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Abstract:

“The simplification and harmonisation of international trade procedures” where trade procedures are the “activities, practices and formalities involved in collecting, presenting, communicating and processing data required for the movement of goods in international trade” is trade facilitation according the WTO. Trade facilitation initiatives benefit both the business community and governments. The business community benefits by obtaining enhanced competitiveness in national and international markets due to reduction in delays and costs which are achieved with predictable and efficient movement of goods across borders.

 Trade facilitation is particularly important for developing countries, as studies show they stand to gain the most from more efficient trade procedures, although achieving it may be more challenging for these economies than for the developed world. 
 But even modest reductions in the cost of trade transactions would have a positive impact on trade for both the developed and the developing world.
Keywords: trade facilitation, simplification, harmonisation, standardization, “hidden” costs of trade, WTO
Jell classification: F13
An introduction to trade facilitation 
In recent years the term, trade facilitation, has become extremely popular and, therefore, applied to an ever-growing number of activities. Given the very general origins of the word, facilitation, (Latin/facilis: French/facile: make easy, promote, help forward), it is not difficult to understand how the term, trade facilitation, has come to apply to a broad range of undertakings. Trade facilitation is clearly not "high" trade policy. Trade facilitation does represent a deepening of the trade agenda, down from legislation, and regulation to the actual practice and administration of multilateral obligations at the operational level.
The need for awareness and knowledge of trade facilitation is becoming increasingly more important as a tool for increased and smoother trade between countries. This is due to the substantial negative effects that burdensome trade procedures have on economic development and in the light of the approaching WTO negotiations, where trade facilitation is included.
While there is no agreed upon definition of trade facilitation, it is generally agreed that trade facilitation does not include tariff negotiation or the development of physical infrastructure for trade, such as the transport infrastructure.
Trade facilitation is often referred to as the “plumbing of international trade” and focuses on the efficient implementation of trade rules and regulations.
 In its most narrow sense, trade facilitation may be defined as the systematic rationalization of procedures and documentation for international trade. 
The main objective of trade facilitation is to minimize the transaction costs and complexity of international trade for businesses, while maintaining efficient and effective levels of government control. Trade facilitation does not only benefit traders. In fact, ongoing research shows that welfare gains from the streamlining of trade procedures may exceed gains from trade liberalization (i.e., tariff reduction). Average gains from trade facilitation in the Asia-Pacific region account for at least 0.26 per cent of real GDP, while the gains from trade liberalisation account for only 0.14 per cent of real GDP
.
TRADE FACILITATION ENABLES GROWTH
Trade and transport facilitation (TTF) policies play an important role by making trade less costly and increasing the returns from engaging with regional and global markets. Slow and costly transport and border procedure practices are like a tax on trade: and like all taxes, they reduce the amount of effort that businesses are prepared to devote to trade (but unlike formal taxes, they generate no revenue for the government). And when lack of transparency and predictability of regulation and administration of trade creates uncertainty, it also has the same effect as a tax. Fig.1 illustrates the way in which TTF policies complement open trade and investment policies in enabling growth and poverty reduction.
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Fig.1
Trade and transport facilitation and economic outcomes
Actions on the TTF agenda may include improving physical connectivity through transport infrastructure projects; easing the transit of vehicles, goods and business people between borders; simplifying formalities to trade; making customs systems more efficient through automation and sharing of information between crossing points; among others. In a broad sense, these actions reduce transaction costs of trade, making trade more efficient and reliable and stimulating its growth.

Initiatives to improve physical connectivity through building roads between countries or connecting isolated areas to main corridors of trade provide communities with access to markets. This is particularly important for the poor.
USAID has developed a tool (the Trade Facilitation Impact Calculator (TFIC)) for estimating the impact on GDP of reducing the average time to conduct export or import transactions by one day for more than 130 countries. The tool models costs of delays, and takes account of the fact that delays are more costly for some goods than for others, and of the variation across countries in the importance of such goods in their total trade basket.
 IMPORTANCE AND BENEFITS OF TRADE FACILITATION
“Trade facilitation and electronic business will have in coming years a much greater impact on the increase of world trade than many of the negotiations which take place in the World Trade Organization (WTO)” Ray Walker, Vice Chairman of the United Nations Centre for Trade Facilitation and Electronic Business (CEFACT), Geneva, 4 April 2000.
The benefits of trade facilitation accrue to both the government and the traders. The United Nations Economic Commission for Europe has summarized them as follows
:

Government Benefits:

• Increased effectiveness of control methods

• More effective and efficient deployment of resources

• Correct revenue yields

• Improved trader compliance

• Accelerated economic development

• Encouragement of foreign investment

Trader Benefits:

• Cutting costs and reducing delays

• Faster Customs clearance and release through predictable official intervention

• Simple commercial framework for doing both domestic and international trade

• Enhanced competitiveness
Trade facilitation is an essential dimension in economic development in today’s globalised world, especially from a developing country perspective.Developing countries normally have more cumbersome trade procedures, are more dependent on healthy environment for SMEs and are more dependent on Customs revenue collection and FDIs. Trade facilitation simplifies, increases security and lowers the cost of complying with, rules and procedures both for governments and businesses. It will level the playing field for SMEs in relation to larger companies and enable them to grow and trade more efficiently, while at the same time governments will benefit directly in terms of increased security and Customs revenue.
Experience shows that it is imperative that four key elements are present for a successful trade facilitation process
:

• A strong political will;

• A clear strategic plan;

• A close co-operation with the business community;

and for developing countries:

• A well-funded and long-term technical assistance programme based on a

partnership between donor and recipient.
Trade facilitation is more than Customs facilitation and even if it often is within the Customs sphere that the need and benefits of facilitation initially are the highest in developing countries, it is imperative that the whole trade chain is encompassed.
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Fig.2 the Trade Chain
The trade chain starts with the buying process, continues via the shipping process and ends in the payment process. Under each of these links there are a multitude of possible different processes and rules that need to be functioning efficiently. It further involves potentially numerous different actors/ intermediaries, creating a very complex situation. The gains and benefits from trade facilitation are related to the whole chain of processes.
The macro and micro benefits of trade facilitation
The potential economic benefits of trade facilitation are high, with one recent study (Wilson et al, 2004) investigating the relationship between trade facilitation in four important categories; port efficiency, customs environment, regulatory environment, and service sector infrastructure, and the impact on flows of traded manufactured goods, predicting an increase of US$377 billion globally, with the benefits falling disproportionately on exports. 

Other authors either consider more specific categories of trade facilitation initiatives, or a more limited country set. Hertel, Walmsley and Itakura (2001) find that greater standards harmonization for e-business and automating customs procedures between Japan and Singapore increase overall trade flows between these countries as well as their trade flows with the rest of the world. Hummels (2001) finds that each day saved in shipping time, in part due to a faster customs clearance, is worth 0.5 percentage point reduction of ad-valorem tariff. Freund and Weinhold (2000) find that a 10 percent increase in the relative number of web hosts in one country would have increased trade flows by one percent in 1998 and 1999. Fink, Mattoo, and Neagu (2002) find that a 10 percent decrease in the bilateral price of phone calls is associated with an 8 percent increase in bilateral trade. 

UNCTAD (2001) uses advanced macro-economic models (Computerized General Equilibrium) to consider trade facilitation in the broader context of creating an environment conducive to developing e-commerce. The objective of the CGE analysis is to consider the relationship between an exogenous shock of a given size on productivity growth, applied equally to all members of the group, on the GDP of regional groups of countries. The results show that a 1 percent reduction in the cost of maritime and air transport could increase Asian GDP some $3.3 billion. If trade facilitation is considered in a broader sense to include an improvement in wholesale and retail trade services, a 1 percent improvement in the productivity of that sector could increase GDP an additional $3.6 billion.

Global Economic Prospects (2004) clearly outlines the links between trade reform and poverty reduction. Because most poor people live in rural areas, cutting trade barriers in agriculture are among the most important to poverty reduction. A relatively simple program to cut tariff peaks in rich countries to 10 percent in agriculture and 5 percent in manufacturing, reciprocated with cuts to 15 percent and 10 percent respectively in transition and developing countries, coupled with other complementary measures, would produce gains for transition and developing countries of nearly US$300 billion by 2015. The wealthier countries would gain too – up to US$170 billion. This is projected to cut the number of people in poverty by 8 percent or 144 million individuals.
At a micro-economic level, trade facilitation has a direct impact on total logistical costs, the sum of time and money involved in moving traded goods. Lower transport costs can lead to higher wages, thereby having a direct impact on poverty reduction. The associated increasing and broadening of the exports of a country can reduce the vulnerability of the respective economy to exogenous shocks, increase the potential for knowledge spillovers in specific sectors and have a positive impact on Foreign Direct Investment (FDI).

A broad, well-designed, trade facilitation program can also impact positively on SME development, which have been found to be the engines of economic development in many transitional countries (see World Bank, 2002), growing faster, engendering more employment opportunities and making a substantive contribution to the objective of broad based economic growth.
Conclusion
The growth in world trade, fall in tariff rates of protection, and availability of advanced technology to speed commercial transactions, among other factors, have combined to raise the importance of streamlining trade facilitation procedures. Trade facilitation is a concept directed towards reducing the complexity and cost of the trade transaction process and ensuring that all of these activities take place in an efficient transparent and predictable manner. Trade facilitation is not about limiting countries’ ability and right for protection and sovereign decision-making, but about lowering the cost of complying with rules and procedures both for governments and business. It is about creating opportunities for especially SMEs to be able to grow and trade efficiently and prosperously and at the same time increasing both the security and revenue for governments and international trade. The development dimension of trade facilitation is central, since developing countries normally have the most cumbersome trade procedures, are most dependent on a healthy environment for their SMEs and are most dependent on business compliance and often on an efficient collection of Customs revenue. In the effort of tackling these issues trade facilitation emerges as a fundamental tool.
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