HARMONISATION OF BORDER CROSSING PROCEDURES PROJECT
(HBCPP)

BORDERS HARMONISATION SECOND EVALUATION WORKSHOP (BHSEW)
JULY - AUGUST 2003

DRAFT DOCUMENTS:

HBCP Project Regional Overview Parts I & II
TRACECA Customs IT
TRACECA Trade Facilitation
TRACECA Trade Benefits — Methodology & Data
Issik Kul — Discussion Papers & Presentations
- TRACECA Overview (Paper)
- Cross Border Agreement (Paper)
- Transit Challenge - Central Asia (Paper)
= TRACECA Overview (Pres.)
= Cross Borders Agreement (Pres.)
= Difference Between Borders (Pres.)
= Transit (Pres.)

INTERNAL DRAFT ISSUE — NOT FOR EXTERNAL CIRCULATION



INDEX

vick

10

Ruick§



HARMONISATION OF BORDER CROSSING PROCEDURES PROJECT (HBCP)
BORDERS HARMONISATION SECOND EVALUATION WORKSHOP (BHSEW)

July — August 2003

TRACECA - Project Regional Overview Part I Background



TRACECA Corridor - Between the need for Trade Facilitation and Concerns
for Security.

‘How to steer between Scylla and Charybdis?’

Background.

The heightened awareness and implementation of Security at borders, throughout
the region and indeed throughout the world, has created a paradox between the
need to support Trade Facilitation, with open borders and the need to search and
monitor transit transportation in the name of Security.

The comparison with different departments within the European Union (EU) as well
as with other parts of the world may help to better understand the wide ranging
effects of both Trade Facilitation and Security concerns. In the end it is hoped that all
concerned will accept that there is not necessarily a contradiction between the two -
provided that they are able to make use of both modern technology and multilateral
agreements.

The objective of this document is to produce selected examples which reveal the
combination of both Trade Facilitation and Security concerns and at the same time
show how these elements contribute to recent activities of relevance to the HBCP
Project.



Trade facilitation

Requirements clarified by EU DG Trade (Sept. 2001)*

Import and export procedures can snarl up trade. The EU is convinced that
everyone would benefit from a push to simplify trade procedures and by cutting
out unnecessary bureaucracy via modern methods. This needs to be done
through World Trade Organisation (WTO) commitments that could integrate and
build on best practices established by other organisations. Traders both big and
small would enjoy reduced costs and fewer delays, which means more
competitive terms of trade. Governments would enjoy better controls, higher
revenue intakes and more efficient management, as well as a more stable
climate for inward investment. The gains would be particularly beneficial for
small and medium-sized companies and traders in developing countries. The
costs of compliance with trade procedures are proportionately higher for them,
since they are fixed overheads. Simplified procedures can help to ensure that
the benefits of tariff-cutting are not undermined by bureaucratic delays.

Import and export procedures can be significant non-tariff barriers to trade, and
United Nations Conference on Trade and Development (UNCTAD) studies have
suggested that these barriers can add up to 10% to overall product costs.
Industry and business have called for action to simplify, harmonise and
automate procedures; reduce border and transport red tape and documentation;
and improve pre-shipment inspection, Customs procedures and licensing rules.
Problems can include unnecessary and excessive data and documentation
requirements, multiple submissions of data to different agencies, and lack of
harmonisation of import and export data, both as regards content and format.
At Customs and border crossings, problems include lack of transparency, lack of
rapid legal redress, excessive clearance times at customs, absence of co-
ordination between Customs and other inspection agencies, lack of modern
Customs techniques based on Risk Assessment, unavailability of pre-arrival
processing and company audit, and insufficient use of information technology by
customs.

Various organisations and regional groups have made piecemeal efforts to
reduce and rationalise trade procedures, with only partial success. The WTO has
a natural role to play in co-ordinating those efforts and in developing a set of
commitments on trade facilitation.

The EU proposes reducing import and export procedures to an absolute
minimum, provided that legitimate controls are applied. It also supports wider
adoption of harmonised international standards in the trade transaction process.
For instance, datasets could be reduced and harmonised, and there could be
single-window and one-time only submission of information to importing and
exporting administrations. Paper-based procedures could be replaced by
automation and the introduction of ‘under customs’ techniques and Electronic
Data Interchange (EDI) based systems.

Improvements to existing, relevant WTO Agreements (e.g. Import licensing,
Pre-Shipment Inspection) should also be considered, as should measures to
improve and modernise WTO rules on goods in transit. Specific WTO

' Text selected from DG Trade, Sept. 01



commitments on trade facilitation should be underpinned by key WTO principles
of transparency, non-discrimination and proportionality. Special efforts should be
made to design rules in a way that will benefit small and medium-sized
enterprises.

e Address concerns of developing countries on capacity-building and technical
assistance.

e The benefits of simpler trade procedures are clear. But some developing
countries will need time and resources to introduce them. The EU has proposed
that any future WTO agreement on trade facilitation should include measures to
build capacity in developing countries. It should allow a reasonable time period
for implementing improvements. Such capacity-building should be carried out in
parallel with negotiations, so that developing countries can participate actively,
and be better placed to implement results.

e WTO members should agree to implement a programme of coordinated capacity
building, in cooperation with other multilateral agencies, to address developing
countries’ capacity shortcomings. The programme should be an integral part of
the process of negotiating and implementing any agreed rules.

Integration of Trade Facilitation and Security Concerns

It is consensus among the International Funding Institutes (IFIs) to participate in the

further development of certain countries by looking for an integration of both Trade

Facilitation and requirements of developing state Security. The most recent example

of the EU engagement following their line, is the ‘new partnership’ with South East

Asia. In early July 2003 the European Commission (EC) announced its strategy of

Support and Control.

The Commission holds out the offer of bilateral agreements with countries in the

region to deepen cooperation on @ modern agenda including

e human rights

good governance

justice and home affairs issues

fight against terrorism.

The EC is also proposing a regional trade action plan, the Trans-Regional EU-

ASEAN Trade Initiative (TREATI), which seeks closer co-operation between both

regions on a wide range of trade, investments and regulatory issues. TREATI will

thus enable the establishment of a closer economic relationship between two
important trading regions, and thereby permit serious consideration to be given
to a potential Free Trade Agreement following the successful outcome of the
current WTO round of trade talks. The EC suggests how the existing institutional
framework could be made more productive, by defining more clearly which issues
should be tackled by the Asia Europe meeting, ASEAN and the Asia Regional

Forum.

e EU Commissioner, Chris Patten said: “Asia should always be close to the top of
Europe’s agenda. We are not only major trading partners, but partners in the
fight against terrorism, organised crime, and the drugs trade. EU Trade
Commissioner Pascal Lamy added: “With today’s move we open a new chapter in
EU-ASEAN trade relations. TREATI will help the building of trust between both

2 Text selected from DG Trade, 09 July 03



regions: we are ready to match the level of ambition they put in their own
process of regional integration”.

e Six strategic priorities are identified for our relations with South East Asia, and a
number of actions by which they could be improved:

a) Supporting regional stability and the fight against terrorism: A strong ASEAN is
probably the best guarantee for peace and stability in the region.

b) Human Rights, democratic principles and good governance should be
promoted in all aspects of EC policy dialogue and development co-operation,
through building constructive partnerships with ASEAN and national
governments based on dialogue, encouragement and effective support.

¢) Mainstreaming Justice and Home Affairs issues: In striving to create in the EU
an area of freedom, justice and security, it is essential to incorporate their
dimension in our external relations. Issues of migration, trafficking in human
beings, money laundering, piracy, organised crime and drugs need to be
incorporated systematically into our regional and bilateral dialogues with
South East Asia.

d) Injecting a new dynamism into regional trade and investment relations: The
EU and ASEAN have a strong interest in reinforcing their economic ties. The
Commission proposes a trade action plan, the Trans-Regional EU-ASEAN
Trade Initiative (TREATI), to expand trade and investment flows and establish
an effective framework for dialogue and regulatory co-operation on trade
facilitation, market access and investment issues between the two regions.

e) Continuing to support the development of less prosperous countries: Poverty
reduction will remain an important development priority for the EU and we will
continue to provide assistance towards strengthening the social infrastructure
of the poorest countries in the region, particularly in the fields of health and
education. Other priority areas for co-operation include in particular good
governance, human rights, environment and forestry, trade-related technical
assistance and counter-terrorism.

f) Intensifying dialogue and co-operation in specific policy areas will be an
important way of re-invigorating EU relations with South East Asia. Such
sectoral areas include economic and trade issues, justice and home affairs
matters, science and technology, higher education and culture, transport,
energy, the environment, and information society.

e In seeking to enhance its relations with South East Asia in these ways, the EU will
offer new bilateral agreements to countries in the region, while seeking to
maximise the utility of the existing institutional frameworks, both bilateral and
multilateral. It will also look to make the best use of available resources, such as
the newly completed network of Commission delegations in South East Asia.

Joint Security Activities at UK Borders

In a statement the UK Customs declared their need to invest further into border
security®. HM Customs & Excise is assessing the findings of a three-month trial at
Dover, Portsmouth and Felixstowe ports on scanners for radioactive material that

* Joint IT & intelligence May 03



could be used by terrorists to produce “dirty bombs.” On completion of the
assessment, the UK plans to invest £50M ($80.4M) in a national network of fixed and
mobile scanners covering around 1,000 sea and air points of entry. The number and
location of fixed scanners is not being released “for operational and security
reasons”, a Customs spokesman said. The £50M was allocated in the last budget
specifically for new technology to combat terrorist and smuggling activities. UK
Customs is working in association with the UK Home Office in the initiative, designed
to enhance UK’s defences against radioactive material entering the country. About
500 extra Customs staff will be appointed as part of their programme.

The US Freight Net

It interesting to know that the U.S. Department of Transport (USDOT) has decided to
follow a process which reveals certain similarities to TRACECA activities: U.S.
Transportation Secretary announced the release of the Freight Analysis Framework, a
database and analytical tool that will help improve planning, operations and decision-
making to better manage freight movement across the country.

The Freight Analysis Framework shows the importance of freight movements
to the nations economy by providing government and the private sector with
a valuable tool for analysing the relationship between moving freight and
congestion relief.

USDOT estimates that the nations transportation system by 2020 will handle
cargo valued at almost $30 trillion, compared with $9 trillion today.

Volumes, in tons, will increase by nearly 70 percent over current levels of 15 billion
tons. The department also says that international freight volumes are growing
faster than domestic volumes and will almost double by 2020. These huge
increases in freight movement are and will continue to result in increased
congestion and greater inefficiencies throughout the nations transportation
system.

To respond to their challenge, USDOT created the Freight Analysis Framework
(FAF), a collaborative effort by the Departments Federal Highway
Administration, the Federal Railroad Administration, the Federal Maritime
Administration, the Bureau of Transportation Statistics, and the Secretary’s Office
of Intermodalism. The FAF examines four key transportation modes: highway,
railroad, water, and air.

By using this analytical administrative tool, state and local government and the
private sector can determine which transportation corridors are or will become
heavily congested in the future and better plan solutions to help alleviate these
bottlenecks in the intermodal transportation network®.

Container Security Information (CSI)

TRACECA ports face increasing numbers of containers shipped, larger ports currently
face US requirements to comply with the Container Security Information (CSI)
network. By the request of the US, some container hubs around the world have
already joined the CSI. It requires that all ships bound for the US to pass on
information about cargo loaded on their vessels 24 hours before they leave a foreign
port.

* Text selected from USDOT publication, Oct.02



Proposed regulations extending that rule to all outbound cargo leaving the US were
published in the Federal Register on July 23, 2003. On ocean movements, the
current 24-hour rule on cargo information would be extended to outbound
movements as it currently exists for inbound. The regulations will also cover truck
and rail cargo moving through the US. They will be subject to a 30-day comment
period and implemented within about 90 days of the July 23 publication date.
Against this background it is noteworthy that some Black Sea TRACECA ports have
already established maritime transport information system functioning across the
Black Sea. This system was established in order to transmit data of cargo to be
shipped from the port of loading to the port of discharge.

The wording of the underneath short joint statement of both US and EC officials
confirm the unanimous view of security concerns in transportation:

Joint Statement of the U.S. Customs and Border Protection Departments
and the European Commission, 25" June 2003

After their meetings on the 25™ of June 2003 in Brussels, between representatives of
the U.S. Customs and Border Protection Departments and of the European
Commission, assisted by representatives of member states, U.S Customs and Border
Protection Commissioner Robert C. Bonner and Director-General for Taxation and
Customs Union, Robert Verrue released the following statement:

“We welcome the positive work currently being undertaken by U.S Customs and
Border Protection Departments and the European Commission, supported by Member
States’ Customs Authorities, with respect to the Container Security Initiative and
other customs-related aspects of security of international trade.

There is an important opportunity to maximise supply chain security on both sides of
the Atlantic and to facilitate legitimate trade. The United States and the European
Union will continue to expand and intensify Customs cooperation and to take
practical measures to improve the security of ocean-going and other modes of
international trade.”

Issued in Washington and Brussels

U.S. extends its 24-hour rule®

The National Industrial Transportation League (NITL) also reports that U.S. Customs
and Border Protection Departments will extend its current 24-hour rule on cargo
information to all cargo leaving the US by sea.

Customs Modernization Programme of the EU

Based on the experience gained within the Customs Union established by the EU
there is a wide ranging initiative to modernise Customs further and build joint E-
Customs in the member states and beyond. The EU has concluded that it is
necessary to propose a new programme ‘Customs 2007" and certain parts of the
statement are copied below:

Summary of the Programme

The Commission’s Interim report on the Customs2002 Programme has concluded
that first results are positive and encouraging. The programme is now much more
geared to operational and practical improvements than was the case under the
previous programme. The report also shows the need to ensure that more is done to

* Source. Lloyd's Register - Fairplay web links, 10 June 03



set tighter measurable objectives with indicators to show the practical impact of the
specific activities.

The report specifically welcomes the new working structure for the programme. In
addition to the creation of the Customs 2002 Committee, as much was done to
create a close and practical working relationship between the participants in the
activities. They began with the identification of five key areas. Progress is closely
monitored by Management groups, which oversee and plan the work in each area
and also ensure the coherence of the programme by reporting back to the
Committee.

Actions are implemented using any of the programme instruments but activities are
mostly run by operational project groups, comprising Member States and
Commission experts, reporting to a Management Group. Their working structure was
introduced in the first 6 months of 2000 and took some time before it was fully
effective. It has, however, proved to be a very efficient and useful way of
administering the programme and achieving results. Benchmarking has also shown
its value as a practical tool.

At the same time, the Customs Policy Group, consisting of the Director-Generals of
Customs of all Member States, continued its work on developing Customs policy and
strategy, thereby making the essential link between policy objectives, Customs 2002
activities and their implementation by national administrations.

Achievements

The following examples are provided to illustrate the results that have emerged in
individual working areas but for full details on the results of the programme to date
please refer to the Customs 2002 “Actions and Achievements” document on the DG
TAXUD website.

Risk Management

Indicated as a problem area by the European Court of Auditors and a priority area by
the European Parliament, proper risk management is a major instrument for fighting
fraud. First practical results include the creation of a mechanism and standard forms
to enable Member States to exchange information on high-risk areas.

The completion of an inventory of Community Customs controls will enable problem
control areas to be identified and addressed via the programme; it will also alert EU
applicant countries to areas needing special attention. A catalogue of indicators for
economic operators has been produced and is being tested in practice. If successful
this could bring significant benefits in reduced compliance costs via more
standardised assessment across the community.

Information technology

There is the major area of programme investment which covers the maintenance and
further development of existing IT systems as well as the development of new IT
systems to meet changing requirements. All systems increase standardisation and in
many cases improve controls as well as reducing compliance costs. The major
actions carried out to date appear in various reports, particularly on the
implementation of the New Computerised Transit system (NCTS), which remains a
priority. The new computer platform, the Common Communications
Network/Customs System Interface (CCN/CSI), on which, NCTS and other
applications are based, will improve control standards and provide the basis for e-



customs in an enlarged community. The system also permits the rapid transmission
of control and crisis information to Customs posts at the community’s external
frontiers.

The Data Dissemination System (DDS) enables business to gain on-line access to
Community Customs tools, such as the community’s integrated tariff (TARIC).
Interest is demonstrated by the 2.5 million consultations per month to two of the key
information areas supplied by DDS (TARIC and Tariff Quotas). This figure has been
reached after only six months of the system operating and is still increasing
significantly.

Improvements to TARIC, comprised of more than 4000 Community measures, enable
updated Tariff information to be sent out each day in eleven languages. Ongoing
work is preparing the links to applicant countries’ systems and assisting these
countries in their preparation for accession.

Measurement of Results

The European Parliament has stressed the importance of this work. Work on the
Customs activities performed by Member States is underway and the results achieved
enable Member States to compare their performance to the Community standard and
act to improve Customs operations where necessary.

The need for greater transparency in Customs actions increases as the Community
expands. Combined with the drafting of standards for controls, their work will
provide increased guarantees of the maintenance of standards in an enlarged
Community.

Changing Customs Work

Work under the programme needs to adapt to external changes. The “counterfeiting
action shows the importance of Customs cooperating to counter increasing threats to
community business and employment. The programme (via the use of exchanges,
support to specialised teams etc.) has undoubtedly contributed towards helping
Member States efforts to tackle the growing counterfeiting problem. Results show
Customs in the Community seizing 68 million counterfeit articles in 2000 (compared
to 25 million 1999), estimated to equate to more than 1,5 billion Euro of legitimate
products.

"

Standardisation

In addition to the many computerisation actions that are improving standardisation,
work on guidelines and recommendations has led to improvements which will be
continued as more actions are completed. Sectors involved include co-operation
between Customs laboratories, product safety, cultural goods, chemical precursors,
establishing memoranda of understanding and encouraging the use of X-ray
scanners.

External Activities

Numerous external activities have taken place notably aimed at preparing for EU
enlargement. Actions have focused on the improvement of the operational capacity
of Customs administrations in the EU applicant countries.

External activities also aimed at improving links with close trading partners to enable
better control, to prevent fraud and to foster trade by facilitating exchanges.



The IT inter-connectivity study deserves particular mention as a crucial step in
examining applicant countries’ preparations and state of readiness to link up to
community systems.

The exchange of officials and general cooperation between customs, greater
targeting and linking exchanges to high priority areas (e.g. improving controls) and
specific projects (e.g. anti-counterfeiting) have led to better results in this area.
One example concerns the RALFH project on co-operation between the five ports
responsible for 70% of EU maritime traffic where exchanges involve officials using
container scanners as well as officials applying specific controls.

Actions in the context of preparing, accompanying and implementing legislative
reforms where seminars have been held to prepare the reform of economic
procedures and a permanent contact platform with operators (contact group) to
work in the framework of the transit reform, for which national management plans
are coordinated. A network of transit coordinators has been put in place and a train-
the-trainers seminar has been organised.

Proposal for a new Programme ‘Customs 2007’

Introduction

- The promising results reached so far by the Customs2002 programme indicate
that there would be a strong Community interest to continue, and even to
enlarge, this programme. Improvements, already appearing in key areas such as
computerisation, transit reform, risk analysis and controls, will provide a better
foundation for combating fraud and set clearer standards for the focus of the
applicant countries’ pre-accession activities.

- The programme should seek to accelerate the move towards e-customs and
rationalise and improve Customs operations through greater cooperation and the
use of modern systems.

- In addition the newly implemented working structure provides a firm basis for
building a new programme and to ensure positive and practical results that are
fully gonsistent with the Customs strategy approved by the Council on 31 May
2001°.

- The new proposal is designed to build on the previous achievements and to
contain the following improvements over the Customs 2002 programme:

- Greater emphasis on the preparation for enlargement and combating fraud

- Introduction of new computerisation initiatives to standardise the specifications
and the correct treatment of data exchanges between economic operators and
Member States

- Better structure of objectives and working tools

Objectives of a new programme

The central objective remains to ensure that Community law is applied by Customs in
such a way as to maintain the proper functioning of the single market in an enlarged
Community. This requires equivalent treatment across the Community, due attention
to protecting the Community and citizens’ interests and efforts to support a
competitive business environment.

®Cf. 0J C 171 of 15.6.200, p. 1
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Emphasis should be placed on the following elements:

i3

2,

Ensuring the continued use of previously developed system based on the
CCN/CSI and the main computerisation applications such as TARIC, NCTS, TQS...
Enlargement will soon become a reality. It is essential to continue standardisation
of the present working methods and to provide practical support to the applicant
countries. Standards for controls and guidelines to assist in the application of
Community law should feature heavily in the new programme.

- Computerisation improvements will continue to be necessary to maintain the
quality of controls in an enlarged community. Work on the access of applicant
countries to community systems would also be increased.

- Practical support and training on all aspects of the implementation of
Community provisions by Customs (in particular those of the Community
Customs code) will be a main feature of the programme.

Anti-fraud actions must be improved

- Better use of risk management to focus controls on high-risk areas and the
implementation of the ongoing pilot projects on risk information exchange is
an important element of the programme.

- Increasing operational co-operation under projects of co-operation between
the national Customs administrations such as RALFH will also feature strongly.

The reduction of compliance costs would contribute towards the creation of a

competitive business environment.

As Customs duties steadily decrease in importance, costs for Customs procedures

become more important and we must avoid that they become disproportionate.

- The costs of compliance in a community of 15 Customs administrations with
differing computer systems can be significantly higher than in major trading
partners of the Community. Although this issue also requires legislative
changes, a lot can already be done and achieved on the operational side
through standardising data input requirements, particularly for Customs
declarations.

- The ultimate goal must be to move to paperless Customs (‘e-customs’) where
the maximum amount of data is transferred electronically.

Training actions will respond to the needs arising from the various programme
activities.

To ensure the objectives are duly monitored, all actions (with the exception of
individual exchanges) shall be the subject of a specific proposal made on a
standard form and outlining any measurable indicators. Major requests for
funding shall also be accompanied by a detailed implementation plan showing the
commitments of the respective parties.

Programme tools

The programme tools used shall include the full range of tools used under Customs

2002 (including information exchange and communication systems, management
and project groups, benchmarking, seminars, workshops etc).
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Information from all actions shall be fed back to the relevant management
instruments to ensure full use is made of any experience gained to the broader
benefit of the Community.

NewCustomsTransit System (NCTS)

NCTS launched in 1995 by EU initiative has taken the role of an increasingly
important system functioning cross border. Initially, the NCTS project was restricted
to transit procedures. However, given the possibilities offered by the system in terms
of the exchange of information between Customs administrations and given recent
developments in terms of export control requirements, the CSI provides for the need
to monitor the movement of excise goods, and the Commission’s plan to develop the
‘Electronic-Customs’ project. The NCTS has become the backbone for all these
projects. as a matter of fact, the philosophy of the NCTS, coupled with the structure
developed for it and the way of exchanging information among administrations, will
serve as a basis for all these projects. NCTS is paving the way for the different
European Customs administrations including the Accession States to work in a new
way. Thus it also becomes a vital tool for the TRACECA countries ’.

Note: Bulgaria, Romania and Turkey are participating to the NCTS
workshops as observers and are preparing to implement the NCTS in a
later stage. This strategy certainly will influence the other TRACECA
countries, and it is therefore anticipated that, subsequently, NCTS shall be
followed by the Eastern TRACECA countries.

The E- Single Administrative Document (E-SAD)

The use of the Single Administrative Document (SAD) was common practice in the
EU member states. It is certainly reflected in the development of documentation in
the Candidate countries and also for current initiatives for single documentation in
the TRACECA countries. TRACECA has for some time been working with SMGS, CMR
in practice and the TRACECA Visa concept. It may be useful to note that the SAD
made an easy conversion from a mere paper format to an electronic version. The
CEC stated: “Since its introduction on 1 January 1988 Customs legislation has
undergone fundamental changes, in particular as a result of the introduction of the
single market on 1January 1993 and the Community Customs Code on
1 January 1994. Technological progress, and in particular the increasingly
widespread use of computer-based clearance methods, has also made it necessary to
amend the provisions governing the use of the SAD. The SAD is now primarily used
between EU and non-EU countries as the majority of internal EU documentation is
either obsolete or in obsolescence.

It is also necessary to bring together all these provisions and to republish the form,
which has been amended since it was first introduced. In order to guarantee the
Community’s economic operators and Customs administrations the most harmonised
and simplified documentation possible, it also seems necessary to conduct, in due
consultation with the representatives of the business circles concerned, a regular
review of the requirements connected with the use of the form in the light of

7 Cf. full text contribution of the CEC in the Annex



develcgpments in business practices and the activities of international forums in their
area.”

$ SAD Committee proposal - TAXUD/1241/2002 R1, Sept. 02
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The HBCP Project Approach

The selection of recent developments, in Part I of this document, has certainly been
reflected in the HBCP project proposals and methodology and thus the HBCP Project
approach comprises state of the art solutions linking the TRACECA countries closely
together through significant improved efficiency at the borders. The Project
recipients and beneficiaries participated actively, through the TRACECA National
Secretaries and the National TFWGs, in the definition of principles at Border Crossing
Points (BCP's) and moreover they have identified implications which need to be
resolved in order to implement these principles. As a result both trade facilitation
and security needs were amalgamated by forming an overall network to be
operated jointly by all parties concerned. It is foreseen that Authorised Users
will have access to read and enter data of the information network functioning
throughout the Transport Corridor. To highlight this integrated process an animated
example has been prepared by the project which shows how the future procedures
at a road border may work®.

The E-Check Fiche

In particular it is the electronic Check Fiche which serves as an overall information
source linked to all parties concerned'®. The Check Fiche is seen as a document
which contains the relevant data of all individual processes at one particular BCP.
Thus it permits ex post analysis in case of questions and research. The use of some
form of Check Fiche is quite common practice in most of the countries visited.

The current HBCP Project designed ‘example’ version of E-Check Fiche provides for
links to databases so as to retrieve RAS data and — at the same time insert up-dated
information. It further contains the summary of payments to be done with regards to
the “fiscal” elements. At this stage it should be noted that payments should solely be
collected by Customs on behalf of all relevant government entities. The operational
procedure is outlined below:

- Goods declared for export/transit. All relevant data transferred to TRACECA
Database. Truck loaded, sealed, starts journey to the border.

- Truck enters Customs Zone, identified by camera — e.g. registration plate
identification,

- Registration plate searched for in the TRACECA Database

- E-Check Fiche opens automatically triggered by identification of registration
plate,

- Date and time entered automatically at opening the E-Check Fiche.

- Border Police and Customs simultaneously check documents as shown in the
HBCP Project animation and enter the relevant data into the E-Check Fiche (e-
documents).

- Upon completion of clearing process, data are entered into E-Check Fiche by
both Customs and Border Police in their respective fields. Note: Customs
should be authorised to check documents on behalf of other services as e.g.
Agriculture, Road Administration, etc.. Only in case of particular need should a
truck be referred to agriculture facilities who should be located away from the
immediate border controls.

? Cf. HBCP Procedures at Road Borders, computer animation, May 2003
' Cf. HBCP E-Check Fiche, 1* Draft, July 03
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- E-Check Fiche linked to other sheets e.g.: Follow-up, Invoice/Receipt (these
sheets are not yet designed by the HBCP Project).

- Follow-up sheet contains results of the Check as i.e.: routing to next authority
and time-window granted. There could be a variety of choices, i.e.:

- GO TO “Service Building” for questions/irregularities observed,

- GO TO investigation area for detailed search, (security or contraband)

- GO TO Agriculture facilities for clearance,

- GO TO next BCP, follow the route given, etc.

- Invoice contains all payments due and paid for by any method of payment
accepted. Invoice/Receipt shall be printed and given to driver.

- Upon truck leaving the clearing E-Check Fiche is closed automatically or
manually by Customs officer, date, time inserted automatically. Automatic
closing could be triggered by electronic induction (built into the tarmac which
reacts to pressure or optic signal) and transferred to the TRACECA Database
for retrieval by the authorised persons.

It should be understood that this version is not final. On the contrary:

It is strongly recommended to discuss the operation of the E-Check Fiche
in more detail with all parties concerned and subsequently decide on the
final TRACECA version.

The IT network will form the backbone of both trade facilitation and security
requirements. On the one hand traders will have the opportunity to declare their
goods at the place of origin on a set of documentation valid and accepted all the
TRACECA Corridor parties through until the final place of destination. Additionally,
the other relevant authorities involved, in adjacent countries, will be able to access
joint databases for background information.

In the end the process results simultaneously in accelerated speed at the BCP and in
improved security.

Links to E-Government

A closely-knit IT network, in TRACECA, is already in existence and is spreading
further at a rapid pace. E-Government may be understood as a wide number of
public administrations which are linked to each other. This network has been initiated
within the EU member states and is currently spreading rapidly among the Candidate
countries. Furthermore the ideas of E-Government are under discussion in other
countries as well. In essence the advantages are seen as twofold:

e Service

e Control

By operating on agreed standards, data may be generated, handled and transmitted
across borders among all parties concerned which are legitimated and authorised to
enter the particular E-Government net. This procedure certainly reduces downtimes
and raises efficiency concerning all public activities. Moreover it is well noted that
such a network also provides a perfect tool for effecting control among public bodies,
notably Customs and Immigration/Border Police. It goes without saying that the
world wide efforts of fighting fraud, smuggling, money laundering and terrorism, etc.
are benefiting from such networks functioning across borders.
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In the EU the Interchange of Data among Administrations (IDA) is very active and
supportive in spreading E-Government news around the world*’.

The project approach for TRACECA countries has been pro active to link up with IDA
objectives; thus it is logical to advocate for a expanding IT net linking all TRACECA
countries on standards to be agreed upon.

Current Project Phase - Results as a basis for further decisions and actions

The HBCP Project has followed closely the requirements of Trade Facilitation and

Security aspects and it has produced solutions and proposals for the countries which

substantially enhances the present situation. Following the HBCP Project proposals

the TFWG's, of most of the Black Sea and Caucasus countries, have prepared their

decisions for improvement under the Chairmanship of the TRACECA National

Secretaries as follows:

e Decisions on future border crossing procedures at road, rail and maritime borders
are listed country by country cf. Table 1.

e Identification of implications that must be met in order to implement the
decisions, cf. HBCP Project Table 2.

The previous mentioned HBCP Project computer animated version of the future road
border procedures, after Table 1 and Table 2 requirements are being implemented,
has served as a vital tool to convince all parties in the EC, UNECE and in the Black
Sea and Caucasus countries of the suitability of the recommended procedures. It is
hoped this tool shall further serve to convince other parties who have not yet taken
decision.

In this context the proposed Electronic Check Fiche design may serve as a standard
document at all TRACECA BCPs. The present version is for internal discussion and
subject to decisions to be taken by the TFWG’s members in all the TRACECA
countries.

Project Sustainability Risks

e Although results of the TFWG's, under the National Secretaries, have been found
to be very successful there is however a risk, at this stage, of non-follow-up
thereby jeopardising the sustainability.

e The present understanding, from the Project Task Manager, is that no immediate
additional input can be given to the project and thus the expertise and experience
gathered for this project may be unavailable in the near future. This would
certainly create the risk of project concept repetition and consequent higher cost.

e By finalising the project work the Contractor points to the urgent need not to
loose momentum of the TFWG’s and continue in order to finalise the challenging
and promising results so far achieved. It is now up to the National Secretaries
themselves, hopefully strongly supported by their individual governments, who
are expected to drive the TFWG'’s into the future. This certainly requires
dedicated budgets to support the TFWG’s and availability of these budgets are
not known as yet.

e In particular the exchange of achievements and requirements of neighbouring
countries appears of great importance. The exchange of experience of countries
who have gained proportionally more experience already, in the context of IT

"' Cf. IDA at: http://www.europa.eu.int/ISPO/ida/eqovo
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supported integrated border management, should working with their neighbours.
However, it is noted that limited initiatives has been observed, so far, to do so.

Projects which invest into BCP’s certainly need to be fully informed on the

findings and decisions of the TFWGs. This is of particular importance for
designers. The new procedures developed and agreed need to be reflected in the
infrastructure, organisational and equipment needs. It has been observed that
even some projects within TRACECA region are not fully aware of the HBCP

Project work results and thus investments and resources may not be disbursed to
the best of its potential. Against this background TRACECA should formally inform
other programmes within the EC and other IFIs on the future requirements at the
BCP’s.

In earlier contacts with the UNECE it was noted that TRACECA does not
maintain close enough collaboration with the UNECE. It should be noted that
UNECE is continuously working on the amendments of important documents,
e.g. Conventions which regulate transit and border crossing procedures. It is
therefore a risk to run certain TRACECA projects and decide on investments
without effective feed back from the UN ECE.

Some relevant Meetings and Activities are listed below:

Transport Division, Border Crossing Facilitation.
Forthcoming meetings (selection):

1-2 September 2003
Informal ad hoc Expert Group on Conceptual and Technical Aspects of
Computerization of the TIR procedure (Budapest), 3™ session.

22 September 2003, p.m.
Ad hoc expert group meeting on the new draft Annex 8 to the “"Harmonization
Convention”.

23 September 2003, a.m.
Ad hoc expert group meeting on the draft UNECE Convention on International
Customs Transit Procedures for the Carriage of Goods by Rail in SMGS region.

23 p.m., 24 and 26 September 2003
One-hundred-and-fifth session on the UNECE Working party on Customs
Questions affecting Transport (WP.30)

25 and 26 September 2003
Thirty-fifth session of the TIR Administrative Committee (AC.2)

Other News

27 June 2003
Amendments to the TIR Convention
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CUSTOMS INFORMATION SYSTEMS IN TRACECA COUNTRIES
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INTRODUCTION

Very few of the participants in the TRACECA programme have an integrated customs
information system (ICIS) and not too many look likely to implement one in the near
future, despite universal embracing of the principles of customs modernisation and the
acknowledgement that its achievement is not possible without ICIS. It is true, however,
that all TRACECA countries are implementing some elements of such a system, to a
greater or lesser degree.

SYSTEMS AND SUPPLIERS

There have been automated Declaration Processing Systems for many years, starting with
the advent of ASYCUDA and Sofix. Although Declaration Processing was the hub of such
systems, later offerings have been oriented towards trade facilitation processes that tend
to relegate Declaration Processing to a more subordinate role, though nevertheless
recognising its key importance.

No single product is currently considered to be a front runner and all have their
disadvantages — and whether systems have a price tag, or are offered as “free”, they all
carry a cost, both monetarily and in the inordinate commitment of resources. Certainly,
the situation with regard to systems and suppliers does not afford much opportunity of
making a straightforward comparison between equivalent customs applications packages.

Figure 1 shows the status of systems and suppliers.

SYSTEM SUPPLIER COMMENT

ASYCUDA UNCTAD Still the most installed system

AsycudaWorld UNCTAD New, Internet-based system

TATIS Tatis S.A. Complete system from knowledge
management viewpoint

TIMS Crown Agents Emphasis on risk management & trade
facilitation

UAIS (Russia) Russian Customs Basic, but a real player in the region

UAIS (Kazakhstan) Kazak Customs More advanced, but project only at this
stage

Sofix Douanexport Limited penetration

National Systems Various Unlikely to be supported well

Bespoke Systems High risk, but successes established

Figure 1: Suppliers and Status

UAIS (Russian System)

The system is reportedly offered free of charge, and is reputed to work well, though
Russia does not have a homogeneous system and this package is only installed in certain
Oblasts (regions). Nevertheless, the historical ties with Russia and the position of that
country as a major trading partner make this a serious consideration for areas influenced
by the former Soviet Union.



The system is designed on a decentralized principle in both hardware and software
domains. This was necessitated by the geographical remoteness of regions, resulting in
local computing networks interactive between themselves through networks of Rostelekom
(Russian Telecom) data communications in on-line or off-line mode - in effect a
heterogeneous information system with a unified format of primary data, gathered in
central database servers, i.e. centralized databases, based on decentralized sources of
information and admissions (entrances) into the system.

The UAIS (Unified Automated Information System) is client-server/web-server architecture
with

Information storage and archive devices (Compaqg, Sun Microsystems);
PCs and peripheral equipment (Dell, Compaq, Hewlett-Packard);
Network equipment and routers (Nortel, Bay Networks, Cisco);
Operational systems Solaris, WinNT (Sun Microsystems, Microsoft);
Database management systems (Oracle, MS SQL).

UAIS (Kazakhstan System)

The project Kazakhstan Unified Automated Information System of the Customs Committee
of the Republic Of Kazakhstan places great emphasis — and goes into considerable detail -
on the communications infrastructure and the security aspects, both of which are crucially
important, but UAIS was scheduled for development in two phases.

The first phase should contain the following functional modules:
Foreign trade statistics;

Regional foreign trade statistics;

Transit;

Directories of legal acts appertaining to customs;

Customs registration in trade and non-trade turnover;
Customs-Banking currency control: export and import;

Control of accuracy and completeness in customs charges;

Control of licensing and quotas, especially on export of strategic goods;
Customs control of processing outside and within Kazakhstan customs territory;
Temporary import/export control;

Information support of tariff regulations.

The second phase is to include:

Information support against smuggling and other violations;

Control of warehouses, including temporary storage;

Control of Free Economic Zones;

Control of confiscated goods:

Information support for safety within the Customs Service:



Customs registrations in non-trade turnover;

Customs registrations of cargoes at Airports, border Posts, internal Posts, Rail Terminals,
Ports, Carriers, Temporary Warehouses, Power Posts and Excise Offices;

Customs registrations of objects concerned with Intellectual Property Rights.

The system appears to be a reasonable, if incomplete, approach to applicable Customs
operations and as a bespoke development it is @ most ambitious undertaking. It is to be
noted that the inauguration of the system was approved by a Decree of Government in
March 1997 and although that is six years ago, the creation, testing and implementation of
integrated software of the complexity implied by the two phases and the technical
stipulations described almost certainly means that the process will be taking a much
longer time than was anticipated. Indeed, there are rumours that serious problems have
persisted.

The ambition for it to be a common customs system in the region might be promoted by
Kazakhstan’s membership of the Eurasian Economic Community, but this would also be
true of the Russian system.

ASYCUDA

The system, as ASYCUDA, ASYCUDA++ and, more recently, AsycudaWorld, is offered by
UNCTAD, the United Nations Conference on Trade And Development, free of charge
(except for support and monitoring, which are by no means cheap, though UNCTAD quote
an average of $2 million for an ASYCUDA implementation against their estimate for
bespoke developments of over $20 million. It has been installed throughout the world,
with varying levels of success, in 84 customs authorities, with Moldova due to come on
stream later this year. UNCTAD claim that all implementations are viable, though 30% of
the 84 are limited in their operation and another 30% are not operating as well as they
might. Certainly the best installations — such as those in the Philippines and Romania — are
highly rated. ASYCUDA is more than just a simple Declaration Processing System, having
the following modules:

MODCBR is the Customs Post module and deals mainly with the input, validation, storage,
registration and assessment of Customs declarations.

MODBRK is a modified version of MODCBR designed for a declarant or customs broker and
gives them a direct electronic connection (limited to only those functions relevant to their
dealings) to ASYCUDA++.

MODACC covers all accounting and payment functions.

MODSEL facilitates control of the selection and flow of declarations through the system
and contains controls to block assessment of selected declarations, plus a range of
querying and reporting functions.

MODCAR is for the preparation and transmission of cargo reporting details, such as carrier
or transport manifests, in electronic format, which can be used with other ASYCUDA++
modules for cargo controls, including clearances and cargo accounting.

MODSDI provides external trade statistical data.
MODTRS is specifically for Transit operations.
MODCHQCF accommodates currency changes.



Head Office and Configuration Modules for set up of the ASYCUDA++ system to meet
national requirements (e.g. forms of declaration, national tariff, tax rates) and for
maintaining database reference data used by the system, such as rates of exchange, and
codes including importer, declarant, bank, warehouse, etc.

ASYCUDA++ will not be undergoing major functional amendments in the foreseeable
future though technical modifications will continue. UNCTAD have instead invested their
expectations in AsycudaWorld, a web-based, e-customs platform, not only using the
Internet to integrate customs operations, but also using advanced techniques to
communicate without permanent connection over difficult terrain, encompassing “from
palm top to mainframe” — and therefore deliberately targeted at developing countries with
poor telecommunications infrastructure. It is compatible with and can be added to
ASYCUDA++. The first installation is due imminently, though UNCTAD are not disclosing
the identity of the country concerned at the moment.

SOFIX

Sofix, owned by Douanexport, has a similar 1980s vintage to ASYCUDA. It is the UNIX
version of the French Sofi system, but despite gaining some early installations in Africa,
the system is not widely installed, though the Turkish BILGE system, installed in May
2000, is based upon it.

TATIS

Still a relatively new offering from a Swiss company, Tatis, who promote the system as
constituting “a complete knowledge management solution covering all customs regimes”
by providing “integrated tools and methodologies that capture, validate, analyse and
deliver customs data to the critical user”.

The key elements of the system are:

Declaration Processing, covering all customs regimes within import, temporary admission,
and export and able to function independently or integrated with duty suspense and
compliance management solutions;

Compliance Management, including risk management, import verification services,
customs reform and trade facilitation, post-release audits, transit or bonded warehouse
quality control, industry and company assessments and human resource development;

Enforcement Technology, supplying delivery and feed-back mechanisms to distribute the
output generated by compliance, automation tools through instructions, reporting and
tracking solutions, post-entry audit and mobile task force solutions, workflow management
and integration with declaration processing systems;

Suspense Regime Management, covering Transit, Bonded Warehousing and Bonded
Manufacture.

On the technology front, Tatis emphasise their SmartDocument'™, which uses a secure 2-
D bar-coded document to carry confidential risk and enforcement data to border points,
compatibility with other customs systems, such as ASYCUDA, and communications via the
Internet.

tTM

In order to meet across-the-board requirements, Tatis have formed strategic alliances
with:
e PricewaterhouseCoopers, for tax and legal expertise.



e SGS, known primarily in the customs domain for Pre-Shipment Inspection services, but
keen to dispel the limited image that that invokes and to push their expertise in
revenue protection and trade facilitation.

e Hewlett-Packard, for computer systems supply, implementation and support.
e Oracle, the leading database environment supplier.

This is a formidable teaming, ostensibly able to meet the vast majority of requirements of
prospective clients, but nevertheless the lack of installed base still persists, though this
might be turned to advantage during initial negotiations.

TIMS

TIMS stands for Trade Information Management System and is offered by Crown Agents,
a UK company arising from a Customs background and with worldwide experience in that
sector. Rather than describe the application as a Customs Automation System or even as a
Declaration Processing System, Crown Agents refer to TIMS® as “a powerful investigative
tool which undertakes risk analysis, price comparison and manages intelligence data” and
they are also emphasise that though it is standalone it can readily be interfaced with
others systems, such as UNCTAD's ASYCUDA.

This last point fits in with their strongly expressed philosophy of fitting in and
complementing customs operations, working with customs authorities to augment overall
development. They point to Bulgaria where the assistance is specific and complements the
bespoke system developed by Bulgarian Customs and to Mozambique, where “they didn't
put in a single computer for a year, following careful assessments of the actual needs”.

Crown Agents almost seem to devalue the system in describing it as undertaking risk
analysis, price comparison and managing intelligence data, with a design that will assist in
the reduction of fraud and the collection of the correct revenue. They go on to say that
TIMS® can be adapted to meet individual requirements, used to improve frontier control
and risk targeting as well as being a valuable tool for post importation audits, warehousing
and transit management. All of which, although it is an impressive list, is stated in a rather
low-key fashion. Its benefits are listed as:

Efficient Utilisation of Resources;

Revenue Protection;

Trade Facilitation;

Timely and reliable trade statistics;

Faster processing of declarations and therefore clearance.

On the technology front, Crown Agents are excited about I-Seal™, their intelligent
electronic seal for transit, which not only provides security and carries the data associated
with it, but will record any attempts to interfere with it en route. Crown Agents provide
web enablement, but, in contrast to UNCTAD and Tatis, do not believe that it will
necessarily be the future route for customs communications.

Regarding presence in the general region, Crown Agents are in process of delivering a
radical programme of customs reform to Bulgarian Customs, are working with Russian
Customs in Moscow and are assisting Development Agencies in Afghanistan.



Adaptations of National Customs Systems

The most notable system in this respect is Cusmod, the customs modernisation system in
the very highly rated New Zealand Customs; although its suitability for Central Asian
Republics and the CIS might be questionable in that it focuses on sea and air traffic as
befits an island environment. Its claim to excellence is based on its advanced intelligence
and trade facilitation features. Andersen Consulting, now Accenture, helped in its
development and were rumoured to be marketing it, but it does not appear in their
promotional material as anything other than a case study, which is a pity.

The absence of Cusmod from Accenture’s portfolio would explain its absence from the
marketplace, since New Zealand Customs itself would scarcely be likely to offer it as
product. In fact, it is said that many a Western customs authority would /ike its bespoke
system to form the basis of a commercial application, but few, if any, are prepared or able
to meet the requirements needed to market, implement and support such an undertaking.

Examples could include TDS from Swedish Customs, Model 90 from Swiss Customs and
the German Atlas system. Benefits would depend on the magnanimity of the donor
country, the state of completeness of the system and the modernity of both platform and
approach. Taking a system in development, one step behind, as proposed for Poland’s
installation of Atlas, is not recommended (the example could be examined in relation to
the Kazakhstan system).

Bespoke Developments

Notwithstanding that the Kazakhstan system could become a cooperative bespoke
development, this method otherwise carries exceeding high risk and potentially escalating
and uncontrolled costs, but with proper management and the backing of Traceca
countries, it could become an option.

Nevertheless, most Western Customs authorities have implemented bespoke systems and,
in the region, Bulgarian Customs is proud of its in-house development.

IT Suppliers

Major IT players, such as Hewlett-Packard, Microsoft, Oracle, Siemens-Fujitsu, Dell and
IBM do not seem as yet to have adopted a proactive presence in nor a strategic approach
to the customs marketplace, but usually seem to respond in association with systems
developers, on a bid-by-bid basis. None offer customs application packages of their own,
despite the numerous projects that have been implemented with their products. Not even
IBM, for example, who won the multi-billion dollar project to automate the US Customs,
have used that bespoke development to springboard a marketable package. Hewlett-
Packard have an association with Tatis, are working on the Lithuanian Customs
ASYCUDA++ implementation and have promoted a strong interest in e-government, but
they too have not opted for application development.

Neither company, nor similar organisations, can perhaps be blamed if their marketing
presence in the customs sector is not well defined, since there is no Western market for a
unified system that would underpin a global marketing venture. Table 2 shows some of
the different systems in operation in the West and none are based on a packaged
approach.



COUNTRY SYSTEM DESCRIPTION
Austria tba
Belgium Sadbel gﬁ;élTxi :rrL:E%angtiSé de Dédouanement pour la Belgique
Canada CCS Customs Commercial System
Denmark tba
Finland tba
ERSncE Sofi Isrz/:et;érzgg (;:Ir;ca)lrdinateurs pour le traitement du Fret
Germany Atlas Automatisiertes Tarif und Lokales Zollabwicklungssystem
Greece tba
Ireland AEP Automated Entry Processing
Italy Aida Automazione Integrata Dogane e Accise
Luxembourg Sadbel gﬁéélmi :;;%T?gtisé de Dédouanement pour la Belgique
Netherlands tba
Norway tba
Portugal tba
Spain Adabas
Sweden TDS Customs Data System
Switzerland Modele 90
United Kingdom | Chief Customs Handling of Import and Export Freight
uniedSes | ace | Mol commerc Eputonmnt - spersding AC

Table 2: Automated Customs Systems in Western Customs Authorities

CONCLUSIONS

In Table 2 the automated customs systems installed by Western customs authorities are
all bespoke and differ from each other in significant technical areas. Arguably, therefore, it
would be inappropriate to expect that all TRACECA countries adopt the same system of
customs automation.

The most crucial aspect to those different Western systems are that they are compatible
with each other and can readily transfer data, via international conventions, such as
Kyoto, common standards, such as the SAD, and trans-national facilities, such as NCTS.

Compatibility is implicit, of course, with common systems - and development, operations
and communications are a great deal simpler and more cost-effective. Nevertheless, it is
more important by a magnitude that effort be directed at ensuring that the customs
systems of TRACECA countries are able to communicate with each other and with the



outside world rather than endeavouring to promote systems that are identical or similar,
especially in the light of already established systems and prevailing preferences.
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TRACECA - The Importance of Trade Facilitation

"....s0 it is upon the sea-coast, and along the banks of
navigable rivers, that industry of every kind naturally begins to
sub-divide and improve itself, and it is frequently not till a long
time after that those improvements extend themselves to the
inland part of the country”.

Adam Smith - The Wealth of Nations

Background

Although these words of Adam Smith are more than 200 years old, they have not lost
any of their meaning. Maybe even more so, than in the late 18th century of Adam
Smith, trade tends to concentrate along coastlines and, to a lesser degree, rivers.
Recent research demonstrates clearly that in trade affairs landlocked states are in a
disadvantageous position in comparison with coastal states. The main reasons for
this are the low costs of maritime transport and the high costs of inland transport. A
number of TRACECA-countries are landlocked and are therefore in a disadvantageous
position in comparison with coastal TRACECA-countries. Nevertheless, also these
coastal TRACECA-countries face problems with high shipping costs that have a
negative impact on the competitive position in global trade of these countries. The
main reason for these high shipping costs can be found in the figures 1 and 2 below,
which clearly show that all kind of port fees and customs duties in the port (in this
example case, Poti) sharply increase the costs of shipping?.

; Jeffrey Sachs, “Shipping Costs, Manufactured Exports, and Economic Growth™, January 1, 1998
? World Bank, “Transport and Trade Facilitation Issues in the CIS 7, Kazakhstan and Turkmenistan”, paper was
prepared for the Lucerne Conference of the CIS-7 Initiative, 20th-22nd January 2003.



Figure 1: Cost in US$ and time in days for one TEU shipped from Yerevan (Armenia)
or Baku (Azerbaijan) to a major port in Northern Europe in 2002.
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Figure 2: Cost in USD and time in days for one TEU shipped from a major port in
Northern Europe to Tbilisi, Georgia in 2002.
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Especially these costs that — many times unnecessary — increase shipping costs
(mostly at borders) are the focus of "Trade Facilitation”. The World Trade
Organisation (WTO) defines trade facilitation as the simplification and harmonisation
of international trade procedures. Procedures in this context refer to: "the activities
(practices and formalities) involved in collecting, presenting, communicating and
processing the data required for movement of goods in international trade". Trade
facilitation primarily involves simplifying (and eliminating where possible) formalities
and procedures, in particular related to import, export and transit of goods
harmonising applicable laws and regulations improving and standardising physical
infrastructure and facilities, including transport, and customs facilities; and
standardising and integrating information definitions and requirements and the use of



information and communications technologies so as to exchange this information
efficiently.
In practical terms, trade facilitation focuses on creating efficiency and reducing costs
across the entire trade transaction process, a process that involves a series of
activities including:

1. agreement of sale between the buyer and the seller;
processing of the agreed commercial documentation;
compliance with health, safety and other regulations and standards;
fulfilment of the required Customs and any other documents and procedures
at the time of border crossing;
the efficient movement of the goods from the seller's to the buyer's premises;
compliance of goods with the buyer's requirements;
payment for the goods; and
disposal of goods and end products.

SIS
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This document firstly likes to show that trade facilitation is necessary to stay in line
with global logistical practices. Secondly it will show that high shipping costs in many
TRACECA-countries hamper trade, while low shipping costs in — for instance — the
European Union (EU) has boosted trade, while these low shipping costs in the EU are
a consequence of trade facilitation. Finally it will look at the international
organisations and regional co-operations that stimulate the implementation of trade
facilitation measures.

Trends in global logistics

One of the driving forces of modern logistics is Supply Chain Management (SCM),
which has a strong influence on the way international trade and transport is
performed. SCM starts from the assumption that logistical processes are organised
and integrated at the level of supply chains rather than at firm-level. In this context,
supply chains can be defined as .the sequential flow of logistical, conversion, and
service activities from vendors to final consumers necessary to produce a product or
service efficiently and effectively. SCM involves co-ordination of activities of
participants in the supply chain in order to serve customers optimally, involving
prompt and reliable delivery at minimal costs. In contrast to the past when logistical
and production processes of individual firms were optimised, SCM means that the
supply chain as a whole is optimised. As a result, total value added through the
supply chain is enlarged including profits of each stakeholder.

In the logistics literature, the rise of SCM has notably been explained by three
factors:



1. competition has increased in many markets, due to liberalisation and
deregulation (e.g. the European Single Market). As a result market power
has shifted from producers to final consumers, the consequences of which
will be discussed below;

2, technological progress in information and communication, production, and
transport have allowed further internationalisation of firms and the use of
new logistical systems and concepts (e.g. enterprise resource planning
systems (ERP), simulation-based planning systems, and internet-based
shared inventory information systems);

3 replication of Toyota’s successful control of its supply chain has contributed
to the increased popularity of SCM.

Increased competition in many markets has led to a gradual shift in market power
from producers to retailers and final consumers. Many producers as a result have
been forced to broaden their product assortment and adapt products more to the
needs of individual customers (product differentiation or .mass-customisation.) In
addition demands regarding order lead times and delivery reliability have increased.
Many firms have faced decreasing product life cycles (see e.g. Table 3.4) and a
demand that has become increasingly difficult to predict. Traditional production
techniques of mass production of a few product types, aimed at the realisation of
economies of scale, have therefore become inadequate. Apart from marketing
considerations, this is caused by the fact that large inventories, which are typically
related to mass production, increasingly run the risk of obsolescence and simply have
become too expensive.

Firms have generally responded to the new market conditions in three related ways:

1 firms have tried to reduce competition by distinguishing their products from
those of their competitors. One way is to compete on customer service,
e.g. improving speed and reliability of deliveries (.time-based competition).

2, firms have tended to focus on core competencies, i.e. those capabilities
that are difficult to imitate and that are expected to offer firms a long-term
competitive position. The result is an increase in outsourcing and hence an
increase in the number of organisations that are involved in the production
and distribution network.

3. firms have tried to increase flexibility of production. Rather than predicting
demand, firms wait for customer orders and respond fast and efficient.
Customers however are often willing to buy products of competitors if their
first choice is not instantly available.



Fast response is therefore crucial in order to avoid lost sales. Overall, time has
become a critical factor in contemporary logistics, which is illustrated by Table
1.

Table 1: Average order lead times of European manufacturers, wholesalers, and
retailers

1987 1993 1998 2003 (plan)
Number of days 27 18 12 9

As a result of the above strategies, firms have realised that co-operation with other
participants within the supply chain is a prerequisite for responsive action and
survival. Rather than between individual firms, competition has begun to take place
between supply chains. This has called for an integration of business processes
between firms. One implication is that relationships between supply chain
participants have to be close, collaborative, reciprocal, and trusting rather than
competitive. This clearly requires a switch in thinking since traditionally actors
assumed that the profit of one goes at the expense of the other. Co-operation may
take many forms, including information exchange about sales forecasts or production
planning, and openness in operations and finance.

Figure 3: Finished goods inventory (in days)
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Note: leaders are the 10 percent companies in an industry that are considered to
have a leading position regarding SCM.
Source: Runhaar, “Freight transport: at any price? Effects of transport costs on book
and newspaper supply chains in the Netherlands”, 2003
With respect to supplier networks three trends are observed:
15 increasing outsourcing has led to more suppliers.
2. in order to create lean and demand-driven logistical processes,
manufacturers often have chosen to co-operate with a few suppliers and
hence have reduced their supplier base.



3. there is a trend toward increased sourcing outside Western Europe (see
Figure 4), which is enabled by a reduction in trade barriers and a
fall in transport costs.

Figure 4: Domestic, regional, and intercontinental purchases and sales
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Source: Runhaar, “Freight transport: at any price? Effects of transport costs on book
and newspaper supply chains in the Netherlands”, 2003

There are two trends regarding locations of production facilities. One, many firms
have relocated production activities to low-cost countries, which however is not
specifically related to SCM. Two, customisation activities (e.g. final assembly) are
located close to markets. This allows firms to respond quickly to changing demand,
which requires short lead times. Supply, production, and distribution networks are
often still concentrated within the main global trading blocks, partly in order to
circumvent trade barriers (Western Europe, Japan, and North America). Another
reason is that order lead times are often not competitive when production and
customers are located on different continents.

The dominant trend regarding distribution centres is centralisation in order to
minimise inventories. Decentralised distribution centres are often still employed, but
for the purpose of shipment consolidation rather than inventory keeping. This is
reflected by the emergence of new logistical concepts such as cross-docking and
merge-in-transit. Cross-docking means that shipments from various suppliers are
scheduled in such a way that they arrive at the same time at a distribution centre.
There, they are sorted and directly shipped for further transport, thus avoiding
inventories. Cross-docking requires that suppliers, producers, and carriers narrowly
co-ordinate their transport or production schedules since the absence of inventories
leaves no buffers in the case of distortions in deliveries. Merge-in-transit resembles
cross-docking; the main difference is that it is applied to product components rather




than finished products. Both cross-docking and merge-in-transit aim to minimise the
total cost of carriers, handling, warehousing, and inventory. Compared to traditional
distribution however total transport costs may increase.

Implications of supply chain management for freight transport
Due to the trends in production and distribution described and explained above, firms
have become increasingly reliant on freight transport. The main reasons are:

1. transport-intensity of production and distribution in general has increased
due to for instance longer transport distances and a higher frequency of
orders and supplies

2. the increased time pressure due to for instance postponement of value-
adding activities and competition on customer service has led to a
structural demand for faster, more frequent, and more reliable supply of
goods

The latter is reflected in decisions on modal choice where speed, reliability, and
flexibility have become more important. This is also illustrated by Figure 5, which
shows that carrier rates (i.e. direct transport costs) have become even less important
than speed, reliability, and flexibility. Partly however this is due to falling transport
unit costs. Finally the increased time pressure has led to more direct deliveries and
the use of express deliveries and airfreight services instead of slower, but more
consolidated transport services. As a result the market share of modes that are slow
but often cheap and less polluting such as rail transport and inland navigation has
decreased.

Figure 5: Relative importance of several transport characteristics in modal choice and
carrier choice in EU
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Shipping costs are likely to differ across countries for several reasons. First, and most
obviously, countries that are located further from major markets are likely to face
higher shipping costs than proximate countries. Second, overland transport costs
tend to be considerably higher than sea freight costs. Thus, for a given distance from
main markets, countries with a higher proportion of transit by land will tend to have
higher overall shipping costs. Third, there are extra costs to intermodal transport
(e.g. in which freight must be shipped both by land and sea), because of the extra
costs of transferring between transport modes. Fourth, shipping costs differ because
of differences in the quality of ports administration and/or ports infrastructure.
Countries with better functioning ports authorities, less red tape for traders to work
through, and more transparent and less corrupt customs clearance are likely to have
lower overall shipping costs. Variations in basic port and handling fees can differ
widely across countries. Similarly, countries with adequate port capacity, stronger
ports infrastructure, and more sophisticated packaging and loading technologies are
likely to have lower shipping costs.

Landlocked countries tend to face enormous cost disadvantages. They must pay the
high costs of overland transport from the neighbouring ports (see figures 1 and 2).
These costs are increased by the bureaucratic and often political costs of crossing at
least one additional international border. Infrastructure linking the inland economy
with the port may be very poor, since there is a need for co-ordinating infrastructure
investments in roads, customs houses, and so forth, between the landlocked country
and the port country. The roads linking the landlocked country with the port may be
poorly policed and maintained. Often the coastal economy has no interest in
supporting economic development in the landlocked country (and may even have an
interest in hindering development), for geo-strategic reasons. All of these risks
probably add to insurance costs, as well as to basic shipment costs. The only
alternative for landlocked countries is to ship by air, which is prohibitively expensive
for most goods other than those with the very highest value per unit weight.

The most important consequence of high shipping costs for developing countries are
the detrimental impact on firms’ competitiveness in international markets. For small
countries that exert little impact on world prices, the higher the shipping costs, the
more that firms will have to pay for imported intermediate goods, and the less they
will receive for their exports. More specifically, if a country faces a perfectly elastic
supply of imports or a perfectly elastic demand for its exports (approximately the
case for most developing-country manufactured exports), changes in shipping costs
will be translated one-for-one into changes in domestic prices. In competitive global
markets, higher transport costs would have to be offset either by lower wages or by
reduced costs somewhere else in the production process to allow firms to compete.



In most labour-intensive manufactured export activities, where profit margins are
thin, and imported inputs constitute a high proportion of total output value, small
differences in shipping costs can spell the difference between profitability and loss in
exports.

Transport Costs in EU

Freight transport has grown considerably within the EU during the past three
decades’. Since 1970 freight transport has increased by 122%. The growth has been
especially high during the last decade with an average annual growth rate of almost
3%. Thus by 1999 the total amount of freight transport in the 15 Member States of
the European Union had reached 2970 billion tonne-kilometres. For each EU citizen,
the amount of goods transported each year amounts to 7979 tonne-kilometres.

In the 1990s freight transport grew considerably faster in comparison to passenger
transport, and also compared to economic growth. While GDP has increased with less
than 40% since 1985, passenger transport has risen with slightly more than 40%
while freight transport has gone up with almost 60% over the same period. This
development implies that there has been a significant decoupling of economic growth
and freight transport growth since the mid-1980s".

Figure 6: Freight transport trends 1970-1998
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* This chapter is largely based upon diverse papers submitted for the ECMT conference “Managing the
Fundamental Drivers of Transport Demand”, Brussels 16 December 2002.

* T&E, European Federation for Transport and Environment: “Safe and Sustainable Freight Transport — Our
common challenge”, 2002.
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The growth in freight transport in the European Union has shown a very unbalanced
breakdown among the different transport modes. The increase has concentrated on
road transport, which has had the largest annual growth of 3.9%, while inland
waterways have remained stagnant and the railways have seen a decrease in tonne-
kilometres.

The increase in road transport was particularly high in the 1990s (+41%), mainly due
to the removal of border controls and liberalisation of the EU road transport market.
From 1970 to 1999, road freight transport has more than tripled from 400 billion to
1300 billion tonne-kilometres per year. During the same period, rail lost 46 billion
tonne-kilometres or 16%, falling from 283 to 237 billion tonne-kilometres per year.
The unequal development between transport modes has influenced the modal split.
From 1970 to 1999, rail’s share of freight fell from 21% to 8%, while road’s share
increased from 31% to 44%. Short sea shipping also increased its share from 35% to
40%. In addition, the average distances claimed by each mode increased in the past
in line with transported distances. The average distance for one transported tonne
nowadays is 100 kilometres by road, more than 300 kilometres by rail, and 800
kilometres by short sea shipping.

Table Trends in market share of different modes in Western Europe (1970-1998)

TRENDS IN THE MARKET SHARE
OF DIFFERENT MODES (AS A PERCENTAGE)
IN WESTERN EUROPEAN COUNTRIES

Freight transport in t-km
1970 |1975 | 1980 |1985 |1990 | 1935 11997 (1998
Rail 310 1250 | 23.0 1211 | 170 [ 147 | 15.0 | 143
Road 556 | 634 | 66.3 |65 | 745 [ 77.9)77.9)18.5
Inland waterways | 13.3 | 116 | 10.7 | 94 | 8.4 4] 1.1 1.2
lotal 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100

Source: ECMT Trends in the Transport Sector 1970-1998, 2000

According to a rough estimate, the reduction in the costs of freight transport caused
half of the growth in freight transport (tonne kilometres) over the last decades. The
realised reduction in transport costs is an important driving force behind the growth
in freight transport. The reduction of costs in freight transport stimulated logistical

changes, resulting in lower total production costs while transport volume increased”.

° Arie Bleijenberg, “The Driving Forces behind Transport Growth and their Implications for Policy”, 2002
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This is a crucial observation when considering all the driving factors behind transport
growth from the respective sector policies.

Box 1: Driving forces of growth in transport volume

TERM (Transport and Environment Reporting Mechanism in EU) identifies
the following driving forces behind growth in transport volume:

e Growing GDP

e Disposable income

e Technological development

o Internationalisation with reduced barriers to international
trade

e Decreasing costs of transport

e Changing patterns of production and consumption

e Changes in the delivery patterns of public services

¢ Social factors

Source: NEA Report Decoupling transport from economic growth, 2003

No explicit reference is made in the above box to the increasing value of the goods

shipped. This should however be added. With an increasing value of the

unit/container, the price of transport — already reduced through cost reduction —

becomes even less relevant within the context of the full product chain.

Box 2 Example of irrelevance of transport costs in business economic decisions in the

EU

Transport of Shrimps

Before 1995 shrimps caught in the North Sea by Dutch and Belgium fishermen were
peeled in many cases by their wives in the kitchen. This traditional and suspected
unsanitary practice ended with the adoption of council directive 93/43 of 14 June
1993 on the hygiene of foodstuffs. This directive includes the system of HACCP
(Hazard Analysis and Critical Control Points). The shrimp industry was then
confronted with a choice between automated peeling in Holland and Belgium, or to
continue manual peeling outside the EU. Because of cost and quality differences, they
chose in majority for the last option, and therefore shrimps nowadays travel up to
5000 km in 7 days to be manually peeled in factories in Morocco and return to
Holland and Belgium. Other countries involved in the manually peeling process are
Belarus, Poland and Bulgaria.

Source: NEA Report Decoupling transport from economic growth, 2003
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Trade facilitation as a solution

A country not located close to major markets encounters high transport costs and the

role of institutions becomes relatively more important. It is here that modern trade

facilitation techniques can make a difference, by offsetting the disadvantage of high

shipping costs, and by enhancing the development of institutions through the use of

electronic means for business exchanges and automation. The example of road

transport and fallen transport costs in the EU show that this is possible, even in a

relatively short time.

Another reason why trade facilitation is important for a country is that investment

decisions are often based on the ability of a country to ensure a reliable, low cost

flow of raw materials and components into and out of a manufacturing facility.

Efficient customs procedures have become a national competitive advantage,

especially in terms of attracting foreign direct investment®

The business benefits of trade facilitation are equivalent to the savings in transaction

costs plus the significantly increased business opportunities resulting from the

introduction of trade facilitation measures. These include reductions in the following:
1. Compliance costs (producing and transmitting required documents)

Service charges (banking, insurance, cargo handling, transport, etc)

Time-costs (processing time, procedural time)

Business opportunities cost (lost business or business not considered)

The "hassle" factor associated with dealing with a complex and time-

consuming trade process

6. Personal opportunity cost (time lost in waiting at customs, taking documents
from one agency to another, etc), which is particularly severe for Small and
Medium Enterprises (SMESs)

7. Costs related to unpredictability and corruption

G W

Trade facilitation can help reduce the burdens of bureaucracy for companies,
broaden market access, increase the participation of small and medium enterprises in
international trade, reduce corruption and help all countries obtain benefits from
global trade development. The benefits from trade facilitation can be particularly
important for developing economies, where the removal of trade inefficiencies may
be many times more beneficial to industries than the reduction or removal of tariff
barriers. In addition, trade facilitation can be especially important for small and
medium sized companies for whom the costs of compliance with procedures are
proportionately higher. Trade facilitation is also an increasingly important factor in

& UN/ECE “Trade Facilitation, The Challenges for Growth and Development, Chapter 4.1”, 2003
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attracting foreign investment, especially supply chain related investment, where the
existence of an efficient trading process is essential.

Trade facilitation takes place at the national, regional and international levels. At the
national level it focuses on simplifying and harmonising the trade-related structures
and procedures within a country. However, this in itself is not sufficient. As goods
cross international frontiers, they move from one legal and administrative jurisdiction
to another. It is therefore essential to harmonise trade facilitation norms and
standards internationally and herein lies the important role of the United Nations and
other international standards and rule-setting organisations.
A leading role in trade facilitation is played by the United Nations Economic
Commission for Europe (UNECE, although its name speaks exclusively for Europe, its
geographical scope is in reality much wider). UNECE sees the following as key
strategic issues for implementing and developing trade facilitation over the coming
years’:
1. Political will developing the political will to implement new and existing trade
facilitation measures
2. Promotion of trade facilitation concepts to build awareness at senior levels of
government and business
3. Implementation and development of existing and new trade facilitation
instruments
4. Technical assistance - to support the implementation
5. Co-ordination of trade facilitation efforts among various agencies
6. ICT - development and implementation of ICT technologies and standards to
support trade facilitation
7. Research - into trade facilitation policy issues, performance measurement and
benefits
8. Security - promoting the link between trade facilitation and security.
UNECE has developed 55 international agreements open to accession by all
countries. Of these 55, 14 are dedicated to border crossing facilitation (e.g. TIR
Convention)

The World Trade Organisation (WTQO) was in the past more active in reducing tariffs,
but has placed the topic of trade facilitation since a few years high on its agenda.

The 1996 WTO Singapore ministerial conference recognised the benefit of addressing
"trade facilitation" within the WTO, and the 2001 Doha ministerial conference agreed

X Butterly: “Trade Facilitation in a Global Trade Environment”, background paper for the International Forum
for Trade Facilitation, 29-30 May 2002
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that this topic should be considered for a WTO rules-based agreement with particular
reference to the modernisation of Articles V, VIII and X of the GATT® 1994,
WTO identified the major issues as being:

1. simplification and greater transparency in official documentation;

2. increased transparency and predictability;

3. streamlining of official controls and procedures;

4. the facilitation of trade procedures through increased use of information

technology;
5. harmonisation and simplification of regulations relating to the transport and
transit of goods.

Although these issues are partially covered in existing trade facilitation instruments
and recommendations, many are not binding, some instruments are competing,
others have few subscribers, and not all meet modern business needs and practices.
The WTO ministerial conference in Cancln in September 2003 offers the opportunity
to make a key change in the effective border management of international trade. Not
only is there huge scope for improving the efficiency of the current international
trade process but there is also a compelling need to improve customs efficiency to
deal with disciplines covering emerging and potentially costly new areas of control,
such as security issues and agricultural goods. For example, modern customs
administrations are an operational necessity to ensure that security and trade
facilitation objectives are integrated in ways that maintain both objectives.

Next to the UNECE and WTO the following (not limited) international and regional
organisations are active in trade facilitation:
1. United Nations Conference on Trade and Development (UNCTAD)
World Customs Organisation (WCO)
World Bank
International Monetary Fund (IMF)
International Maritime Organisation (IMO)
International Civil Aviation Organisation (ICAO)
Organisation for Economic Co-operations and Development (OECD)
United Nations Commission on International Trade Law
. International Chamber of Commerce (ICC)
10 Asia-Pacific Economic Co-operation (APEC)
11.Association of Southeast Asian Nations (ASEAN)
12.North Atlantic Free Trade Agreement (NAFTA)
13.Common Market of the South (MERCOSUR)

© O N U A WN

® GATT= General Agreement on Trade and Tariffs
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Concluding Remarks

The example of the EU shows that implementation of trade facilitation measures lead
among other things to lower shipping costs. These low shipping costs are a
necessary condition for competitive participation in global logistic concepts.

In many TRACECA-countries however, shipping costs are very high due to official and
unofficial costs. The consequence of this is that in the end many countries can only
export raw materials and import cheap products. Production for export is very
difficult because the cost prices will not be competitive in a global market.
TRACECA-countries in general should continue with integrating trade facilitating
measures in order to keep up with global logistical and trade practices. This can be
done by countries individually, for instance by accession to international agreements
like the Revised Kyoto Convention. Additionally however, a regional approach
is necessary to create sustainable results, like is demonstrated clearly by
the EU. A country on its own can not achieve this, nor a government without
involvement of the private business sector.
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INTRODUCTION

The objectives of the project "Harmonisation of Border Crossing Procedures” (HBCP)
are to create a platform for harmonised border crossing procedures within the
region, to work towards regional integration with international transport and trade
practices and to promote the movement of traffic along the TRACECA corridor and to
lay the foundations for convergence with EU practices.

In this document the methodology for estimating the effects of harmonisation of
border crossing procedures on transport, trade and economy is elaborated. The
effects of harmonisation on transport flows will be a reduction of transport times and
costs. The larger this reduction the more positive this effect will be; in general a
reduction of transport costs and times will lead to a more efficient use of productive
capacity and to a lowering of prices of goods. As a secondary effect it can be
supportive to trade and economic growth. Following this methodology an
investigation of data required for performing this exercise is made focussing on
availability and usefulness of the available data. Finally a description is given of a list
of activities that have to be carried out in order to be able to estimate the benefits of
the harmonisation of border crossing procedures.

This document is produced on the basis of discussions with the project team and the
TRACECA IGC staff and the results of the two Borders Harmonisation Workshops in
Baku that involved the Project Transport Policy Expert in September 2002 and the
Project Transport Forecasting Expert in July 2003.

The report is structured in the following way.

In the second chapter a background is given of the problems arising from imperfect
working customs. The customs procedures can be seen as part of the process of
transportation, delays and costs at the border add to the total transport cost and
time from origin to destination.

The third chapter describes the methodology for the estimation of the benefits of
harmonisation of border crossing procedures.

In the fourth chapter the required data is investigated on availability and usefulness.

Finally in chapter five, recommendations are provided for further activities in order to
be able to carry out the proposed methodology.




BACKGROUND

Trade and transport in Central Asia’

Transportation costs, as part of the value of commodities are rather high in Central
Asia. As a result, any disruption of cross-border operations in Central Asia has an
immediate impact on the economic development of the countries, and the possibility
to decrease the urgent problem of poverty.

High consumer prices affect the buying power of an already financially weak society.
Besides, the investment climate with disproportionate high transportation costs does
not attract the necessary foreign direct investments to promote economic and social
development in Central Asia.

In order to establish a competitive position on world markets the development of a
regional transportation system should be a priority for the Central Asian states. They
need to focus on upgrading transport networks and cross border operations to
increase regional and international trade and adapt a transport network that
traditionally was oriented toward Russia.

Rail and pipeline connections to the south were non-existent, as all transport links
led north to Russia. This situation was only aggravated due to the fact that transport
networks in Iran, Pakistan and Turkey have also been oriented towards ports on the
Indian Ocean and the Mediterranean Sea, rather than towards Central Asia.

The physical constraints stand in the way of a rapid expansion of intra-regional trade
and the development of new outlets for Central Asia to world markets. Non-physical
barriers at the borders may be addressed immediately, resulting in less delays and
costs at border points. However, also in this field result may only come within years.

Trade barriers of neighbouring countries

Each country in Central Asia strives to enter the global markets independently,
pushing its neighbour’s aside. One-sided and comparable economies producing
similar products are one of the main causes of protective behaviour at all levels. It
results in customs and transport charges, imports quotas and subsidies for certain
commaodities.

' This section is based on the “Central Asia trade & transport facilitation study” carried out by NEA in 2002.




Long and costly customs procedures and other inspections

Overall customs procedures are complicated, vague and often changing. Besides
customs rules are being interpreted in many different ways. Additional technical
provisions often lead to cumbersome inspections related with the differences of
permissible characteristics of vehicles (total weight, axle load and dimensions). Strict
visa regimes also impede international transport. Together with an industry that
often has insufficient knowledge of the customs rules and procedures, customs
handling and clearance of the goods takes too much time. Besides, the industry
suffers a lot of charges from the customs and other inspecting authorities that are
not directly related with any service. A major constraint is the delay in repayment of
guarantees and deposits for goods in transit.

Due to unpredictable transit times companies have to increase their stocks to levels
that exceed the size required for the production process.

Poor transport infrastructure and transport performance

In Central Asia the condition of both the rail and road network is poor. Due to the
low traffic volumes capacity constraints in the network are rare. There is a shortage
in handling and storage facilities in ports. Also international shippers are in need of
high standard terminal and, also bonded, warehousing facilities. This shortage leads
to delays.

Due to the mentioned lack of competition in both the transport and forwarding sector
services are often below standard.

Small and medium sized enterprises in road transport have difficulties to expand their
business because of the lack of international experience and professionalism, their
poor financial situation, and the fact that they suffer the most of protective policies
from neighbouring countries and corruption.

Forwarders lack international experience and the sector has not yet grown mature.
This leads to forwarding companies that do not take their responsibility and step out
as soon as cargoes are lost or damaged. This is also possible due to a poor legal
framework for forwarding. International standards are not yet incorporated and the
sector is hardly organised.




Costs of impediments in trade and transport

Because of a lack of transparency in prices and tariffs the costs of the above
mentioned impediments are difficult to assess. Numerous interviews with the trade
and transport industry in Central Asia have revealed an estimation of the related
costs.

In Central Asia it is generally estimated that the costs of all kinds of delays related
with the above mentioned impediments and the charges that are raised for services
that are not rendered, as a percentage of the total transport costs, vary between:

e 10— 15% for road

e 5-10% for rail transport.

Depending on the world market prices of the commodities, transportation costs in
relation with Central Asia may amount up to 50% of the value of the goods.
Especially for low value commodities, such as agriculture products, the transport to
international markets becomes virtually impossible. Even, as a result, on different
relations the continental transit tariffs are too high to compete with the inter-
continental cargoes.

The total costs of impediments depend on the geographic position of the country, its
economic power and the location in the transport chain, in which, especially in
relation to Russia, Kyrgyzstan and Tajikistan often have unfavourable positions.
Origin of the cargo and the flag under which the goods are transported influence the
delays and charges incurred. It also depends on the value of the goods and the
mode of transport, where more expensive goods and road transport is charged more
than goods in bulk, transported by rail. Containerised goods perform better, both in
terms of speed and additional charges.

Large international enterprises seem to be more able to manage with most of the
customs problems as they often have interrelated interests. As a result, small and
medium sized enterprises with little international experience suffer the most.

The reform process

The Free Trade Agreement between all CIS countries is in fact a patchwork of
reciprocal bilateral agreements on tariffs and trading quotas. Because of the lack of
multilateral consensus trade terms are confusing and complicated, not always leading
to uniform implementation at ground level.




The Eurasian Economic Community, formerly the Customs Union, involve Russia,
Kazakhstan, Belarus, Kyrgyzstan and Tajikistan. Among the participating countries
there is free trade, but external tariffs differ substantially. The plan to establish a
common external tariff by 2005 has not yet been agreed upon, especially as the
intended increase of tariffs is considered to be disadvantageous for the small and
liberal countries in the region. Besides it would make the ongoing diversification of
export destinations more difficult.

Within the Community it has been agreed to join the Kyoto convention at the same
time, which is expected to be in December 2002.

In the Central Asian Co-operation Organisation Kazakhstan, Kyrgyzstan, Tajikistan
and Uzbekistan apply a regional approach in economic and security issues, such as
the creation of free trade zones and the improvement of transport infrastructure. So
far the organisation has not set any specific goals and it lacks the means for
implementation. Within the GUUAM agreement Azerbaijan, Georgia, Moldova,
Ukraine and Uzbekistan intend to promote regional security and political and
economic co-operation among the members. The establishment of a Eurasian, Trans-
Caucasus Transportation Corridor (TRACECA) is funded by the EC, and links Central
Asia and Europe through the Caucasus. The programme, which was launched in May
1993, includes Armenia, Azerbaijan, Georgia, Kazakhstan, Kyrgyzstan, Moldova,
Mongolia, Tajikistan, Turkmenistan, Ukraine and Uzbekistan. The programme aims at
establishing a route that would provide good quality infrastructure, but also facilitate
trade through simplified customs procedures.

The ADB is very active on customs co-operation in Central Asia. At a meeting in the
beginning of 2002 representatives of Kazakhstan, Kyrgyzstan, China, Tajikistan and
Uzbekistan confirmed the need for improved customs co-operation and supported
the establishment of a mechanism for facilitation. This could be a Customs Co-
ordinating Committee at the decision-making level and working groups at the
implementation level. Among the possible key initiatives identified were a Regional
Seminar on the Revised Kyoto Convention, joint processing procedures at selected
border crossings, regional training to develop common approaches, understand
customs operations and introduce new skills and technologies and develop simplified
transit systems to facilitate transit traffic.

Although countries did commit themselves to facilitate trade and transport in various
bodies at different high levels, little result was reached at ground level. The main
reasons for this are the lack of real political will to open up markets and the,




sometimes related, poor efforts to implement and enforce agreements at ground
level.




METHODOLOGY FOR ESTIMATION OF BENEFITS

Methodology

In this section the relation between transport policy, trade & transport facilitation
and the harmonisation of border crossing procedures is explained. As explained
before harmonised border procedures lead to a more efficient (and shorter)
processing time at border crossings, which results in reducing transport time from
origin to destination. Thus it can be stated that harmonisation procedures are part of
trade & transport facilitation. Also the transport policy in general is part of the trade
and transport facilitation.

Trade facilitation, following from border crossing harmonisation procedures, will

result in:

e increased trade (a lower fraction of transport costs leads to a higher demand)

e increased competitiveness (first efficiency of transport is increased, secondly, due
to lower transport costs the “marketing area” becomes bigger)

e increased profits (increased revenues for the government)

Other elements that play a role in trade facilitation are:

¢ Development of advanced forwarding services

e Development of banking/financial facilities

e Developments in the transport sector (road, rail, maritime and intermodal
transport) and transport policy

In this task notably the last item is of importance (the first two items are covered in
other tasks of this project). The development of good infrastructure and an efficient
working transport sector is an important precondition for developing trade. As some
of the countries in TRACECA are highly dependent on international trade, an efficient
transport sector and good infrastructure are necessary.

The central idea is that the effects of harmonisation of customs will have two effects:

a) a time gain for the transport sector (due to lower processing time at a border)
b) an increase in trade because goods become cheaper due to lower transport costs

In order to quantify these effects assumptions have to be made, which will be
explained below.




Time gains

By multiplying the time gains from introducing harmonisation (present processing
time minus new processing time) and multiply this with the total annual number of
vehicles crossing the border, the yearly hours of saving is obtained. This yearly value
is to be multiplied with the ‘Value of Time’ (VoT), which gives a monetary value of
the time savings for each border crossing. This indicates the value of the first best
use of the vehicle by being more efficiently used (and not waiting for borders). By
doing this for all border crossings within TRACECA the total monetary value (by
border and total) representing the benefits of the harmonisation of border crossing
procedures results.

Increase in trade

To estimate the increase in trade because of lower transportation costs (resulting in
lower prices for the commodities and thus leading to an increased demand) is much
more difficult than estimating the time gains. First of all the transport time savings
(due to harmonisation) relative to the total transport time is relevant. In the second
chapter of this report it was stated that, as a percentage of the total transport costs,
the costs for imperfect working customs, can vary between 10 — 15% for road and 5
- 10% for rail transport. From the World Bank report Central Asia trade & transport
facilitation study some indications can be obtained on total transport times and costs
on the most important corridors. Then the relation between transport time savings
and the increase in trade and GDP has to analysed in order to determine these
increases.

Workplan

In this section the details of the approach will be given. The following steps need to
be undertaken (steps 1 to 5 relates to “time gains” as explained in the previous
section, steps 6 to 8 deal with “Increased trade”):

1. Obtain information about the border crossing traffic per year for freight (rail,
road, maritime)

2. Obtain information about the current average time needed for freight vehicles to
cross the border (at both sides).

3. Make an expert judgement (with other experts in the project) what the minimum
time could be under harmonised procedures, and compute the time saving per
border crossing.

4. Make an estimate for border crossings for which no information is available.




5. Compute the total time savings (of all freight vehicles) at each border crossing
and use the VoT to indicate a monetary value. The outcome of this part gives the
yearly benefits of introducing harmonised procedures.

6. To continue with the increase in trade, the total time on corridors should be
related to the time savings due to harmonisation. An elasticity will be used to
estimate the generation effect (from previous studies: a time saving of 1% will
lead to an increase of 0.05% increase in trade).

7. On the basis of this the increase in trade and traffic can be determined.

8. The increase in GDP in the TRACECA countries will be computed on basis of the
increase in trade. The increased GDP will be used as a measure of the benefits
due to trade generation effects.

It is to be investigated in how far rail customs procedures are part of the scheduling of the
transport services at borders, probably in most cases in fastening procedures will not
increase lead times. For maritime and ferry services a similar situation could occur. Data
availability

In this chapter available data is investigated and an overview is given of required
data which is not available.

Data availability — time gains
In an ideal situation the following information should be available in order to
calculate the time gains resulting from the harmonisation of border crossing
procedures:
¢ Number of transport units (freight) by mode (road, rail and maritime) crossing
borders; for all borders and by direction
o Current average border crossing time for freight by mode (waiting time and
processing time); for all borders and by direction
e Possible reduction of average border crossing time due to harmonisation of
procedures
¢ Value of time by mode

A number of sources are available, these sources will be investigated in order to
determine whether they contain the required information.

Border crossing time and traffic: TNREG9803-Traffic and Feasibility Studies

In the “Traffic and Feasibility Studies” a lot of data has been and is being collected
for all TRACECA countries for the years 1998 up to 2002. In every country a “local
coordinator” is in charge of launching the campaign, receiving and checking the
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information. After the checking the information is sent to TRACECA-IGC. The
following data is being collected:

Table 4-1: Data collected in the Traffic and Feasibility Studies

NETWORK PHYSICAL CHARACTERISTICS

Table 2.1

Physical Data for Rail Link

Table 2.2

Physical Data for Road Link

Table 2.3

Physical Data for Shipping Links

Table 2.4

Physical Data for Port Links

Table 2.6

Border Crossing Time (Road and Rail)

SOCIO-ECONOMIC DATA

Table 3.1 (1)

Socio-Economic Data at Oblast Level

Table 3.1 (2)

Main Commaodity Production at Oblast Level

INTERNATIONAL TRADE

Table 4.1 (1)

International Trade Flows Export-all modes

Table 4.1 (2)

International Trade Flows Export-road

Table 4.1 (3)

International Trade Flows Export-rail

Table 4.1 (6)

International Trade Flows Export-pipeline

Table 4.2 (1)

International Trade Flows Import-all modes

Table 4.2 (2)

International Trade Flows Import-road

Table 4.2 (3)

International Trade Flows Import-rail

Table 4.2 (6)

International Trade Flows Import-pipeline

TRAFFIC

Table 6.1

Road Traffic Counts (AADT —vehicles)

Table 6.2

Rail Traffic (Load by Link and Direction-
tonnes)

Table 7.1 (1)

Port Traffic Export

Table 7.1 (2)

Port Traffic Import

Table 7.1 (3)

Port Traffic Transit IN

Table 7.1 (4)

Port Traffic Transit OUT

Table 7.2 (1)

Port- Vessel Movements Export

Table 7.2 (2)

Port -Vessel Movements Import

Table 7.3

Border Crossing Traffic-Vehicles

Table 7.4

Border Crossing Traffic-Commodity

Only for years 1998 and 1999
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For this task, especially the tables 2.6 “border crossing time” and 7.3 “border
crossing traffic” are of interest, these tables have been investigated in more detail.
Since the data for the year 1999 contains the most recent and complete information,
this information has been analyzed. The findings of the further investigation of the
collected data for the year 1999 is summarized in the table below.

Table 4-2: Border crossing time and traffic from Traffic and Feasibility Studies

Country Border crossing Border crossing traffic | Border crossing traffic
time road (7.3) rail (7.3)
road and rail (2.6)
Armenia Empty Only total (all borders) Only total (all
borders)
Azerbaijan Empty Filled Filled
Georgia Empty Partly filled Partly filled
Kazakhstan Empty No file Filled
Kyrgyzstan Empty No file No file
Moldova Road filled, rail Filled, directions Filled, directions
empty together together
Mongolia No file Filled No file
Tajikistan Empty No file Filled
Turkmenistan Empty Partly filled, only Filled
incoming
Ukraine Road partly, rail Contents unclear Contents unclear
empty
Uzbekistan Empty No file No file
Bulgaria No file No file No file
Romania No file No file No file
Turkey No file No file No file

Templates of the tables that have to be filled in have been sent out to the local coordinators
in the Member States, in some cases the tables have not been received back (no file), in
some cases the tables have been received, but nothing has been filled in (empty) and in
other cases the tables have been filled. From this table it becomes clear that, although it has
been asked to provide border crossing time information, very limited information has been
delivered. For the border crossing traffic more information is available, but still there are a lot
of data gaps. Concerning the border crossing time it is remarked that it would be better to
collect this information from the users (truck drivers, operators, ...) instead of from the official
authorities in order to get more reliable information.
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Border crossing time: Border audit (HBCP)

In the present “Harmonisation of Border Crossing Procedures” a survey has been
performed covering a sample of about 70 border crossings in 13 TRACECA countries.
Amongst others information about the processing time at the border is included. The
borders surveyed are given below.

Table 4-3: Border crossings in the HBCP survey

Name border crossing Country Inferfacing country
Ayrum Armenia Georgia
Bagratashen Armenia Georgia
Astara Azerbaijan Iran

Boyuk Kasik Azerbaijan Georgia
Siniq Korpu (Broken Bridge) Azerbaijan Georgia
Bourgas Bulgaria Black Sea
Kapitan Andreevo Bulgaria Turkey
Svilengrad Bulgaria Turkey/Gre
Varna East Bulgaria Black Sea
Varna East Bulgaria not applic
Varna Ferry Bulgaria Black Sea
Varna Ferry Bulgaria not applic
Batumi Georgia Black Sea
Gardabani Georgia Azerbaijan
Krasni Most (Red Bridge) Georgia Azerbaijan
Poti Georgia Black Sea
Sadakhlo Georgia Armenia
Sarpi-Batumi Georgia Turkey
Kuchurgan Ikraine Moldova
Aktau Port Kazakhstan Azerbaijan
Korday Kazakhstan Kyrgyzstan
Lugovoy Kazakhstan Kyrgyzstan
Merke Kazakhstan Kyrgyzstan
Saragash Kazakhstan Uzbekistan
Shengeldy Kazakhstan Uzbekistan
Zhibek Zholy Kazakhstan Uzbekistan
Akhzol Kyrgyzstan Kazakhstan
Alamedin Kyrgyzstan Kazakhstan
Dostuk Kyrgyzstan Uzbekistan
Karaso Kyrgyzstan Uzbekistan
Torugart Kyrgyzstan China
Leushen Moldova Romania
Palanca Moldova Ukraine
Ungheni Moldova Romania
Albita Romania Moldova
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Name border crossing Country Inferfacing country
Constantsa Ferry Romania Black Sea
Constantsa Ferry Romania not applic
Giurgiu Romania Bulgaria
Iasi-Cristesti Romania Moldova
Sculeni Romania Moldova
Siret Romania Ukraine
Dushanbe Tajikistan Uzbekistan
Fatahabad Tajikistan Uzbekistan
Kanibadan Tajikistan Uzbekistan
Karamec Tajikistan Kyrgyzstan
Nizhny Pranj Tajikistan Afghanista
Patar Tajikistan Uzbekistan
Post No 1 Tajikistan Uzbekistan
Regar (Turzum Zade) Tajikistan Uzbekistan
Kapikule Turkey Bulgaria
Samsun Turkey Black Sea
Sarp Turkey Georgia
Farap Turkmenistan Uzbekistan
Sarakhs — not seen Turkmenistan Iran
Turkmenbashi Turkmenistan Caspian Se
Ilyichevsk Ukraine Black Sea
Ilyichevsk Ukraine not applic
Jagodin Ukraine Poland
Khutor Mikhaylovsky, Konotop, Zernovo Ukraine Russia
Kuchurgan Ukraine Moldova
Gisht Kuprik Uzbekistan Kazakhstan
Keles Uzbekistan Kazakhstan
Oybek Uzbekistan Tajikistan
Shumilova Uzbekistan Kazakhstan

The information collected about the processing time at the borders is based on a
single observation. A consequence of this approach is that the annual average
processing time at the border crossing posts can be quite different from this single
observation due to trends over different (time) periods. Furthermore, only a sample
of (important) border crossing posts is included. It is noticed that it was not the main
purpose of this survey to collect the border crossing time. It can be concluded that
the information gives an indication about the processing time at the borders, but it
cannot be used as the average value of the processing time.
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Border crossing time and traffic: Trade and transport facilitation in the South
Caucasus, Policy note on Armenia, Azerbaijan, Georgia - World Bank

In this World Bank study data has been collected for a number of border crossings in
each of the three countries, for Azerbaijan it concerns Astara, Red bridge and Baku.
Information about the number of trucks passing the border and the average
processing time per truck for a period of three successive days has been collected.

Although the applied approach provides a better estimate of the processing time
compared to an approach where only information is collected for a single
observation, the results can still be quite different from the actual average
processing time due to different trends per period (for instance different patterns by
month). Furthermore, the survey covers only a sample of the border posts for a
limited number of countries.

Reduction of average border crossing time due to harmonisation of procedures:
Appendix 04, Border harmonisation procedures - HBCP

In this appendix extensive and detailed information is presented on identified
procedures at the road, rail and maritime border crossings and it contains
recommendations on activities of the relevant services, documents to be used and
time estimates for the processes. Especially the last item is relevant for this task,
norms for the processing time that should be reached after implementation of the
recommendations are given by mode and by type of transport (passenger and
freight).

This information can be used to calculate the possible time savings of harmonised
border procedures (actual average current processing time at the border minus
processing time according to proposed norms).

Value of time

Specific value of time information for the TRACECA region has not been found. In the
report “Feasibility Study for the Turkmenabat Bridge (Chardzew — former name),
Turkmenistan” which is part of the Traffic and Feasibility Studies a cost-benefit
analysis and project benefits are described. Unfortunately, no information about the
value of time is included in this report, maybe VoT information could be found in the
background information of this report.

For Western Europe several studies are available providing information about the
value of time. However, this information can not be applied for the TRACECA
countries since the value of time in these countries will be different compared to

15



Western Europe. It is recommended to carry out a literature analysis in order to find
suitable value of time information. It this information can not be found, the value of
time for the specific TRACECA countries have to be calculated.

Data availability — increase in trade
In an ideal situation the following information should be available in order to
calculate the increase in trade resulting from border crossing procedures:

e Total transport time (including border times) by main corridors and by mode

e Elasticity of increase in trade resulting from transport time savings by mode

e Information about the structure of the economy by country

Since the required data for calculating the time savings is not available, it is not
possible to calculate other items - such as the increase in trade - that need the time
savings as an input. In the next chapter recommendations will be given concerning
data collection and how to calculate the increase in trade resulting from the
harmonisation of border crossing procedures.

Recommendations for further work

From the previous chapter it becomes very clear that the required data for the
estimation of the benefits of the harmonisation of border crossing procedures is not
or only partly available. As a consequence the proposed methodology cannot be
applied for the moment. However, the application of the methodology would provide
interesting and useable results:

e It would provide information about the effects of the harmonisation of border
crossing procedures on time savings, accompanying monetary value, increase
in trade flows and finally economic growth. Such an overview of the effects of
the harmonisation of border crossing procedures could be used in order to
convince different bodies of the benefits and of the need to implement the
recommended procedures.

e The information could also be used for monitoring the situation. By estimating
the current border crossing time and by estimating it again after some time
the changes over time become visible. Without applying the proposed
methodology it is difficult to know the changes over time. In general it is
interesting to know these changes over time, but especially after
implementation of the recommended border crossing procedures it is
interesting to monitor the changes. Although it will probably take some time
before the recommendations will be implemented, the information about the
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current situation is also important because this serves as a reference to
compare the future (changed) situation with.

Although the methodology can not be applied for the moment due to missing or
incomplete data, it is clear that the method would provide very interesting results.
Therefore, recommendations for further work necessary in order to be able to apply
the method are given in this chapter. For some of the activities different options are
possible. In these cases the different options are described, the selection of the best
or most feasible option has to be made in a next step.

Border crossing traffic

Information about the border crossing traffic is partly available, see the information
collected in the “Traffic and Feasibility Studies” project. In an ideal situation the data
should be complete; for all countries and for all modes. For this project all countries
have been asked to collect the border crossing traffic, but for some reason some
countries have delivered nothing or only part of the requested data. An analysis of
the reasons why these countries have not provided the requested data might provide
insight in these reasons, this can be useful input for determining how to improve the
response of the different countries.

One option to collect complete information about border crossing traffic is to analyse
the reasons why countries did not deliver the requested data and modify the
approach based on these results. However, it will take quite some time before new
results of a modified approach become available.

Another option to get complete information about border crossing traffic is to take all
available information as it is and apply estimation procedures to fill the data gaps. An
assignment procedure could be used to assign the trade flows onto the infrastructure
networks taking the traffic counts on the links as restrictions. All information for such
an approach is available from the “Traffic and Feasibility Studies”, besides such an
approach has already been applied for the year 1998 (see report “Traffic Forecasting
Model”).

In case data has been received from the member states, this information is used; in
case no data has been received the results from the assignment procedure are used
as an estimate. This way a complete overview of the border crossing traffic can be
reached.
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Border crossing time

In the “Traffic and Feasibility Studies” project the Member States have been asked to
provide information about the annual average border crossing time for freight
vehicles and freight trains. It appears that very limited information has been
provided. First of all it would be very interesting to know the reasons why this data
has not been delivered. Secondly, if information about border crossing time is
needed it would be better to ask the users (truck drivers, operators, ...) instead of
the authorities in order to get a more reliable result.

Other sources are the survey performed in the HBCP Project containing single
observations of border crossing times for a sample of border crossings covering all
13 countries and the World Bank study containing average border crossing times
based on a three day period for the main border crossings in Armenia, Azerbaijan
and Georgia.

Since complete information about average border crossing time covering all 13
countries is missing it has to be investigated how this information could be collected.
In an ideal situation the average border crossing time would be based on multiple
observations covering the whole year. In Europe this kind of information is collected
by the IRU, daily and average statistics are compiled every day from information
supplied by IRU national associates (see www.iru.org). However, it is not expected
that such an approach will be feasible for the TRACECA region. An option is to collect
border crossing time following the method applied by the World Bank. The collection
of average border crossing time based on a three day period is much better than a
single observation. A disadvantage is that trends over the year are not covered by
this approach. This disadvantage could be alleviated by repeating the approach a
number of times in a year. If the approach would be repeated for instance every
quarter, the results will cover trends over the year at least to some extent.

The approach should be set up in such a way that it can be repeated every year or
every couple of years. By collecting information for different years it is possible to
monitor the situation and analyse the changes and effects of different measures.

Possible reduction of average border crossing time

The norms for the border crossing time after implementation of recommendations
regarding border crossing procedures are available from the HBCP project. Once
information about the current average border crossing time is available the possible
reduction of the border crossing time can be calculated. The norms are equal for all-
countries and all border crossing posts in each country. More realistic time norms for
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the specific border crossing posts in the different countries have to be determined
together with border/customs experts.

Value of time

A literature study has to be carried out to search for value of time information
appropriate for the TRACECA countries. In case no information can be found, the
value of time has to be calculated for the different countries and the different
transport modes.

Estimation of time savings and accompanying monetary value

When the four above mentioned data items are collected the estimation of the time
savings and accompanying monetary value can be calculated according to the
proposed methodology.

Total transport time by main corridors

For the main corridors information about the total transport time has to be collected.
The total transport time consists of loading time, transport time, border crossing time
and unloading time. This information will be used to calculate the relative decrease
of the total transport time due to the implementation of border harmonisation
procedures.

In case no information can be found, the earlier mentioned assignment procedure
could be used to estimate the total transport times.

Elasticity of increase in trade resulting from transport time savings by
mode

Information about the elasticity of increase in trade resulting from total transport
time savings has to be collected. In other words: what will be the growth in trade
when the total transport time decreases by 1%. A literature study has to be carried
out in order to find relevant information on this subject.

Structure of the economy by country

To relate the increase in trade to the increase in GDP, information about total trade
by country, total GDP by country and the share of trade in total GDP by country has
to be collected. A literature study has to be carried out to collect all this information.
Furthermore, information about the relation between growth in trade and growth in
GDP has to be searched for.
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Estimation of increase in trade and GDP
When the three above-mentioned data items are collected the estimation of the
increase in trade and the increase in GDP due to the harmonisation of border

crossing procedures can be calculated according to the proposed methodology.
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TRACECA OVERVIEW AND HARMONISATION OF BORDER CROSSING
PROCEDURES ACHIEVEMENTS

History

The TRACECA Programme was launched at a conference in Brussels in May 1993
which brought together trade and transport ministers from the original eight
TRACECA countries (five Central Asian republics and three Caucasian republics),
where it was agreed to implement a programme of European Union (EU) funded
technical assistance (TA) to develop a transport corridor on a west - east axis from
Europe, across the Black Sea, through the Caucasus and the Caspian Sea to Central
Asia.

The leaders of the partner states consider that the TRACECA route is of strategic
importance, by assuring them of an alternative transport link to Europe. TRACECA
stimulates competition between and with their previously exclusive route to the
north, and newer alternative routes to the south. Furthermore, it is seen as
complementary to their renewed commercial exchanges with the Far East, evoking
the possibility of the ancient Silk Route becoming once again a major trade corridor.
The TRACECA programme has resulted in closer co-operation and dialogue among
government authorities, which has led to agreements to keep transit fees at
competitive levels, and efforts to simplify border crossing formalities. There have also
been agreements to ship large volumes of cargo along the TRACECA corridor,
recognising that this route is the shortest and potentially the fastest and cheapest
route from Central Asia to deep-water ports linked with world markets.

The influence of TRACECA in the region is tangible, by way of frequent organised
regional conferences and seminars, close interaction with the IFI programmes, the
activities of TRACECA consultancy and direct investment projects, and growing use of
the corridor by commercial shippers, particularly in the Caucasus.

Objectives

The EU offers this programme as an additional route that would
complement other routes. The project corresponds to the global EU
strategy towards these countries and retains the following objectives:

To support the political and economic independence of the republics by enhancing
their capacity to access European and World markets through alternative transport
routes

To encourage further regional co-operation among the partner states

To increasingly use TRACECA as a catalyst to attract the support of International
Financial Institutions (IFIs) and private investors

To link the TRACECA route with the Trans - European Networks (TENS)

Milestones



1993

1996
1998
2000
2001

2002

Azerbaijan, Armenia, Georgia, Kazakhstan, Kyrgyzstan, Tajikistan,
Turkmenistan, Uzbekistan

Ukraine has become a full member of TRACECA

Moldova has become a full member of TRACECA

Bulgaria, Romania, and Turkey have become full members of TRACECA
Start of the cooperation between UN ESCAP and TRACECA

Afghanistan, China, Iran, and Greece interested in joining TRACECA



Organisation structure

Inter-Governmental

Commission
Coordination Armenia, Azerbaijan, Bulgaria, Georgia,
Team Kazakhstan, Kyrgystan, Moldavia, Romania,
Tadjikistan, Turkey, Ukraine, Uzbekistan+ EC
Countries represented by either Prime
Minister or Minister responsible for transport

|
i

Secretary General I

- Executive

Permanent
Secretariat

1
1
|
|
|
I
I
1
!
I
1
U
|
1
I
I
I
I
|
|

National Secretaries | National Commission
in Armenia, Azerbaijan, Bulgaria, in Armenia, Azerbaijan, Bulgaria,
Georgia, Kazakhstan, Kyrgystan, Georgia, Kazakhstan, Kyrgystan,
Moldavia, Romania, Tadjikistan, Moldavia, Romania, Tadjikistan,

Turkey, Ukraine, Uzbekistan Turkey, Ukraine, Uzbekistan I




General outputs

The technical assistance provided through TRACECA has helped to attract large
investments from the IFIs, that include the European Bank for Reconstruction and
Development (EBRD) who have made a number of commitments for capital projects
on ports, railways and roads along the TRACECA route totalling over 700 MEURO, the
World Bank (WB) who have made commitments for new capital projects on roads in
Armenia and Georgia totalling over USD 40 million, and the Asian Development Bank
(ADB) who have committed substantial funds to road and railway improvements. In
addition, EU private investors are engaging in joint ventures with Caucasian and
Central Asian transport companies. The EU is supporting the programme with other
EC projects to further enhance regional co-operation and economic sustainability in
the region such as the Southern Ring Air Routes project and the Oil and Gas Pipeline
project (INOGATE).

To date the TRACECA programme has financed 39 Technical Assistance projects
(57,405,000 EURO) and 14 investment projects for the rehabilitation of infrastructure
(52,300,000 EURO).

The dynamic of TRACECA today is stronger than ever, as a corridor and as a broad
movement for transport integration. The TRACECA acronym has been adopted by
partner states and the press as a synonym for the movement to integrate their
national transport systems with the rest of the world. The east-west corridor from
Central Asia through the Caucasus into the Black Sea, and their linking with the TENs
and other world-wide destinations, is a physically functioning reality, carrying
substantial cargo. The integration and harmonisation of the regions transport
regulatory environment with European and international norms is an on-going
process. TRACECA is the principal vector of the European, and indeed of other
international agencies, for the introduction of practices to reduce non-physical
barriers to the movement of goods. UN-ECE, UN-ESCAP, WB and ADB are looking to
the TRACECA projects to carry their message and introduce their working practices.

Current ongoing projects

Harmonisation of Border Crossing Procedures Description: analysis of current
systems and their implementation; setting up a working group attached to the
National Commissions; investigation, proposal for harmonised list of controls and
documents, that conform with international norms; model documents; training and
assistance with reorganisation; creation of the institute of Customs Broker.

Unified Policy on Transit Fees and Tariffs Description: Determination of a
unified policy and equitable levels for the imposition of road transit fees; promotion
of cost accounting methodology; commercial analysis, and regional collaboration;
examination of maritime fees, including port fees in detail, and to propose a
commercially rationalised scale.

Common legal basis for transit transportation Description: The objective of
this project is to provide guidance in the organization of a common legal basis for
transit traffic in each 7RACECA state. The objective of this project will be to



introduce modern technical standards conforming to those of the EU, for road vehicle
characteristics and operations.

Synergy with other donors

TRACECA and the HBCP Project have ensured that they work in close collaboration
with all Donor Agencies and International Institutions such as:

Asian Development Bank (ADB)

World Bank and its affiliates (WB)

European Bank for Reconstruction and Development (EBRD)
European Investment Bank (EIB)

Kuwaiti Fund

Islamic Bank

OPEC Fund

USAID

EuropeAid

United Nations:
UNESCAP — SPECA
UNECE

UNCTAD

WHO

UNDP

In the area of Borders Harmonisation, TRACECA combines its development efforts
with International Funding Institutions to enhance cooperation, to minimise
duplication and to maximise the utilisation of funds.

In the case of UNESCAP - SPECA, the HBCP Project Borders Management
Recommendations have been officially accepted to be implemented within the SPECA
countries.

In the case of the ADB, TRACECA and the HBCP Project ensures that there is close
collaboration, the open exchange of relevant information and Project Presentations
at significant conferences.

In the case of the World Bank, TRACECA and the HBCP Project work closely together
and in Azerbaijan, Georgia and Armenia where they have amalgamate the work of
the Trade Facilitation Working Groups.

In the case of USAID and UNDP, TRACECA has supported training seminars on
borders management for Uzbekistan, Tajikistan and Afghanistan.

TRACECA is constantly supporting all efforts to combine work and results with other
International Agencies both Institutional and Financial.



The Harmonisation of Border Crossing Procedure Project

The project methodology and approach is in full compliance with the European
standards of Project Cycle Management

The strategic objective is CREATING THE CONDITIONS FOR HARMONISED BORDER
CROSING PROCEDURES BETWEEN TRACECA COUNTRIES

The specific objectives are :

Elimination of bottlenecks

Harmonisation of legislation and regulations in accordance with international
standards

Promotion of harmonised and simplified procedures
Fight against fraud
Promotion of close partnership between agencies acting at the border

Development of network for exchange of information

The methodology and approach structure follows :

Q

72 Border posts Audits whose reports have been centralised in a data basis
available on line on the TRACECA web site www.traceca-projects.org

Recommendations have been elaborated following a gap analysis comparing
the current situation and a referential model of modern border crossing
procedures harmonised first of all at the level of National border crossing
bodies

Set of recommendations designed to reach an “Ideal Border Crossing
Procedures Level” in compliance with the international and European
standards.

Creation of the Border Crossing Working Group in each TRACECA country
under responsibility of the TRACECA National Secretary

For Approval on recommendations' objectives as an “ideal” reference scheme
and user requirements analysis in terms of legislation, equipment,
infrastructure, training, control procedures approach, IT developments and
Information systems management


http://www.traceca-proiects.org

o Use of training material concerning:

o Experience of other countries which have developed a similar
programme of modernisation and harmonisation of border crossing
procedures

o Exchange of knowledge on the different aspects of the trade facilitation
based on harmonised and modern border crossing procedures

o Working Group requirements analysis and prioritisation  will imply the
conditions for implementation of the approved recommendations
o Gap analysis
Needs and requirements analysis
Required Resources appraisal
Technical assistance and fund rising policy definition
Implementation plan

000D



Cross-border Agreement on Transit between Kazakhstan and
Kyrgyz Republic

DISCUSSION PAPER

Seminar on trade facilitation and customs modernisation
4 — 8 August 2003, Issik Kul, Kyrgyz Republic

Bernard TOUBOUL

Asia Regional Team Leader HBCP Project



Cross-border Agreement on Transit between Kazakhstan and Kyrgyz
Republic

Introduction

The Cross Border Agreement was originally developed in 1998 in order to facilitate
the approval of the funding protocols for the Almaty / Bishkek road. Its compilation
methodology was essentially to extract articles from the existing regional agreements
to which the countries were both parties, rather than negotiating specific separate
with individual ministries. Customs were not specifically involved in its development
and the areas that caused most concern in finalisation of the Agreement related to
transport matters, particularly axle loadings.

Many articles, included in the cross border agreement between Kazakhstan and the
Kyrgyz Republic on the Almaty / Bishkek road, pre suppose the development of
simplified customs procedures and transit facilitation. Nevertheless, the current
situations shows a low level of application of such an agreement. the internal orders
and instructions of the different interested bodies are not in compliance with such an
agreement considerations

Following a feasibility study for a reform programme of customs in the Republic of
Kazakhstan and the Kyrgyz Republic it could have been possible to analyse the cross
border agreement concerning the principles of simplification of the border crossing
procedures at the kazakh / klyrgyz border post of Kordai / Akhjol.

Nevertheless it must be said that many other regional bilateral agreements
comprises the regional legal framework for border crossing and customs procedures
in the region.

1) Current situation at Kordai / Akhjol border post

Current situation of border crossing procedures at the border post of Kordai / Akhjol
between Kazakhstan and the Kyrgyz Republic is enclosed in the Annex of the present
document.

2) Analysis of the level of application : Comments on the Cross border
Agreement on Bishkek / Almaty route

Article 7

The weight control are not combined between Customs and Police. A video capture
system may simplify the capture and data and be shared as far as concerned by the
different border crossing bodies. The equipment available are not operational. Only a
luggage weigh machine is really provided for the passengers control

Article 8
The bonded warehouses facilities are not provided in respect of the security and
guarantee on the bonded goods.



Article 9
The roadside facilities are reduced to a duty free shop, cafeteria, but no real
communication links, no medical facilities.

Article 10
The road signs and signals are very poor.

Article 17

Transport companies have to receive an agreement from the ministry of transport,
ministry of trade to be licenced to act as an international trade carrier through the
borders.

Article 24

The training is delivered in a 3 week session in Almaty training center for customs
workers employed for less than 1 year. The training conditions are not satisfactory to
enable any efficiency of the completion of border formalities. The turn over of the
staff in border posts make difficult to receive training and be experienced enough in
the routine procedures like TIR, Transit procedures management, safety search and
control (safety on radioactive goods control or chemicals...)

The risk analysis management system is not integrated in the procedures practices.
The 100% control system is still prevailing.

Passengers have still to go out of the buses and be checked at the passport control
points and the customs control points to go back in the buses. During the passengers
documentation controls

Article 25
The formalities on both sides of the border are not yet harmonised. The export data
are not yet used as import data inputs basis.

Article 29
The lack in harmonisation and communication between the border crossing bodies
and actors is one of the major source of inefficiency of the border crossing trade
facilitation.

Article 32

The number of stamps required to release goods is up to 5 in Kyrgyztan customs to
which it must be added the other bodies numerous controls.

The process of customs control is represented in the annex 4.

Article 33

All the border crossing bodies are not equipped with automated devices. Customs
procedures are not automated. Communication links are established with the Bishkek
regional customs house by post or email when possible.

The customs declaration is the Russian based one very compatible and similar with
the European SAD (Single Administrative Document).



Article 34

The payment of customs duties and taxes may be carried out at the customs cashier
till 80000 Som or at the bank or treasury office. The payment is done in exchange of
a customs receipt delivery. The duties payment is managed at the level of each post
and retransmitted to the regional and central customs service office.

Article 35

A customs convoy system is in place to cover the transit of goods from the border
post till the customs point of delivery of goods inside the territory.

In practice the convoys fees have been cancelled but in practice some fees are still
imposed to the traders.

The alternative of a bank guarantee to cover duties and taxes engaged, is not
developed nor promoted by customs authorities.

3) The main causes of inefficiency of the CBA implementation

Poor information technology and communications infrastructure,
Visible and invisible barriers to trade such as placement of goods at payable
temporary warehouses, inspection of transit goods, multiple weighing, customs
deposit and/or customs supervision of non excised goods and, non harmonised
border crossing bodies activity,

¢ Difficulty of customs to accept and manage change and quickly adapt procedures to
keep up with economic change and technological development,
Lack in knowledge in modern customs management techniques,
Lack in understanding of the economic role of customs.

Then, many operational barriers could have been pointed out such as:

e Not elaborated provisions for implementation of international and regional
multilateral and bilateral agreements,
Out dated legislation not yet fully in compliance with WTO and WCO standards,
Lack in legal transparency with co-existing national orders and instructions and
customs code,
Lack in adequate infrastructure and resources,
Lack in control and investigation equipment, legal power and methodology,
Out dated automated processing system and outdated technology or even a total
lack of automation,
Low staff expertise and customs qualification due to a low level of training,
Lack in risk analysis management and predominance of empirical selectivity criteria
of control,
Corruption,
Non reliability and non consistency of the customs control procedure i.e. non equal
treatment of the economic operators,
Heavy and time consuming paper load procedures,
Lack of cooperation and coordination with other border crossing bodies,
Co-existing of bureaucratic hand made and partly or even not at all computerised
processing.




4)

Recommendations

regional approach to issues : integration customs and economic policies, tariff
harmonisation, non tariff and tariff integrated system

border crossing approach of the border crossing issue (coordination of the
TRACECA trade facilitation working groups of Kazakhstan and Kyrgyz Republic
to deal with the possible application of such an agreement)

unification and centralisation of border crossings instructions and orders

single window shop and single stop on each side of the border kordai / akhjol
dissemination of the routine legal frameworks to the traders

common training on transit procedures, TIR, customs techniques, ...
improvement of equipment and infrastructures of border posts

enhancement of the single window principles

transfer border controls to post clearance controls

adopt compliance model profiles

implement risk analysis management systems



Annex. Border Crossing Procedures Audit of Korday/Akzhol Border Point.
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The Central Asian Transit Challenge

Introduction

Transit issues in Central Asia has been well documented for the last years. From the
independence time 12 years ago, the delimitation of the border lines has been
difficult and even conflictuous, the restructuring of the rail, road and, in general, the
transport sector has raised obstacles and problems. Being mainly landlocked
economies, the Central Asian Republics turn back to the transit facility to gain a
comparative advantage to support an industrial potential which still remains low.

Nevertheless, State control and enforcement bodies still focus their attention on the
physical quantity and quality control of goods, the fight against smuggling and
contraband, the severe control on excised goods. The fiscal and economic mission of
the customs authorities appeared around ten years ago within the introduction of the
liberal framework required by the market economy model.

Transit take a huge importance within the trade facilitation framework but in the
same time is a source of considerable issues and obstacles.

The competitiveness of economic operators is at stake as well the competitiveness of
the economy. The current challenge is important on a national as well as regional
level in the framework of the international economic integration and foreign
investment attractiveness for further trade development and then the purchasing
power of the final consumer.

I. Current situation

The current scenario of transport. transit and trade widens for the Central Asian
States, the gate to China in the East, as well as to Europe in the Far-West and
Pakistan in the South, in line with the new reality of trade and transport in the
Central Asian Region. In the recent past, Central Asia’s infrastructures were an
integral part of the Soviet network and therefore primarily developed towards outlets
in the North. Railways were the dominant mode of freight transport, reflecting the
central planning emphasis on raw-material oriented industries. Today, the five
Central Asian Republics, the new land-locked economies of the post-soviet period,
instead have to cope with the challenges of new Euro-Asian trade, which requires a
system of modern, demand-responsive logistics from East to West, with road
transport and transit system as the most efficient partners.

Since independence in the early 1990s, Europe became a major trading partner and
outlet for the Central Asian States. Increasingly, major import/export traffic runs over
long distances to the market economies in the West, rather than to traditional
trading partners in the former Soviet neighbourhood, regardless of prevailing
transport bottlenecks along this corridor.

Nevertheless, inter-republican and CIS trade remains very important for other
countries in the region, accounting for still around 50 per cent of the supplies in most



of the Central Asian Republics. However, also inter-republican trade suffers from
transport difficulties at border crossings as well as in transit.

Again, looking East, one can see great traffic potentials looming in neighbouring
China, ready to profit from the benefits of a reconstituted and operational silk road.
Common understanding has been reached to overcome existing and future
bottlenecks on the new Silk Road, in order to promote and sustain further growth in
both East-West and inter- republic exchange. To make the new silk road attractive to
shippers and transporters, however, calls for the development of a cost-efficient and
demand-oriented transport system which addresses the total distribution problem
from the start to final delivery, including the organisation of the interface between
the road and other mode of transport (railways, ferry services). Sustainable progress
in transport and transit may be brought about by different intervention measures:

. strategic capital investments,
adoption of new technologies,

. harmonisation, simplification and standardisation of operations and
procedures.

Also, an irreversible development in international transport worldwide has been the
use of the container.

The countries participating in the silk road traffic therefore need to speed up efforts
towards the acquisition of sufficient expertise, physical structures and facilities to
implement standardised load concepts, including container through-services in
international trade and transit.

For China, as well, it has been the recognition, that a Euro-Asia land bridge is
substantially shorter and therefore potentially more economical than alternative
maritime connections (by at least 6000 km). For instance, the realisation of a land
bridge to Europe via Central Asia has been for a long time in the project pipeline of
the Chinese Ministry of Communications. The enormous progress of construction and
rehabilitation works observed in the neighbouring Xingiang Autonomous Region of
China, clearly underlines the country’s commitment to the project.

For the land-locked Asian Republics, again, it has been the growing awareness, that
economic growth has been infrastructure driven. The timely provision of transport,
handling and warehousing facilities is the forerunner of economic development. For
Europe, finally, it is the commitment to promote the development of East-West trade
relations and exchange, thus helping to eliminate the disparities between the
western economies and the newly independent CIS countries, providing also better
access to Central Asian markets and resources base.

Since independence, the relative importance of the different overland transport
modes has changed significantly. Indeed, freight volumes carried by the railways
declined dramatically in the whole of the CIS countries, while road haulage won an
increasing market share. In the growing consumer societies of the CAR countries,
road transport is also the ideal mode of transport for local collection and distribution
of freight over short and medium distances. Finally, on many transport relations,



road transport can offer unbroken door-to-door services, while railway transport is
necessarily broken transport with associated risks and costs of transhipment.

The share of road in total traffic will continue to increase. These growth perspectives
for the road sector represent a challenge for both network, and for service providers.
Nevertheless, the road transport system remained deficient in many ways. Typical
shortcomings are a poorly developed road haulage industry, low road standards
and/or poor road conditions due to a backlog of maintenance, as well as a lack of
road-side services and inter-modal terminal facilities, although with great differences
from country to country. Furthermore, the former Soviet Union did not adapt its
transport system to the standards of the International Standards Organisation (ISO).

The objectives of road up-grading and transport facilitation are, regarding the overall
objectives of infrastructure improvements and transport facilitation, are mainly:

. To ensure adequate road standards and facilities,

. To assure the free flow of goods, passengers and vehicles,

. Create a rational environment for modern logistic operations,

. Minimise the costs of transport and transit,
Guarantee easy and equal access to the silk road corridor and its facilities for
all participant States,

. Overall, contribute to a balanced economic growth of the different Central
Asian Republics.

The results achieved in Europe with regard to the development of international
transit arterials and international land transport facilitation, however, may be taken
as encouragement. In the field of transport facilitation alone, for example, all road
permit and quota regulations have been abolished within the member countries as of
1 January 1993. This freedom to provide services extends since 1996 even to the
right of “cabotage”. Altogether, the Single European Transport Market testifies of the
remarkable consensus reached by the member States.

II. Simplification of transit as challenge for transport and trade
development

The Central Asian participating countries are regularly invited to adhere to the
various agreements and ratify them. In fact, the Central Asian States have joined
selected international conventions and agreements but separately and without any
uniform regional consensus. Furthermore, problems still exist with putting into place
sufficient implementation and enforcement mechanisms at national, bi-lateral and
regional level because of mainly:

. Lack of regional approach to issues : integration customs and economic
policies, tariff harmonisation, non tariff and tariff integrated system,

. Lack of border crossing approach of the border crossing issues: issues are
considered on each single State body point of view instead of a common



cross border approach considering the common and combined interest of
each of them,

. Lack of transparency in secondary level of legislation manifested by
multiplication and diversification of border crossings internal instructions
and orders from every body of each country,

. Absence of initiatives promoting single window shop and single stop
principles,

. Lack of dissemination of the routine legal frameworks to the traders,

. Lack of common training on transit procedures, TIR, customs techniques,
inspection methodology, etc.

. Poor information technology and communications infrastructure,

. Difficulty of customs to accept and manage change and quickly adapt
procedures to keep up with economic change and technological
development,

. Lack in understanding the new economic role of customs.

. transfer border controls to post clearance controls

. Lack of due diligence and compliance profiles model

. Absence of risk analysis management and systems

Definitely, the transport planning remains one of the most important means of
regional, trade and economic planning, and keeps based upon:

Firstly, equal distribution of foreign assisted transport investments among the
CAR and other participant countries to avoid or reduce regional development
disparities.

Secondly, efficient and cost-effective transport as the key to successful foreign
trade. This is rather evident for Central Asian exports to foreign countries,
which are largely resource-based materials or semi-finished products such as
cotton, minerals, grains, crude oil, gas and coal, furs and skins. Those
transport goods are highly transport costs sensitive, and competitive pricing of
these commodities requires low transport costs. Last but not least, free
transport flow is required in order to compete with other suppliers active on
the world markets, in terms of punctuality and quickness of response.

Then, objectives of road improvements and transport facilitation need to be
achieved in a multilateral, regional and bilateral framework.

As testified, the current transit situation cannot be said efficient nor effective in the
Central Asia region. Conditions are not attractive to move goods through and within
the Central Asian countries for different reasons. Mainly the transit systems provided
separately in Central Asia do not offer:

a required transport security for goods, vehicles and drivers,

a required safe cover of duties and taxes on in transit goods for the national
budgets of the in-transit countries,

required national transit management systems to discharge and reconciliate
information on the goods from the point of departure, through the points of
passage and to the final point of destination.



= reliable discharge of the goods declared for clearance at the final point of
destination and the discharged transit documentation

In other terms, those problems are usually in:

» |oss of transit goods during the transit movement through countries

= |oss duties and taxes related to the in transit goods not finally discharged

= waste of time due to multiple controls and inspections by numerous State
bodies in each country with break of seals and handling of goods

= waste of time at border crossing points for running the customs formalities

» unpredictability on effectiveness of the movement of goods

III. The main categories of frauds

The majority of frauds are committed on sensible goods such as excised goods. In
addition to traditional frauds, such as false declaration of goods and smuggling, the
transit system is open to more sophisticated, categories of frauds. The different
categories of frauds listed below point out that one of the main causes of frauds is
the paper based exchange of documents. Effectively, lessons learned from the EU
experience of transit systems show that the cause of frauds are in order or priority:

Elaboration and exchange of paper documents,

Length of time for discharge of transit operations,

Principal’s responsibility in matter of guarantee and lack of control on guarantees,
Elusion of the procedure and false declaration of goods.

The main categories of fraud may be listed as follows:

1. Non-completion of transit procedures : Goods fraudulently unloaded
during the route and sold on the market somewhere between the customs office of
departure and the office of destination. As no binding itinerary is generally
prescribed, the vehicle can transit anywhere between the border points. Given the
long period of time (months) required to put in place controls among national
administrations and between national administration, this category of frauds
generally remains long unknown. The use of container will considerably improve the
situation concerning the risks of transhipment and the security of goods in transit.
Many technical tools already exist to secure the goods through border video capture
with electronic data seize and management, electronic seals, etc.

2. Fraudulent completion of transit procedures: Settlement of shell
companies acting as consignee: enormous profits originated by a single fraudulent
transit movement potentially justify the settlement of a company for one single
fraud. These companies often go bankrupt before the payment of excise and duties
and taxes. The regional exchange of intelligence information and data is essential to
confine and fight this kind of crimes and frauds.




3. Stamp forgery or use of stolen stamps: the transit operation is cleared
using false or stolen or counterfeited stamps. The most efficient way to reduce this
kind of fraud remains the technique of random controls on paper documentation
owned by the principal and dissemination of printed evidence of official stamps from
each regional country may prevent such a case. Nevertheless, mutual recognition of

seals and stamps between the regional customs is essential.

4. Declaration and document forgery like False TIR Carnet: Lessons
learned from the European experience show that TIR carnets are used as guarantee
and then generated a secondary market in forged TIR carnets has been created in
various European Member State and Visegrad countries. The regional exchange of

information and data is essential to confine and fight the risk of transit and transport

document forgery as well as the mutual recognition of transit, transport and customs
documentation between the regional bodies.

5 Involvement of State officials: corruption may be collusive or provoked by
threats. Requests for unofficial fees to accelerate the process, arbitrary and unofficial
simplified channels and/or uncertain special privileges for selected companies. the
reliability and confidence in investing in the economic context of the Central Asia

Region will be highlighted with the automation and EDI used for reducing the
opportunities of irregular, illegal and/or non-transparent practices in return for
compensation. Information and communication campaigns of the subject would be
the first initiative toward establishing a transparent climate for trade and foreign
trade development.

Eventually, traders unsatisfactory daily business with State inspection
bodies is the background on which most of the fraudulent practices take
place : Traders are unsatisfied of their connection with State inspection bodies and
complain that their needs are scarcely taken into consideration. The daily contact
with is made difficult by the existence of many different State inspection bodies to
deal with at the border points and on the transit route even in the same country.
Also, they have to interface with a lot of different information systems and
international trade procedures, because of lack of homogeneity, traders have to face
different levels of performance. Definitely, the adoption of Memoranda of
Understanding between the customs administrations, more generally the cross
border bodies, and traders is given a high priority. Systematic dialogue between the
business community and the State inspection bodies to promote the climate for
foreign investment attractiveness and trade development. Trade Facilitation and
Customs Consultative Committee comprising representatives from national trade
organisations and representative groups and other involved government bodies
should be in place in every regional country and meetings should take place on a
regular basis to build up the international trade framework in consultation with each
other . Such an experience is initiated within the TRACECA project of Harmonisation
of Border Crossing procedures between Kazakhstan and Kyrgyztan as a pilot project.




IV. Main issues and recommendations

1. Consensus for accession to the different conventions and
agreements by all the regional countries

The facilitation and simplification of transit call for the recognition of each others’
standards or an agreement on common rules, techniques and standards. The basic
principles and measure of intervention are contained in multilateral transport and
trade and customs conventions and framework agreements, most of them
administered by the UN Economic omission for Europe (ECE), WCO, WTO and others.
The Central Asian States have joined selected international conventions and
agreements but separately and without any uniform regional consensus. A Regional
Integration should induce a regional consideration of the national interest in each
Convention and agreement in which each one of the Republic participates. The
development of the Eurasia Cooperation Organisation and the Eurasia Economic
Union would stress the achievement of a consolidated and effective customs union
integrating the Central Asian Republics as a sub region of different wider regional
zones.

For this purpose it should be figured out the idea of a compensation financial
organ to make the customs duties as part of a “common or transferable” budget
instead of the only national budget of the country of consumption. As the example of
the European Union, the customs duties budget is a community budget. and not a
national one. For the transit purpose, it would not be necessary to cover the duties
and taxes by a covering guarantee for the in transit countries, the guarantee would
cover the only duties and taxes at stake in the final destination and consumption
country but established and managed from the country of departure.

The introduction of practical and correctly and effectively implemented regulations
concerning the temporary import of goods, as for example, the samples required for
international exhibitions, trial testing and commercial meetings are of great
importance enabled by the so-called ATA convention. Again, this is an important
issue to settle in countries like the CAR which need to organise business promotion
activities and business.

Furthermore, the regulation of the transport of dangerous goods, the safety of which
is of major concern as a consequence of risk of heavy accidents may occurred with
dangerous, radioactive goods carrying vehicles. Important construction measures
required in this connection include the provision of “safe havens” (special parking
facilities) as well as special routes for heavy, dangerous traffic by-passing urban
agglomerations. Once again, satisfactory regulatory framework is proposed by the
European Agreement concerning the International Carriage of Dangerous Goods by
Road (ADR) negotiated within the United Nations. So far, the ADR Agreement is
widely ignored by participant countries except Kazakhstan who is signatory
members.

Also, the agreement on standard border control procedures, for health-checks or
quality inspection of freight. A reference code of good practice has been developed
in form of the International Convention on the Harmonisation of Frontier Controls of



Goods (1982). Supplementary, an Agreement on the International Carriage of
Perishable Foodstuffs (ATP) has been developed within the United Nations

We know, that food and fruit processing offers good opportunities for the Central
Asian export industry. Since this convention has been ratified by all European
countries, therefore, compliance is indispensable for the development of a sound
export practice from the CAR countries in particular with regard to food products.
Only, Kazakhstan and Uzbekistan are signatory members.

2+ legal framework and provisions for implementation of conventions
and agreements

The legal provisions for implementation of the different regional customs codes and
such conventions or transit agreements are not really elaborated and often
counteracted by local instructions and orders even contradictory to each other.
Transit operations are not predictable in terms of costs, feasibility, profitability and
sustainability for the economic operators. This point would be added to the already
prohibitive costs of transport due to the level of infrastructures. Definitely attention
should be paid on the required unification, centralisation and dissemination to the

traders and public institutions, of all the legal customs and border crossing
instructions, acts and protocols of agreement concerning the routine procedures
implementation, in force in the Central Asian Republic. The current regional
framework of upgrading the customs code to international standards and best
practices should aim at concentrate the efforts to harmonise, simplify and alleviate

them. In the same time, the customs regime of transit should be harmonised
through the different regional codes

Also, the elaboration of the provisions for implementation the various conventions
and agreement by the different bodies of each country should give rise to a regional

transit procedure guideline to be disseminated as far as concerned to the traders.

- Network and common approach Formulation, Design Standards and
Vehicle Dimensions

The movement of land transport is predicated upon the availability of adequate
infrastructure including a road and rail network which is well connected and meets
minimum design standards and requirements. If, for example, one of the policy
objectives is to realize the inherent inter-modal and other advantages of containers
then roads, bridges and tunnels have to be designed and constructed to standards
which allows their transport. Closely linked to the design standards of roads and
bridges are domestic regulations on permissible vehicle weights, dimensions and
loadings. Clearly, the lowest allowable weights, dimensions, and loadings of the
countries through which a vehicle commences, transits or ends its journey will affect
the overall load which a vehicle can carry. In addition to vehicle weights, dimensions
and loadings there are also safety issues of concern which are related to technical
construction standards of vehicles, roadworthiness and whether the vehicle is left or
right hand drive. In cases where there are gauge differences in railways,
transhipment facilities for containers need also to be provided.



The harmonisation of technical vehicle standards, of road signs and signals should be
set up as an agreement on a standard transport contract, with the final aim

facilitating road safety at country level as well as the settlement of disputes

4, Infrastructure Facilities and Services at Border Crossings

The absence or low volumes of cross border truck transport in Central Asia has not
warranted

the provision of adequate infrastructure facilities and services at border crossings. As
volumes increase however, there is a need to upgrade facilities such as offices for
the agencies responsible for implementing inspection and control measures,
warehouses, road widths on the approaches to the border, vehicle parking areas
(with hard surfaces), reliable electric power sources and telecommunications
services.

Procedures can be harmonised to maximum efficiency, but if the infrastructure is
incapable of coping with these procedures, then the results achieved will be of a
limited nature. Funds have to be allocated under the various donors’ programmes to
radically improve the roads and main border crossing points in the next years and

shall provide adequate border facilities and related installations needed for road

transport and cargo control. Measures will be taken in order to integrate the border
control facilities with a view to introduction of a “single stop” combined Customs and

border crossing control services in each direction.

5. Road Signage

Poor road signage, signs that are not recognized internationally and signage written
in a script which is not familiar to foreign drivers affect road safety and increase
transport costs because of extra running on wrong routes, the need to employ the
same drivers each time or the use of “routemasters” to map-out routes for company

trucks. Similarly harmonized traffic rules and regulations are required to ensure safe
movement of international road transport.

6. Traffic and transit Rules and practices

The provision of transit rights for goods does not necessarily provide transit rights for
vehicles. Ideally, efficient transport transit requires no transhipment of goods at the
border (that is, foreign vehicles are allowed to transit through the country), no
routine customs inspection of the goods, no routine multiple and arbitrary inspection
of goods at internal control points, no customs bonds or unrecoverable guarantees,
no customs escorts, no transit restrictions due to eventual transit road permits and
quota regulations (allocated and negotiated by nationality ) and of course, no
arbitrary transit fees. In the regional Central Asian countries, however, some or all of
these provisions are not in place. Observance of such provision is nevertheless the
first performance indicators of the required quality of a harmonised and simplified
regional transit

The development of professional organisations and association such as customs
brokers associations, freight forwarders association, the establishment of an national
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and regional-wide motor insurance system, professional federations at both national
and then regional levels would be enable :

an increase of international trade education and qualification,
a better economical approach to transit operations,

. a better access to legal and procedural information,

. the possibility for the client to deal with only one interlocutor ,

. the possibility for the State bodies to deal with professional well informed of
the current legal situation in terms of transit and transport.

An idea has been developed and implemented in Central Europe to create a Border
Crossing Single Document used as a common border crossing check fiche,
regrouping the outputs all border crossing activities. All the steps of checking and
control from the different bodies are mentioned and filled in by each party on the
same document. Between Bulgaria and Romania, the project of data sharing
between customs and border guards of each country has already been concluded
and would be extended to data sharing between countries.

An other idea to support the simplification of documentation would be the creation
and utilisation of a combined transport / customs document, mutually recognised as
basis for customs declaration processing knowing that the CAR keep on working on
the accession to the ECMT convention since ECMT is called upon to consider the
membership of the CAR and their participation in the ECMT Multilateral road quota
system.

7. Collaboration and harmonisation on border crossing and transit
Procedures and Practices between Officials within and among countries

The time zones adopted by neighbouring countries in Central Asia are sometimes
different. Similarly, the working hours of a number of inspection and control
authorities at border crossings are different. Common time zones and working hours
can clearly improve the productivity of processing cross border traffic. Increased
coordination in inspection and control measures, including overlapping
responsibilities and duplication of inspection of documents is another area which
affects productivity. In these respects, movement towards “single window” control
can reduce processing time considerably. A further vision which can be looked
towards is a “single stop” control with joint inspection and control by authorities on
both sides of the border at the same time.

8. Rationalisation and harmonisation of the transit procedures

The rationalisation of the customs transit system, aiming at the reduction of customs
inspections, the simplification of declarations, including all along the regional Central
Asian Republics, the mutual recognition of customs seals, stamps and
documentation, which is a matter of utmost importance with regard to the
introduction and improvement of container services. A common recognition and
understanding of documentation by officials would be improved through a first
simplification and harmonisation step. Standardization and harmonization of the
various documents, trade terms, commodity classification systems and units of

11



measurement can make a major contribution to increasing the understanding not
only of officials involved in inspection and control at borders but also of the other
actors involved in international trade transactions. This increased understanding can
reduce document processing time, define the duties and responsibilities of actors
clearly and provide a firm basis for more efficient practices such as electronic data
interchange (EDI).

In fact, opening the container or the truck cargo at one of the transited border
stations or at an inland point means to offset all the advantages of a containerised
and transit cargo chain. A reference is to the solutions proposed by the TIR System,
based on the UN Customs Convention on the International transport of Goods under
Cover of TIR Carnets, 1975, which basically has been adopted by all CAR States but
not always ratified and implemented. Increase of trade volume, development of far

and long distance foreign markets trade and the improvement of transport providers’

qualifications and competitiveness would be joined to the efforts of harmonising the
customs transit regime and application of the TIR Convention and routine

procedure. As a comparison, in Europe, 80 per cent of all Central European border-
crossing truck movements today are operated under coverage of the TIR system. Of
course, the accession to the TIR Convention requires the establishment of a well
functioning mechanism to cover duties and taxes at risk during transit.

Also, a specific stress should be put on the consideration of the well known regional
“Private Cargo Business” offering in all the region the possibility for private people to
buy in a country, transport and transit crossing the borders and sells goods on local
national (popular) markets. Those goods are not considered as commercial cargo
due to a large tolerance in value and volume granted by the local customs authorities
normative acts and practices but constitute a huge part of the regional and local
transport and transit activity.

A common approach and official agreement of the “cross border local private trade”
between the CAR should be highly recommended to improve the competition

conditions for the local legal commercial entities in terms of distribution of tax
burden and to create a standardisation of the local trade markets on a regional scale.

Eventually, the transit is a privileged customs regime and a favourable transport
opportunity. The European experience shows that the basic backbones of the
European transit system relies upon :

. economic operators’ compliance,

. transporters’ compliance,

. vehicle certification compliance,

. financial guarantee,

. efficient system of transit procedure discharge and guarantee release.

Such aspects must be highly taken into consideration in the framework of a regional
transit system development. The final objective would be to create the conditions
and to implement the required actions to adopt a Common Transit Regional System
with the corresponding procedural provisions and necessary communication and

dissemination strategy.
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9. Broad based customs modernization and reforms on background of
Information and Communication Technology (ICT)

In the Central Asian countries, the level of automation and computerisation is
variable from one country to an other one, from one country region to another one.
Procedures are run out partially by automated systems or not at all in some of the
CAR, implying hand-made registrations, unreliable statistics elaboration, lack of
efficient management tool, difficult risk and offences or frauds analysis. Between
border crossing, often similar data are seize many times with a risk of mistakes, and
contradictory attitude, etc. The modernisation of customs and border management
would play the driver of border crossing competitiveness which, in its turn, is the key
factor of economy competitiveness and foreign investment attractiveness in a context
of trade facilitation.

Information and Communication Technology is the central plank of modernization
and it is in the capabilities provided by computers that the welcome advance to
modern Customs and border crossing methods is to be realized. Also, Information
and Communication Technology appears as a solution for transparency and
procedural reliability insurance.

The communication architecture of the information system may lay upon the
configuration based on satellite land stations, radio modem, LAN, computer
workstations...In countries where customs have already been computerised and
automated part of the border posts are linked to the attached regional computer
network. At the IT application policy point of view, a customs declaration processing
system has been established, implemented (ARM Universal system in Kazakhstan,
ASYCUDA in Mongolia, EDIFACT in China...). In terms of statistics, the central system
should receives data information or already extracted statistics analysis from the
border posts Strategic functions should be interfaced to a central and unified
customs Head quarter system like :
. information and intelligence system
risk analysis methodology
. selectivity methodology
appropriate IT systems should be capable of accepting Electronic Data
Interchange (EDI)
. messages and exchanging data electronically with the trade
Definitely, the ICT strategy, focused on the international standards, modernisation of
software and applications, and on equipment and architecture, should concern both
national and regional levels in a perspective of E-governance in a medium or long
term including interface with the economic operators as well as transit services

providers (warehousing, customs brokers, declarants, insurance companies, banking
systems, etc.) whose computerisation and automation level should be sufficient to

support the challenge of a common and  jointly  development.
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**" k of regional approach to issues : integration customs and economic

icies, tariff harmonisation, non tariff and tariff integrated system,

’ ~Lack of border crossing approach of the border crossing issues: issues
are considered on each single State body point of view instead of a common
cross border approach considering the common and combined Interest of
each of them,

~Lack of transparency in secondary level of legislation manifested by
multiplication and diversification of border crossings internal instructions
and orders from every body of each country,

-Absence of initiatives promoting single window shop and single stop
principles,

-Lack of dissemination of the routine legal frameworks to the traders,

-Lack of common training on transit procedures, TIR, customs
techniques, inspection methodology, etc.,

-Poor information technology and communications infrastructure,

~Difficulty of customs to accept and manage change and quickly adapt
procedures to keep up with economic change and technological
development, Lack in understanding the new economic role of customs,

~Transfer border controls to post clearance controls,
~Lack of due diligence and compliance profiles model,
Absence of risk analysis management and systems.

The current situation

CONSEQUENCES

sloss of transit goods during the transit movement
through countries

«loss duties and taxes related to the in transit goods
not finally discharged

swaste of time due to multiple controls and
inspections by numerous State bodies in each country
with break of seals and handling of goods

swaste of time at border crossing points for running
the customs formalities

sunpredictability on effectiveness of the movement of
s
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¢ MAIN FRAUDS

Non-completion of transit procedures

Fraudulent completion of transit procedures

Stamp forgery or use of stolen stamps

Declaration and document forgery like False TIR Carnet

Involvement of State officials

Eventually, traders unsatisfactory daily business with State
inspection bodies is the background on which most of the fraudulent

Q practices take place m

1 Co‘nsus for accession to the different conventions and agreements
by all the regional countries already acceded by one of them

2 Legal framework and provisions for implementation of conventions
and agreements

3 Network and common approach Formulation, Design Standards and
Vehicle Dimensions

4 Infrastructure Facilities and Services at Border Crossings
5 Road Signage
6 Traffic and transit Rules and practices

7 Collaboration and harmonisation on border crossing and transit
Procedures and Practices between Officials within and among countries

8 Rationalisation and harmonisation of the transit procedures
9 Broad based customs modernization and reforms on background of

gaﬁon and Communication Technology (ICT)

Main issues and recommendations

'*'Ffz

(2 coensus for accession to the different conventions and
| agreements by all the regional countries already acceded by
one of them

a compensation financial organ to make the customs duties as part of a
“common or transferable” budget instead of the only national budget of
the country of consumption. As the example of the European Union, the
customs duties budget is a community budget. and not a national one.
For the transit purpose, it would not be necessary to cover the duties
and taxes by a covering guarantee for the in-transit countries, the

| guarantee would cover the only duties and taxes at stake in the final
destination and consumption country but established and managed from
the country of departure.
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1 Consensus for accession to the different conventions and
agreements by all the regional countries already acceded by
one of them

The introduction of practical and correctly and effectively implemented
regulations concerning the temporary import of goods, as for example,
the samples required for international exhibitions, trial testing and
commercial meetings are of great importance enabled by the so-called
ATA convention.
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2. " legal framework and provisions for implementation of

conventions and agreements

Required unification, centralisation and dissemination to the traders
and public institutions, of all the legal customs and border crossing
instructions, acts and protocols of agreement concerning the routine
procedures implementation, in force in the Central Asian Republic. The
current regional framework of upgrading the customs code to
international standards and best practices should aim at concentrate
the efforts to harmonise, simplify and alleviate them. In the same time,
the customs regime of transit should be harmonised through the
different regional codes
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3. Network and common approach Formulation, Design
Standards and Vehicle Dimensions

The harmonisation of technical vehicle standards, of road signs and
signals should be set up as an agreement on a standard transport
contract, with the final aim facilitating road safety at country level as
well as the settlement of disputes

= -

Road Signage

Poor road signage, signs that are not recognized
internationally and signage written in a script which is not
familiar to foreign drivers affect road safety and increase
transport costs for company trucks. Harmonized traffic rules
and regulations are required to ensure safe movement of
international road transport.
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4. Infrastructure Facilities and Services at Border
Crossings

Funds have to be allocated under the various donors’ programmes to
radically improve the roads and main border crossing points in the next
years and shall provide adequate border facilities and related
installations needed for road transport and cargo control, Measures will
be taken in order to integrate the border control facilities with a view to
introduction of a “single stop” combined Customs and border crossing
control services in each direction.

6. Traffic and transit Rules and practices

Provision of traffic fluidity and safety are the first performance
indicators of the required quality of an harmonised and
- simplified regional transit
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Traffic and transit Rules and practices

Traffic and transit Rules and practices
The development of professional organisations and

association such as customs brokers associations, freight |
forwarders association, the establishment of an national and Border Crossing Single Document used as a Common Border

regional-wide motor insurance system, professional Crossing Check Fiche
federations at both national and then regional levels
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Zollaboratlon and harmonisation on border crossing and
transit Procedures and Practices between Officials within
and among countries

Traffic and transit Rules and practices

An other idea to support the simplification of documentation
would be the creation and utilisation of a Combined
Transport / Customs Single Document, mutually
recognised as basis for customs declaration processing
knowing that the CAR keep on working on!hoaccesslontothof ‘border at the same time and then forwards the
membership of the CAR and thelr paricipation ' the ECHT Jixtaposings control 'post. grouping all formalities
Multilateral road quota system. processing on one side of the physical border

Q i e

Promotion of “single window” control which can reduce
processing time considerably. A further vision which can be
looked towards is a “single stop” control with joint
Inspection and control by authorities on both sides of the
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B8.Rationalisation and harmonisation of the transit
procedures

2.Fint stop: Sngm Window

The rationalisation of the customs transit system, aiming at
the reduction of customs inspections, the simplification of
declarations, including all along the regional Central Asian
Republics, the mutual recognition of customs seals, stamps
and documentation, which is a matter of utmost importance
with regard to the introduction and improvement of
container
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9. Broad based customs modernization and reforms on 9. Broad based customs modernization and reforms on
background of Information and Communication background of Information and Communication
Technology (ICT) Technology (ICT)

In the Central Asian countries, the level of automation and Between border crossing, often similar data are seize
computerisation is variable from one country to an other many times with a risk of mistakes, and contradictory
one, from one country region to another one. Procedures attitude, etc. The modernisation of customs and border
are run out partially by automated systems or not at all in management would play the driver of border crossing
some of the CAR, implying hand-made registrations, competitiveness which, in its turn, is the key factor of
unreliable statistics elaboration, lack of efficient economy competitiveness and foreign investment
management tool, difficult risk and offences or frauds attractiveness in a context of trade facilitation.

analysis. i

= . e .
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f Broad based customs modernization and reforms on
ackground  of
Technology (ICT)

Information and Communication

Definitely, the ICT strategy, focused on the international
standards, modernisation of software and applications,
and on equipment and architecture, should concern both
national and regional levels in a perspective of E-
governance in a medium or long term including interface
with the economic operators as well as transit services
providers (warehousing, customs brokers, declarants,
insurance companies, banking systems, etc.) whose
computerisation and automation level should be sufficient
to support the challenge of a common and jointly
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