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The main objective of the African Continental Free Trade

Area is to eliminate trade barriers and boost intra-Africa

trade. This column argues that implementing the Trade
Facilitation Agreement’s provisions would be a powerful
complement to the free trade area’s tariff-reduction agenda.
A realistic implementation of TFA measures could reduce
time in customs for imports by 2.7 days for exports by 1.7 days.
These reductions in time translate into a tariff ad-valorem
equivalent reduction in the range 3.6-7% for imports and an
8.1% extra growth for exports.
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The Trade Facilitation Agreement (TFA), signed
in 2013 with entry into force in 2017, is the first
multilateral agreement since the creation of the
WTO, and one in which all WTO members par-
ticipate (172 WTO members are TFA signatories,
including 42 African countries). The TFA includes
publication of information, advance rulings, ap-
peal or review of decisions, freedom of transit,
transparency and border agency cooperation,
and the setting up of formalities that implement
least trade-restrictive measures to achieve un-
derlying policy objectives (e.g. ‘single-window’
systems, a ban on mandatory Pre-Shipment In-
spection (PSI) for classification/valuation). The
introduction of measures making the use of cus-
toms brokers mandatory is also forbidden. The
freedom of transit (i.e. the prohibition of non-
transport related fees) objective is particularly
important for landlocked countries.

The bottom-up approach in the TFA gives ex-
tensive leeway (Hoekman 2016 notes that the
occurrence of the wording “should” in the TFA
provisions is twice as high as in the related
WTO agreements on customs valuation and
import licensing). Technical assistance may not
be forthcoming, and TFA provisions cannot be
enforced through the WTO dispute settlement
mechanism. Thus, the TFA presents no effective
commitment threat for signatories. In sum, the
TFA is a best-shot endeavour based on promises
rather than on legal content. However, one ben-
efit of the TFA is that it is sufficiently specific that
progress on implementation can be monitored
relatively easily at the country level, making
it easier to estimate compliance with the pro-
posed objectives of reducing time at customs.’

1. Time spent at the border is an important component of the
total time between origin and destination, accounting for 37%
of the total time for Peruvian maritime import data in 2013 (Volpe
2016, p.3). Since slow delivery of goods is disutility to consumers,
time in customs is a measure of trade costs. WTO (2021) is the
first review of detailed progress at commitments by measure.
https://tfadatabase.org/en gives a regular update of the state
of notifications by members.

» The African Continental
Free Trade Area
(AfCFTA)

The AfCFTA's main mandate is to eliminate trade
barriers to boost intra-Africa trade. All but one
African country has signed the AfCFTA, which
entered into force on 30 May 2019. Yet, many
odds and ends are still to be concluded, notably
negotiations on a common set of rules of origin
(RoO) for some products with high applied tar-
iffs as products where MFN tariffs are highest
have been excluded from lists of tariff offers.

Time and costs associated with crossing bor-
ders are best estimated from customs-level
data where shipment characteristics are de-
scribed in sufficient detail and the shipment is
classified into an inspection or no-inspection
channel allowing us to establish a causal rela-
tion between time in customs and assignment
to customs channels. For Peru, Carballo et al.
(2021) estimate that shifting import shipments
from inspection to no-inspection in Peru re-
turns a 20% tariff-reduction estimate for a 1-day
reduction at the median time. For Albania, Fer-
nandes et al. (2021) estimate that a similar shift
results in an estimated 1.8% annual percent in-
crease in import volumes. Volpe et al. (2015) car-
ry out a similar exercise for all HS6 product-lev-
el exports of Uruguayan firms where the choice
is between ‘green’ (no customs inspection) and
‘red’lanes (customs inspection)’over a long pe-
riod. They estimate that a 10% increase in the
median time spent in customs is associated, on
average, with a 1.8 percentage point reduction
in the growth of firm-level exports.

2. de Melo et al. (2021) Document that negotiations have resulted
in simpler regime-wide rules but show that agreeing on Product-
specific rules has stalled for those products with restrictive rules
and (usually) high MFN tariffs.



» Our study

Lacking the granularity of shipment-level data
to carry out case studies for a sufficiently large
sample of countries, in a recent paper (de Melo
et al. 2023d) inspired by Hillbery and Zhang
(2017), we present ballpark estimates of achiev-
able reductions in customs-related trade costs
from implementing the TFA across several coun-
try groupings. The estimates are based on sur-
vey-based measures (e.g. Doing Business (DB)
data displayed in figure 1a) combined with the
OECD customs performance indicators (sum-
marised in the Trade Facilitation Index (TFI) val-
ues displayed in figure 1b).

The box plots show large heterogeneity for bor-
der compliance times (Figure 1a), especially for
the AfCFTA, NL-LDCs, and LL-LDCs groups. The
two LDC groups have the lowest median values
for the average TFI index (Figure 1b). The me-
dian score for the HICs is higher than the best
score (Mauritius) in the Africa group, an indica-
tion of the relative efficiency of customs across
Africa. Overall, there is less heterogeneity with-
in the ODC and HIC groups.

Table 1 reports our preferred estimates by group
and Figure 2 gives estimates for selected coun-
tries in AFCFTA. Estimates are obtained in two
steps. In the first step, Doing Business values
of time in customs for each (163) country are
regressed on a cross-section of the Trade Facili-
tation Index (TFI) indicator values and control
variables (geographic, and structural economic
variables) using a negative binomial estimator.
For all estimated models, a higher TFI score is
significantly associated with less time spent in
customs for imports and exports. Satisfied that
predicted values are close with time in customs
recorded in the Doing Business, in a second

3. Classified as a high-income SIDS, Singapore is included in the
group “HICs". It does not appear in figure 3 because of its ex-
treme score beyond 1.5 times the interquartile range.

step we carry out two simulations reported in
Table 1 (see next page). Scenario 1 captures a
more aspirational long-term objective, with sce-
nario 2 considered a plausible objective for the
medium term.

Figure 1 Box plots
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Notes: Number of countries in group in brackets. Abbreviations:
LL is landlocked: HICs is High income countries; ODCs are other
developing countries; SIDS is small island developing states. Box
plot: Bar in the middle is the median value, shaded area is the inter-
quartile range and minimum maximum values correspond to +/- 1.5
times the interquartile range. For the Small Island Developing States
(SIDS) group, SIDS that are also LDCs (3) or HICs (7) are excluded.
The ODCs group excludes all developing countries that are also LDC
and/or SIDS. TFl scores range from o (no implementation) to 2 (full
implementation of TFA measures).

Source: de Melo et al. (2023 figures 2 and 4) from World Bank, Doing
Business (DB) data 2020. Data captures regulatory reforms imple-
mented between May 2018 and May 2019.
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The results give a range of estimates at the  portant for the development of regional value
group level. For the 38 AfCFTA signatories, fea-  chains in Africa.

sible improvements (as captured by improving

to an average of the two best indicator values  Figure 2 reports country-level estimates under
in the respective group) suggest a reduction  scenario 2 for the 38 AfCFTA signatories coun-
of 65 hours (2.7 days) for imports which trans-  tries with no missing data. By construction,
lates into an equivalent reduction in tariffs in  countries at the top of their respective groups
the range of 3.6% - 7.0%. This is significant since  (e.g. Rwanda, Senegal, and South Africa on the
average applied tariffs for African countries are  import side and South Africa, Morocco, Uganda,
12.4%. To these gains should be added the re- Rwanda, and Senegal on the export side) are
duced time of 42 hours (1.7 days) in customs  assumed not to reduce time in customs. This is
for exports, translating into 8.1% increase in  pessimistic, so estimates at the group level are
exports. This extra export growth estimate sug-  arguably on the low side.

gests that implementing the TFA should be im-

Table 1 Ad-valorem equivalents (AVEs) of improvements in Trade
Facilitation indicators (TFls) (group averages, 2019-2020)

Region/Group
AfCFTA (38) | LL-LDCs (16) | NL-LDCs (19) | 0DCs (60)
Predicted Mean [median] time in customs for imports and exports by scenario (in hours)

Imports Exports Imports Exports Imports Exports Imports Exports

120 [117] 93[78] 91 [88] 60 [55] 139 [108] 110 [78] 79 [63] 62 [46]
Imports
Predicted reduction in hours (mean and [median]) by scenario®

Scenario 1 Scenario 2 Scenario 1 Scenario 2 Scenario 1 Scenario 2 Scenario 1 Scenario 2

90 [86] 66 [65] 107[93] 65[50] 92[90] 66[63] 43[43] 35([35]

Tariff Ad-valorem equivalents (AVEs) in percent®
4.9%[11.2%) | 3.6%[7.0%] | 5.8%[11.7%] | 3.5%[4.7%] | 5.0%[12.1%] | 3.6%[6.6%] | 2.3%[7.1%] | 1.9%[5.3%]

Exports
Predicted reduction in hours and equivalent percentage increase in exports in brackets®
Scenario 1 Scenario 2 Scenario 1 Scenario 2 Scenario 1 Scenario 2 Scenario 1 Scenario 2

69 [11.7%] 42 [8.1%] 79 [12.9%] 30 [4.0%)] 71[11.9%] 42 [6.9%] 37 [5.8%] 28 [4.1%]

Notes: Mean and median values [in brackets] reported for each group. The two convergence scenario estimates are from simulating the
reduction in time at customs from improvements in the OECD TFl indicator. a/Scenario 1 — Convergence to the average of top-2 countries
in the sample defined on ODCs: TFI of each country takes the average of the top 2 TFl index values in the ODC group. a/Scenario 2 — Con-
vergence to the average top-2 within each region/group. TFI of each country takes the average of the top 2 TFl index values within each
region/group. b/For imports, the time reduction estimate is translated into an AVE using two conversions :(i) from Hummels and Schaur
(2013) that an extra 24 hours in customs is equivalent to a 1.3% tariff at destination; (ii) From Carballo et al. (2021) reported in brackets dis-
cussed in text. ¢/For exports, reductions in times are translated into extra export growth using the Volpe et al. (2015) estimate for Uruguay
exports that a 10% reduction in time raises export growth by 1.8%.

Source: de Melo et al. (2023, table 4)



» Conclusions

A handful of case studies of time in customs
based on transaction-level data show that cus-
toms reforms, some along the lines suggested
by the disciplines in the Trade Facilitation Agree-
ment (TFA), should benefit developing countries,
especially for those in groups with adverse geo-
graphical characteristics. Our ballpark estimates
for a large sample suggest that taking the TFA
disciplines seriously would boost significantly
intra-African trade, the key objective of the Afri-
can Continental Free Trade Area (AfCFTA). Taking
results from the less ambitious counterfactual

scenario suggests that feasible improvements in
Trade Facilitation Indicator values would trans-
late into significant reduction in time at customs
for 38 African countries engaged in the AfCFTA.
On the import side, times in customs would be
reduced by 2.7 days, equivalent to a reduction
in tariffs in the range of 3.6-7.0%. On the ex-
port side, the average time in customs would
be reduced by 1.7 days, translating into an 8.1%
increase in exports. These are quantitatively sig-
nificant gains since average applied tariffs for Af-
rican countries are currently 12.4%.

Figure 2 Country-level estimates of reduction in hours at customs
from TFA implementation among AfCFTA members

AfCFTA Imports: Scenario 2

AVE of reduction in TC (in %)
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AfCFTA export growth: Scenario 2
Export growth (in %)
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Notes: See table 1 for scenario 2. AVEs = Ad-valorem equivalents, TC= Trade Costs. D. R. Congo, Algeria, and Comoros are not TFA signa-
tories. Vertical red line is median value for the 43 African countries in the AfCFTA group. Estimates are for countries with no missing data.
Source: de Melo et al. (2023), figure 4
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