duty evasion and corruption would allow for an increase of government revenues and enable a moderate reduction in effective tariff rates while not forfeiting revenues. 

The Customs Directorate began to institute procedures to improve revenue collection and modernize into a self-sustaining service.  In 1997, the Directorate implemented a pre-arrival intelligence system and a modernization and development program that included a valuation and reference file and the adoption of a new EU-compatible Customs Code in 1999.  Despite this modernization, the actual implementation of customs procedures needs further attention to facilitate trade and transport activities. 

Stakeholders have indicated they have concerns about several issues, including changes in the legal system and regulations without advance notice, insufficient clarity and transparency of customs regulations, application of legislation at border points, coordination among border agencies, and interaction with the Government.  At the same time, the Customs Directorate expressed concern regarding the need to revise the definition of responsibilities between Customs and Border Police and the lack of sufficient training in legislation and procedures by both trade operators and customs officers.  Other problems remain, including inadequate infrastructure and equipment at border crossings, extremely deficient telecommunications services, and the prevalence of installations rendered unusable due to bombings in recent conflicts.  

The project will address the dual problems of modernizing Albania’s customs law and upgrading its customs infrastructure.  It builds on previous efforts and takes full account of ongoing EU support to avoid duplication. The project will combine resources from the Albanian Government, the Bank, and the United States.  The project will seek improvements in border agency procedures, border infrastructure and equipment, and improvements in the business environment for transport and trade. In addition, the project will finance rehabilitation of critical roads sections on main corridors leading to Albanian borders.

Relevant Components.  The project consists of the following components: a customs services procedures reform initiative that includes monitoring and review of customs procedures, and enhancing interagency awareness and training; and a trade facilitation development initiative that includes provision of technical assistance and advisory services to trade and international transport participants through the Ministry of Economic Cooperation and Trade, improvement of communication between border control agencies and the trading community by using a virtual forum, and provision of equipment necessary to support information availability.

Implementation of the project continues to be satisfactory, particularly with respect to the implementation of the financial sector reforms. Many of the lessons learned from an earlier project were incorporated into the current project and have been further strengthened in the proposed operation. These lessons include the need for strong borrower commitment and good coordination. Earlier projects also demonstrated the need for continuity of staff, from both the Government and the Bank, which leads to closer cooperation. 

PROJECT 4: RAILWAY IMPROVEMENTS IN MONGOLIA

Objective.  This is a multi-component infrastructure development project involving improvement of roads and railways in the land-locked country of Mongolia.   The project was undertaken in order to assist Mongolia in developing the infrastructure necessary to support private sector growth, create markets, and create a climate conducive to foreign investment.

One objective of this project is to expand trade by developing and implementing a financial accounting system for Mongolia’s railways.  The Mongolian Railway system has been in transition from a production to a service oriented transport operator.  Although physical infrastructure has been upgraded and a management information system has been put into place, obstacles to full-scale implementation remain because of the railway management’s inability to grasp the extent of the structural changes required by these systems, and because there were no timely and reliable systems in place to determine which services comprising the rail operation, if any, were profitable.  

Relevant Components.  To address these obstacles, the Bank will provide technical assistance to Mongolian Railways for the development and implementation of an off-the-shelf, but comprehensive financial accounting system which, when deployed with the management information system components already in place, will give the railway the ability to determine costs and revenues of individual services.  In turn, this will enable the railway to design more efficient operating methods, make better use of its human and financial resources, and better allocate its traction and rolling stock to services in a more efficient manner than is now possible.  In particular, the new financial accounting system will allow Mongolian Railways to transport more freight, particularly high revenue earning transit and export traffic, and thereby facilitate improved trade and economic growth.  The design for the system should be completed by April 2002, and will be tested and implemented by April 2004.  

PROJECT 6: ACCOUNTING REFORM IN CHINA

Objective.  The overarching objective of the project is to assist the modernization of accounting in China. Bank assistance to China's accounting modernization program began with an earlier Bank project, the Financial Sector Technical Assistance (FSTA) loan (August 1992), which had a component for accounting reform. The present project builds upon and extends the work initiated in the FSTA project, in terms of the development of new accounting standards.  It adds a major component that focuses on the establishment of a training institute for China's Certified Public Accountants and other financial professionals for continuing professional education.

Key performance indicators for the present project for the Development and Dissemination of Accounting Standards component include: the preparation, finalization and publication of new accounting standards; the holding of dissemination seminars to foster the application of the new standards; the creation of a website to disseminate and publicize the standards and monitor their application; and study tours and training of members of the new Accounting Standards Committee. Performance indicators for the Strengthening of Certified Public Accountants and Other Finance Professionals component include: the establishment of the proposed National Accounting Institute; the development of training curricula for teaching courses at the Institute; the number of accounting and finance professionals attending courses at the National Accounting Institute in the initial years of its operation. 

Accounting reform bridges a number of sectors, financial institutions, and enterprises in all sectors of the economy. The lack of transparency in accounts, against an ill-defined accounting framework, has been a pervasive problem in financial institutions.  Attention within the government to financial sector reform has accelerated, as a result of the regional financial crisis and the fear of contagion. While restrictions on capital flows have insulated Chinese financial institutions from external shocks, the crisis has served to alert authorities to the condition of these institutions, and the need for their strengthening. It is estimated that there is a high proportion of non-performing and possibly non-recoverable loans. 

Key to the improved performance of China's banks is the use of a more transparent system of accounts in China's enterprise sector, which will permit financial institutions to be better aware of the borrower's debt servicing capacity. With the abolition of the credit plan, the banks will finally have to assume the responsibility of making sound lending decisions. Accounting reforms are also vital for improving the governance of China's enterprise sector. 

Relevant Components.  The project consists of two related components. The first component would support the continuing professional education of China's Certified Public Accountants (CPAs), and other finance managers and professionals, to familiarize them, on a large scale, with new accounting, auditing and business administration principles and practices that are generally accepted in market economies. The approach to be adopted is to establish a large residential continuing education facility in Beijing, the National Accounting Institute (NAI), which would offer a wide selection of short courses on specific accounting and business topics and issues for continued professional education. Such courses would include, for example, accounting practices, auditing techniques, taxation, professional ethics, computerized management systems, and various functional management topics. The facility envisaged could accommodate 1,500 persons at a time.  Based on courses of around a week on average, the throughput of the institution would be around 350,000 student-days per year.

The second component would consist of continuing support of the government's ongoing efforts to develop and promulgate accounting standards predicated upon internationally accepted accounting standards.  The principal vehicle through which this is to be effected is the China Accounting Standards Committee (CASC). The establishment of this body was approved by the State Council in February 1998, and it was formally set up in September 1998. On October 6, 1998, the Ministry of Finance (MOF) issued a Notice of

Establishment to all concerned institutions (No: MOF-K-(1998)34). The Committee is a permanent body, charged with a series of tasks that will include the researching, drafting review and evaluation of accounting standards; coordination of accounting activities with international accounting bodies; and formal responsibility for the proposed World Bank Accounting project component.  By making accounts more transparent, reliable, consistent and comparable, the accounting reform envisaged in the government's program will benefit the enterprises themselves, their bankers, the government and regulatory agencies, individual and institutional investors; and prospective foreign investors.

Outcome indicators for the Development and Dissemination of Accounting Standards are: 

· Strengthened accounting standards in line with international standards; 

· Improved knowledge of new standards among finance professionals in China, and accelerated use of new standards; 

· More easily available information on accounting standards and their application; 

· Greater capacity to prepare accounts in accordance with the new standards and in conformity with international practice.

Impact indicators for the Development and Dissemination of Accounting Standards are: Knowledge of new standards by senior professionals throughout the country; Modernized accounting standards more closely aligned to international standards; Strengthened and more transparent financial statements, in both financial institutions and enterprises; and Strengthened financial performance of enterprises and banks and reduced risk.

Lessons.  There is only one relevant bank-financed project in the country, which took place six years ago.  Two projects with similar components have been financed by the Bank in other countries, and offer useful lessons.  In all three projects, the accounting components are small parts of larger projects and as such the 1P/D0 ratings do not necessarily reflect the performance of the accounting components.  From these projects, the key lesson that emerges is that the drafting of standards is not enough; therefore, the project should include in its scope the finalization and dissemination of new standards. Most of the 25 draft new accounting standards have yet to be officially issued. Widespread general acceptance of the new standards also requires the provision of public information and guidelines on application, as well as the appropriate follow-up training of practicing accountants and auditors. 

The current project incorporates these lessons by giving a role to dissemination and rollout; both through programs of seminars and public knowledge in the first component, and through the CICPA/ NAI component.  A second key lesson is the value of practical international experience in the development of accounting standards. The present project takes this into account by providing overseas training for the China Accounting Standards Committee, upon its establishment, and interchanges with associated international bodies, in addition to consultancy advice. The project team has also furnished the borrower with copies of the constitutions of Accounting Standards bodies in other countries. For the CICPA component, the Bank has provided the benefits of international consultation to the borrower, for the design of the training center and its curricula, and is also making provisions for specialized international consultant inputs on classroom design.

PROJECT 7: STANDARDS IN SUB-SAHARAN AFRICA, SUPPORTED     BY A TRUST FUND OF THE U.S. GOVERNMENT

Background.  This capacity building and research project represents a collaborative effort between the Bank, the African Economic Research Consortium, and various private sector organizations in region to address the impact of product and process standards and technical regulations on trade in Sub-Saharan Africa.  It is being supported through a Trust Fund established by the United States government and U.S. Agency for International Development.  The Bank will work with five countries in the region:  Nigeria, South Africa, Uganda, Kenya, and Mozambique.  The project grew out of a recognition that, as tariff and quota barriers to trade in agricultural, food, and manufactured products continue to decline, standards and regulations will figure prominently in debates about trade facilitation.   The work will be extended, subject to resources, to other countries in the Africa region over the next several years.

Standards and technical regulations are applied to mitigate against health and environmental risks, to prevent deceptive practices, and to reduce transaction costs in business by providing common reference points for quality, safety, authenticity, best practice, and sustainability.  In practice, however, standards and technical regulations may be used strategically to enhance the competitive position of countries or individual firms. Depending upon the particular industry or market circumstances, standards and technical regulations can either raise or lower economic efficiency; promote or block competition; facilitate or constrain international trade; and enable or exclude the participation of the poor in remunerative economic activities.  These issues are of particular importance to developing countries as they seek to strengthen industrial performance, increase agricultural productivity and competitiveness, and increase their net benefits from international trade.

Several trends can be discerned which have significant implications for developing countries. First, there has been a proliferation of standards and technical regulations for agricultural and light manufactured products as awareness grows regarding food and environmental safety risks and as international competition intensifies. Second, an increasing proportion of such standards are being determined outside of the local economy, whether at the regional/trading bloc level or at the international level. Third, there has been an accelerated development of private standards with supply chain integrators, who set increasingly stringent product or process standards in order to differentiate their products and services and manage product liability risks. 

Although not well understood, these developments will have a substantial impact on developing countries, affecting their continued access to international markets, their challenges and opportunities to diversify product lines and compete in new markets, and how their citizens are affected—as consumers, wage employees, farmers, and business entrepreneurs. At the same time, developing countries face serious challenges in complying with international (or external market determined) standards and regulations. This involves not only their compliance with particular obligations under World Trade Organization (WTO) Agreements, but also the ability of local firms and farmers to meet the product and process standards, which are set abroad by national and regional public agencies and/or private firms.  These compliance challenges are especially serious when confronted by small-scale enterprises and small farmers.

Objectives.  This project was developed in order to help Sub-Saharan Africa meet these challenges.  The Bank and its partners will undertake extensive policy-oriented research on the implications of standards and technical regulations on the trade prospects in Sub-Saharan Africa. 

The specific objectives of the work include: building awareness on the range, importance, and impact of international standards and technical regulations on Sub-Saharan Africa’s trade in agricultural and manufactured goods; analyzing African regulatory and certification systems in light of the SPS, TBT and other relevant international agreements; highlighting good practice models for implementing reforms and capacity-building; developing infrastructure upgrading plans for the five countries involved in the study, in order to expand their access to and use of international standards; and developing a database on standards and technical regulations that can be readily accessed.  In addition to country studies, multi-country industry case studies will be undertaken in industries with high export potential, such as textiles, leather, wood, meat and fish, horticulture, beverages, and spices.  The project could serve as an informative model for future policy discussions on trade facilitation.  It will also include the design for a new “Standards Access Africa” network to deliver information on standards and regulations relevant to African countries which leverages the Bank’s Global Distance Learning Network.


LESSONS LEARNED
Trade facilitation is essential to further development and alleviate poverty.  While there has been significant progress in lowering trade barriers at the border, such as tariffs, quotas, and other such measures, the implementation of the WTO accords has revealed problems in meeting basic requirements.   This is especially true in the case of the SPS and TBT agreements.  However, these problems can be addressed by applying the lessons drawn from the Bank’s work in trade facilitation, as demonstrated in the foregoing projects and in countless others.  Those lessons can be summarized as follows: 

· Excessive regulation curtails private sector participation and competition, thereby stifling entrepreneurship and private investment.
· Wherever possible, countries should make use of information technology to streamline and simplify customs and other regulatory procedures. 
· Those responsible for implementing trade facilitation projects should be flexible and ready to adjust activities in order to respond to changing priorities.

· Care should be taken to avoid overly optimistic goals and to develop realistic timetables for implementing trade facilitation measures. 
· Detailed indicators, such as increasing outputs, government revenues, cost savings, consumer satisfaction, productivity gains, job creation, and more efficient public institutions, should be used to monitor performance. 
· Improving the enabling environment through infrastructure modernization and regulatory reform increases the ability of a country to improve efficiency, and to attract and retain appropriate private investments.  
· In the area of capacity building, emphasis on beneficiary's participation, intensive supervision, organization and coordination in the field are critical for timely and effective implementation of trade facilitation and reform measures.   
· Ownership and political commitment are key to ensuring strong local leadership, availability of counterpart funds, and clear delineation of ministerial responsibilities.
· When developing new standards, training and other follow-up measures beyond the drafting should be taken to ensure that those who must apply those standards comprehend and accept them. 

CHALLENGES FOR THE FUTURE: CONCLUDING OBSERVATIONS

As can be seen from the foregoing discussion, the evolution of trade facilitation presents significant challenges in the coming years.  As the above analyses of various lending projects suggest, substantial obstacles remain with respect to the implementation of the commitments to trade reform that have already been made in the WTO.  

1. Funding to support modernization and reform.  Foremost among these obstacles are the lack of modern facilities and training necessary to support customs and other government functions which facilitate trade. Development funding to address these needs is required.  This does not only imply development lending or grants to the least developed countries.  There is also a role for private sector assistance in meeting public sector functions.  Priorities given available resources are clearly needed.  
2. Ensuring non-tariff barriers in technical regulations are addressed.  Second, as the global economy integrates, and as more developing countries become part of the global trading system, the potential for trade barriers to arise in such non-traditional areas as regulations and standards governing products and processes becomes greater.  Consequently, reform measures in areas beyond the traditional definitions of trade facilitation, which tend to focus strictly on border policies, must be undertaken.  A coordinated approach across the WTO to next steps in liberalization is critical.
In particular, standards and technical barriers to trade are increasingly important to developing countries for several reasons. The production and export of manufactured goods by developing countries had more than doubled in 25 years, reaching 73 percent by 1995. Thus, developing countries do not predominantly rely on agricultural products or primary commodities for export any longer.  At the same time, tariff rates and other traditional trade barriers have fallen.  Third, as previously noted, global supply chains are integrating rapidly.  These trends and others serve to highlight the importance of identifying and modifying trade-restrictive standards and regulations, and for ensuring that, in the future, standards and technical regulations promulgated for legitimate purposes do not themselves become trade barriers.
  

The costs of modernization and infrastructure upgrading to meet WTO commitments, including programs to facilitate access to information on international standards, exceeds the total development budget in many less developed WTO member countries.
  As multilateral trade rules have expanded from border measures into areas of domestic regulation, requirements on international standards and how best to facilitate access to international standards are two questions that require innovative responses.
 

3. Estimating the Economic Benefit of Reform.  Customs and related revenue from regulations imposed at the border through licensing and other requirements continue to generate significant funds for developing country governments.  In the least developed countries, this may total 30% of total government revenue.
  The average share of import duties in the OECD countries is .5% and in low income countries approximately 25.9%.
  Outlining the economic benefits of trade facilitation reform to highlight the systemic spillover impact of reform is critical to efforts to advance the liberalization agenda.  The synergies of reform across these measures is a largely unexplored area in the economic literature based on empirical data and analysis.

4. Donor Coordination and Country Ownership of Reform.  Donor coordination in this area of technical assistance is clearly as important as in any other area of development and reform.  There must be on-going coordination between programs such as the Integrated Framework, Poverty Reduction Strategy Papers (PRSP), and other initiatives of multilateral agencies.  Mechanisms to ensure funding from bilateral donors is also clearly needed.  In addition, national government ownership and commitment to reform, along with an institutional framework to ensure long-term progress is needed.

� This paper is a draft to be revised.  The conclusions and opinions are those of the author and do not necessarily represent views of the World Bank.  Questions may be addressed to John S. Wilson, Lead Economist, Development Economics Research (DECRG), the World Bank, 1818 H Street, N.W., Washington, D.C. Phone: (202) 473-2065, Fax: (202) 522-1159, email jswilson@worldbank.org.  The assistance of Marc Plotkin in preparation of this paper is gratefully acknowledged. 
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