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Customs Administration Modernization:

The Role of IMF Technical Assistance
Following a brief background section that describes the role of the IMF, this paper outlines the importance of technical assistance in IMF activities. It then focuses on customs administration technical assistance, including an outline of the IMF’s advice that supports both more effective revenue collections and improved service to the trade community.

A. Background
The IMF was created to: (1) promote international monetary cooperation; (2) facilitate the expansion and balanced growth of international trade; (3) promote exchange rate stability; (4) assist in the establishment of a multilateral system of payments; (5) make its resources temporarily available to its members experiencing balance of payments difficulties; and (6) shorten the duration and lessen the degree of disequilibrium in the international balance of payments of members. In order to carry out its mandate, the IMF has three primary areas of activity:
Surveillance is the process by which the IMF appraises its members’ exchange rate policies within the framework of a comprehensive analysis of the general economic situation and the policy strategy of each member. Surveillance is carried out through annual bilateral consultations with individual countries, multilateral consultations in the context of the preparation of the World Economic Outlook, and enhanced surveillance for certain members.

Financial assistance includes credits and loans extended by the IMF to member countries with balance of payments problems to support policies of adjustment and reform. As of January 2001, the IMF had financial arrangements with 57 countries for an approved amount of approximately US$44 billion.

Technical assistance consists of expertise and aid provided to member countries in several broad areas: design and implementation of fiscal and monetary policy; institution building (such as the development of central banks and treasuries); the handling and accounting of transactions with the IMF; collection and refinement of statistical data; training of officials at the IMF Institute and, together with other organizations, through the Joint Vienna Institute, IMF-Singapore Regional Training Institute, and the Joint African Institute.

B. Evolution of Technical Assistance Activities
The expansion of the IMF’s membership and the adoption of market-oriented reforms by a large number of countries worldwide fueled a rapid growth of IMF technical assistance activity during 1990–94. Since then, the activity has leveled off to an annual expenditure of approximately 300 years of staff and expert time, plus some US$10 million for scholarships and training. Technical assistance represents some 15 percent of the IMF’s total administrative expenditures. 

An emerging consensus on the elements required for sustainable growth—macroeconomic stability, market reform, a liberalized exchange regime, and accountable government—has facilitated the development of a more productive relationship between macroeconomic policy and technical assistance objectives. Member countries and the IMF have become increasingly convinced that the timely provision of technical assistance is a key ingredient in supporting a government’s efforts to sustain policy and introduce institutional reforms.

Setting priorities

Demand for the IMF’s technical assistance exceeds its capacity. This requires prioritization and allocation of technical assistance resources among member countries and regions. As part of this process, the IMF’s area (regional) departments play an important role in helping to identify and prioritize countries’ technical assistance needs, often in consultation with other donors. For example, one of the priorities is to provide technical assistance to countries eligible for the IMF and World Bank Heavily Indebted Poor Countries (HIPC) initiative. 

The IMF’s Executive Board has paid increasing attention to technical assistance matters in recent years. In addition to commenting on the importance of technical assistance in individual country cases, the Board has provided guidance on evaluation of technical assistance, financing arrangements, and areas of priority. 

Types of technical assistance

Technical assistance is provided through a number of  IMF departments.

Monetary and Exchange Affairs Department focuses its assistance on central banking and exchange systems issues and on designing and improving monetary policy instruments.

Fiscal Affairs Department is chiefly responsible for providing advice on tax and customs administration, public expenditure management and budgeting, tax policy, pension reform and social safety net design, and public expenditure reviews.

Statistics Department helps members comply with internationally accepted standards of statistical reporting.

Legal Department provides assistance to members in drafting legislation and educating senior government lawyers, mainly in laws of central banking, commercial banking, foreign exchange, and fiscal affairs.

Treasurer’s Department provides technical assistance on the IMF’s financial organization and operations, the establishment and maintenance of IMF accounts, and accounting for IMF transactions and positions by members.

As mentioned previously, there is also a large training program that addresses all areas of interest to the IMF, that is provided in Washington, at regional institutes, and, from time to time, in member countries by the IMF Institute.

Delivering technical assistance

Advisory missions provide an important component of the IMF’s technical assistance activities. They offer advice on monetary, fiscal, and statistical problems that often lie at the heart of the macroeconomic imbalances that countries wish to address. In addition, the IMF places experts in the field for periods ranging from six months to two years to assist in the implementation of policy reform recommendations.

Traditionally, IMF technical assistance has had a single, well-focused objective and a relatively short time span. However, in recent years, technical assistance projects have grown both larger and more complex. Time horizons have lengthened, and multiple sources of financing have been needed to underwrite costs. Large projects now may involve more than one IMF department and more than one donor.

External cooperation and coordination

Beginning in 1989, the IMF took formal steps to coordinate its technical assistance policies and cooperate with other multilateral and bilateral agencies to minimize conflicting advice and redundant activities. It also began to explore ways of complementing its own resources through various financing arrangements with other technical assistance providers. The cooperation has led to a more integrated approach to the planning and implementation of technical assistance. There are now comprehensive multiyear programs of technical assistance that are being implemented with the United Nations Development Program (UNDP), the World Bank, and the European Union. The Japanese government has continued to make annual contributions to the IMF technical assistance and scholarship programs.

C. Fiscal Affairs Department

The Fiscal Affairs Department (FAD) provides policy and technical advice on public finance issues to member countries both indirectly through contributions to the work of area departments and directly through technical assistance. FAD staff also review the fiscal content of IMF policy advice and of adjustment programs supported by IMF resources. FAD staff, consultants, and experts on contract provide direct technical assistance to member countries on public finance.

Tax coordination and revenue administration divisions 

The primary functions and responsibilities of the Tax Coordination and Revenue Administration Divisions are to:

(1) support area departments in the design and implementation of the tax and customs administration component of IMF programs;

(2) provide technical assistance through staff missions and long- and short-term advisors, to design and implement reform strategies aimed at improving the organization of tax and customs administrations, modernizing procedures for assessment, collection of taxes and duties, and developing effective audit and enforcement programs;

(3) conduct policy analyses to develop guidelines for improving tax and customs administration based on experience gained in member countries;

(4) provide training to senior officials by organizing and conducting seminars and workshops and by lecturing at courses organized by the IMF Institute and others.

Customs administration technical assistance

Most customs administrations are responsible for revenue collection, trade policy administration, and protection of society from illegal imports. The three objectives are all important, however, in the majority of countries receiving technical assistance from FAD, revenue mobilization is a critical task. Therefore, FAD’s advice related to customs administration reform focuses primarily on the legislative and procedural changes required to secure revenue in the most effective and efficient way possible. 

While OECD countries rely less and less on revenue from import duties, for low and middle income countries, customs duties continue to produce significant revenue both as a percentage of GDP and of total tax revenue. This, combined with the significant amounts of revenue from other taxes on imports, notably the value-added tax, makes it clear that the role of customs administrations in collecting revenue has not diminished. It is our view that the changes recommended to support more effective revenue collection, also support the other objectives of trade policy administration and protection.
Table 1 sets out the IMF’s customs administration missions and expert assignment activities by region for the years 1998 to 2000. For this period, the activities have totaled 73 missions and 218 months of expert assignments. 

D. Customs Administration Priorities for Reform

From FAD’s perspective, there are three major elements that must be included in a strategy designed to develop a modern customs administration: (1) the existence of appropriate and transparent legislation; (2) simple, up-to-date procedures; and (3) a revenue control strategy based on an assessment of risk and selective controls targeted at high-risk goods and enterprises. The revenue control strategy has, as its center piece, effective post-release control.

Table 1. International Monetary Fund

Fiscal Affairs Department: Customs Administration Technical Assistance
	IMF Region
	1998
	1999
	2000

	
	 Missions1/
	 Expert Mths.2/
	Missions1/
	Expert Mths.2/
	Missions1/
	Expert Mths.2/

	Africa
	5
	54
	8
	17
	10
	34

	Asia Pacific
	2
	14
	5
	8
	4
	11

	Eastern and Central Europe
	4
	27
	3
	--
	2
	1

	Baltics, Russia, and other3/
	1
	--
	--
	--
	5
	6

	Middle East
	2
	12
	7
	12
	3
	10

	Western Hemisphere
	2
	--
	4
	12
	6
	--

	Total
	16
	107
	27
	49
	30
	62


1/ Missions have, on average three members and are typically two weeks in duration. In some cases, joint customs and tax administration missions are undertaken. 

2/ Expert assignments may be long-term (more than six months), short-term (less than six months), or peripatetic (more than one short-term assignment).

3/ Commonwealth of Independent States, other than Russia.

At the outset and as the basic starting point for the reform of the customs administration, each country should make a conscious decision to align its legislation and procedures with international standards and practices. We encourage countries to follow the advice of both the World Trade Organization (WTO) and the World Customs Organization (WCO). By using agreed upon international standards, the customs system will be aligned to international practices and a country will be more fully integrated into the world trading community.

Appropriate and transparent legislation
A country’s economic characteristics and international trade relations may make some degree of complexity unavoidable. For example, preferential trade arrangements or implementation of a customs union introduces a degree of complexity in customs administration through the need to apply differential tariff rates and to validate the origin of imports. However, most complications for customs administration result from restrictive and protective foreign trade policies, an irrational tariff structure, and lack of coordination between domestic indirect taxes and the import tariff. 

Many tariffs are characterized by complex rate structures and/or high tariff rates without economic justification. High tariff rates increase the incentives to evasion (through undervaluation, misclassification, and outright smuggling) and the pressure for exemptions. Multiplicity of rates facilitates evasion through the incentives and opportunities for the importer to classify imports in the lower rate categories, and requires extra vigilance and control by the customs administration.

As in the case of the tariff and trade laws, the customs code can contribute to the complexity of administration. Experience shows that operational inefficiency in many customs administrations results from the application of antiquated provisions in the customs code. While customs legislation is among the oldest in the world, over the years, and especially the last few decades, it has had to adapt to far-reaching developments in technology, international trade, and the economic environment in general. The failure to update the customs code to allow for change impedes the reform of the customs administrative system. Problems frequently encountered in the legislation include: (1) requirement that every single importation be physically checked; (2) requirement for paper documentation and signatures; (3) inadequate provisions for the reporting of goods by transportation companies; (4) lack of clear treatment of the various customs regimes (e.g., temporary importation); (5) inadequate valuation provisions; (6) lack of authority for customs administrations to audit the books and records of traders; and (7) out-of-date penalty provisions.

Simple, up-to-date procedures
Procedures related to the processing of goods should be simple, transparent, and easily understood by the trade community. Customs administrations in most developed countries understand that the costs imposed by inefficient procedures may be as costly as the trade taxes that they collect. According to one study, prior to the elimination of border controls among EU member countries, the costs of these controls were between 3 and 4 percent of total trade, at a time when no customs duties were being collected on trade among member countries. However, there is less appreciation of the scope and significance of these costs in customs administrations in developing countries.

As mentioned previously, the design of the customs procedures should be based on an assessment of risk and selective controls targeted at high-risk goods and enterprises. Administrations that have not implemented this approach continue to impose high, unwarranted costs on their importers and exporters, as the findings from two FAD technical assistance missions illustrates.

Black pepper requires four separate laboratory tests by Customs, Ministry of Health, Ministry of Agriculture, and the Atomic Energy Commission…Each one of these tests must be completed before the pepper can be released.

The control systems are the same for all importers regardless of their record with Customs. A large multi-national pharmaceutical manufacturer, with approximately 2,500 declarations a year must have samples taken for laboratory analysis from every shipment prior to release.

Physical inspection of exports by Customs caused so many delays and congestion that signs were posted denying access to the port to newly arrived export shipments and the ships sailed empty.
The continued application of procedures, such as those described above, reduces the competitiveness of the industries concerned, thereby impeding the economic growth of the country. At the same time, there is evidence to suggest that these types of controls are much less effective than the risk-based, selective controls that are in place in modern customs administrations.

One approach to introducing simplified procedures for imports is to target large importers who have a good compliance record.

An analysis undertaken during one FAD mission demonstrated that 9 importers represented 21 percent of import transactions. The impact of developing new procedures for these importers, based on reduced levels of physical inspections and post-release controls with audit, was self-evident—the largest contributors to the economy would immediately benefit from reduced costs of customs intervention; significantly fewer staff would be required for physical and documentary control; and customs control resources could be redirected to high risk goods and traders.
Post-release controls
In modern customs administrations, the basic approach to control has changed from 100 percent pre-clearance control to a heavy reliance on post-release review. The change has been driven by two factors: (1) the dramatic increase in trade (as shown in Table 2, the value of world trade was 50 times higher in 1999 than it was in 1960); and (2) the increased complexity of world trade, both in terms of the types of goods being traded and the terms and conditions related to import and export transactions (e.g., related party transactions). 

Table 2. Value of International Trade, 1960–99

	
	In billions of U.S. Dollars

	
	1960


	1975
	1985
	1995
	1999

	Global
	110
	806
	1,809
	5,068
	5,644

	Industrial countries
	77
	543
	1,263
	3,302
	3,836

	Developing countries


	29
	229
	489
	1,690
	1,745


Source: IMF Direction of Trade Statistics

Many customs administrations have now designed systems and procedures that provide for certain basic verifications to be completed when the goods are under customs control supplemented by audit-based controls that are undertaken after the goods have been released.

One FAD mission found that, with a staff of only 22, one division was responsible for generating US$70 million in assessments from post-release activities over a five-year period. Over the same period, hundreds of staff were involved in conducting physical inspections, prior to release, at a cost of millions of dollars to the trade community with no significant violations detected.
Controls prior to the release of the goods, including physical inspections, do have a certain deterrent effect. Also, they have a role to play related to verifying quantity, ensuring that the description of goods is sufficient for tariff classification purposes, detecting contraband, and enforcing non-revenue related laws (e.g., phytosanitary, drugs, intellectual property rights, and control of endangered species). However, such controls are less effective for verification of tariff classification, origin, valuation, drawback, and exemptions. 

Post-release reviews should be designed to identify and correct inconsistencies in the application of the legislation and procedures at the time of release of goods. Typically, a selection of declarations is made for in-depth review based on criteria designed to identify high-risk transactions. For example, declarations that claim zero rate may be misclassified for tariff purposes, claims for duty and tax exemptions require special attention, and drawback claims require verification.

E. Improving Competitiveness of the Trade Community
Release times
One of the most important issues that we address when we undertake a diagnostic mission to review a customs administration is the time taken to release goods from customs control. There are, of course, several issues to be addressed when reviewing release times and it is important to remember that it is not only the customs administration that influences the time taken. For example, for goods arriving by sea, the efficiency of the ports in unloading, handling, and storing goods is a very important factor relating to how fast the goods can be released into the economy. 

In addition, the customs administration is, more often than not, responsible for administering the legislation of other government departments. For example, the customs administration identifies goods that require certificates for health or agricultural purposes. Often enforcement of the regulations of other government departments is more important than the revenue that is collected from the goods. For example, the introduction of diseased plants may do great harm to the domestic agriculture industry, if the customs administration is not able to identify that the goods require inspection by the appropriate department.
In one country that we have worked in recently, we found the following:
Customs declarations are now processed using computers and selectivity techniques have been introduced to identify high-risk consignments for physical inspection. The average processing time for customs declarations has been reduced from six days to less than one day. More than 70 percent of the shipments are released without physical inspection and the objective is to reach 85 percent. Nevertheless, the average time spent in the port is still 10 days, due not to delays in customs processing, but inefficient port procedures and the difficulties importers had in arranging credit from local banks.

The importance of addressing the total picture when looking at release times is emphasized again by the following situation.

Release times at both a seaport and an airport were reviewed.  At the airport, the average release time was 10 days, including 1.5 days from the time of declaration processing to release (i.e., it took 8.5 days from time of arrival of the aircraft to presentation of the declaration). At the seaport, the average release time was 16 days including 5 days from presentation of the declaration to release.  Most significantly, no shipment was released with the first five days of the arrival of the ship.

In this case, we were able to identify many of the causes of the delays. For example, the legislation required the keeper of the warehouse (a state-owned enterprise) to provide 13 days free storage, thereby encouraging importers to leave goods at the airport or seaport (3 days is more normal). There was also a requirement that the manifest be translated into the local language before the declaration could be presented. Therefore, even if the importer was desperate to receive the goods, the declaration could not be presented until the complete manifest had been translated, presented, and accepted (this can take a considerable length of time for a ship with 1,000 to 1,500 bills of lading).

Other Observations

During the course of our technical assistance work, we often identify other activities or conditions that reduce competitiveness, as the following examples illustrate.

The customs administration insisted that signatures and supporting documents were a legal requirement related by the need for evidence, in those few instances when a case went to court. However, at the same time, almost all payments of duties and taxes on imports take place through electronic funds transfer (EFT) requiring neither paper nor a signature. Effectively, the most important part of the customs transaction was paperless. We were somewhat baffled that the balance of the transaction could not be handled in the same way.

When computerization of export transactions was implemented on a pilot basis, the change in procedures brought to light a small fee that exporters had to pay to the exporters’ association before a transaction could be processed by the customs administration. In this case, under the new procedures, the exporters would have had to print the declaration in the customs office, travel across the city to pay the fee, and return to the customs office to process the declaration. This was not an attractive proposition, given the huge size of the city with its terrible traffic jams. Instead of the obvious answers of eliminating the fee or having it collected by the customs administration, the exporters’ association set up an office in the customs office to collect the fee. Hardly the solution that should be used in the additional 53 offices that were to be automated.
Successful modernization
In 1998, FAD had the opportunity to review the changes that had been introduced in the Philippine customs administration. FAD had a role in assisting the administration at the outset of the reform process, in 1993, but had not been back to the Philippines for five years. From our point of view, the changes that had been implemented in the Philippines were impressive and represented a very good example of successful customs administration modernization.
The Philippine Customs Service invested heavily in information technology as one means of addressing significant problems in the administration. Every significant step in the import clearance process was now automated and the benefits significant.

· Diversion of duty and tax payments made through the banking system and customs cashiers disappearing with the days receipts were two problems that were solved with the implementation of an electronic “cashless” system that automatically links payments made through the banks to the customs clearance documents. The same system also ensures that payments collected by the banks are credited in a timely manner to the government account.

· Paper-based systems involving over ninety steps and 40 signatures have been replaced with the electronic filing of documents and the elimination of the need for face-to-face contact between importers agents and customs officers.

· Physical inspections had been reduced from 100 percent to approximately 15 percent through the implementation of a computer-based selectivity system. Goods not subject to inspection were now released in hours rather than days as was the case previously.

· Security of goods under customs control had been improved as warehouse operators receive electronic messages that the customs clearance process has been completed and the goods can be released.

In the Philippines Customs service, there was now rigorous standardization and, if the transactions did not meet the required standards, they were simply rejected by the automated system. The ability of individual customs officers to exercise discretion has been largely eliminated.

F. Conclusions
Even though FAD’s customs administration technical assistance concentrates primarily on revenue enhancement, we treat the issue of competitiveness very seriously. Providing good service to the trade community is important to the economic well-being of a country and the customs administration has an important role to play, not only to improve service, but also to ensure that other government departments address the costs imposed on trade through excessive regulation and bureaucracy. In order to improve competitiveness, in our view, the modernization of customs administration activities should be based on selective, risk-based controls that allow the majority of shipments to enter the economy with a minimum of delay. This should be supported by post-release controls that rely on documentary checks and the audit of the books and records of traders. By using this approach, the administrations will achieve the two objectives of improving revenue collections and providing better service to the trade community.


