Seminar on Technical Assistance on Customs Valuation

6-7 November 2002

Presentation by

Mr. K. Mikuriya

(WCO)
Challenge to implement the Agreement on Customs Valuation 

WTO Seminar on Technical Assistance on Customs Valuation

- Challenge to implement the Agreement on Customs Valuation –
Geneva, 6-7 November 2002

Kunio Mikuriya 

Deputy Secretary General, WCO

It is an honor and pleasure for me to join this panel to address the issue of Valuation Agreement, because part of the WCO’s role is to assist its Member administrations to implement the Agreement fully, and encourage Members to interpret and apply the Agreement in a uniform, predictable and transparent manner.  In the efforts to discuss the challenges and needs of our developing country Members in this field, the WCO, together with the International Chamber of Commerce, has organized the Symposium on Capacity Building and the WTO Valuation Agreement last month in Brussels.  Over 200 WCO Members, the private sector and international organizations representatives, including the WTO Secretariat, attended the Symposium.  My presentation will largely be based on what have been said during the Symposium, in the attempts to make a linkage between the works done by the WCO and the WTO.  

Let me begin by assessing how the customs community perceives the Valuation Agreement.  All WCO Members, developed countries and developing countries alike, are well aware of the benefits of a well functioning valuation system based on common rules and its pivotal role in trade facilitation.  It contributes to expeditious clearance time, predictability and transparency that are vital for international trade and investment, engine for economic growth.  Indeed, the competitiveness of trade procedures of one economy is increasingly among the important features for transnational companies to make their investment decision.  
While the benefits of Valuation Agreement are clear, it is necessary to accept that for many developing countries implementing the Agreement will be a challenge, because the environments that they operate within are very different from the environments that we find in developed countries and the Agreement presupposes.  We must acknowledge the kind of reality on the grounds where fraud and corrupt practices on both sides of the customs counter are widespread, reflecting similar problems in other sectors of society.  While customs administrations evidently have limits in capacity including management quality, the business also has to clearly take into account the lack of compliance culture and the existence of substantial informal sector and their influence on the valuation question.  
Actually, some governments believe that they have to make a choice between revenue collection on the one hand, and trade facilitation on the other.  Although there has been no empirical evidence to support the loss of revenue as a direct result of implementing the Agreement, concerns have persisted among many developing countries and have been expressed in the WCO.  Their concerns are understandable as developing countries often significantly depend on customs revenues to finance their public expenditures, and because their customs duties are relatively high, strong incentives for fraud.  

While several countries confirm fiscal neutrality of the effects of implementation, it is widely acknowledged that successful application of the Agreement requires effective valuation control system, with intelligence-based risk management and post-clearance audit system.  This means a holistic approach towards modern customs procedures and management that entails changes in thinking at management and operational level of customs.  Addressing integrity issue will be an important part of the comprehensive package for solution.  From the past experience we know that political will and improvement in customs management is indispensable to push customs reform.

Engagement and support of business will also be essential in this process.  Business should be the driving force behind the political will in realigning the resources necessary to pursue modernization of customs.  However, the reality is often different.  The major constraint identified in implementing the Agreement for developing countries is the lack of necessary information for valuation purpose.  In the absence of compliance culture in the importing community, customs cannot expect appropriate level of record keeping by importers or access to commercial data.  Enforcement laws and regulations are often inadequate and not helpful.  We need both good governance of customs and corporate governance of business to properly apply the Agreement.  Hence, dialogue between customs and business is necessary for greater cooperation and mutual trust building.  In this connection, I would also like to point out the lack of dialogue between customs and trade ministries at domestic level that has often caused the lack of ownership for customs in applying Valuation Agreement.  I hope today’s gathering will give an impetus to improve this situation.

A related matter is the need for information exchange on valuation to fill the gap between the requirement of the Agreement and the unavailability of information from importers.  Since the facilitation of information exchange has been part of the WCO mission, the WCO Technical Committee on Customs Valuation is currently elaborating a draft Exchange of Valuation Information Guide, which will also hopefully respond to the WTO Doha Decision in this regard.  Whereas this non-binding draft guide is expected to facilitate information exchange on valuation, it is designed as a capacity building tool for the implementation of the Agreement.  

In this connection, I would like to touch upon the use of pre-shipment inspection service that the WTO Secretariat identifies as possible challenges.  As all of you are well aware, the PSI has been a controversial issue.  We are of the view that while recourse to the services of pre-shipment inspection agencies to carry out some part of Customs activities might be a necessity in certain circumstances, this should be regarded as an interim measure.  I personally think that Customs should make the best use of this interim period to pursue their modernization to regain their traditional function, while governments should institute and support Customs reform programme with investing necessary resources.  Having said that, I am interested in following a new trend of some PSI companies that started exploring a more limited supporting role in valuation area, based on their experience.

Turning to technical assistance, both recipients and providers need to take into account the political and social realities and the real need of administrations.  Building capacity of customs administrations to apply the Agreement will be a long-term process, because it requires a fundamental re-engineering of organizational resources and practices.  And we should be realistic about the possible pace of change.  Technical assistance plays an important role in this exercise, but it should be viewed in a wider context of sustainable developmental approach for modern customs procedures and administration that I mentioned.  The involvement of local stakeholders including the private sector and the realignment of resources including appropriate equipment will be necessary to continue and improve reform process that technical assistance has helped to initiate.  The role of private sector is particularly important in this regard.  During our recent Symposium the private sector discussed how it could support customs in their fight against fraud in the import process and agreed to continue dialogue with all stakeholders to identify specific areas where the private sector can support capacity building.  Another means to promote ownership of reform that we have identified is regional approach for technical assistance where participants with similar background could potentially find common solutions to shared problems through exchange of experiences.

Finally, in responding to the call from the Doha Declaration for more coherent approach for technical assistance and capacity building, the WCO has decided to develop a customs capacity building strategy to be presented at the next WTO Ministerial Conference in Cancun.  Its aim for the customs community is to get support from other multilateral organizations and donors, because it often finds itself in a marginalized position unless it gets recognition and support for its competitive advantage.  The strategy will include the lessons learned from past technical assistance and other capacity building activities and suggest a range of practical solutions.  As a first step, we are about to launch a survey for capacity building needs of our Members on regional basis.  The proper application of Valuation Agreement will naturally be at the heart of challenges for this undertaking.  

Mr. Chairperson, I appreciate today’s opportunity to get mutual understanding between key players and gather force for technical assistance and capacity building in a coherent manner.

Thank you very much for your attention.
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