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Motivation 

Custom duties collection: issue for public finance & trade 

policy 

 Low collection cost 

 Large share in public receipts 

 But collection rate is actually low, sometimes < 50% 

 Collection cost easily understated, planned tariff receipt changes 

overstated? 

 Is evasion widespread? How is it linked to tariffs? To 

institutions/wealth? 

Remedies? 



3 

Principle 
Many ways to avoid or limit taxation of imports  

 By definition, difficult to measure 

 But generally involves underinvoicing of imports 

Each trade flow reported by both the importer (M) and the 

exporter (X): comparing these “mirror” declarations allows 

tracking underinvoicing of imports 

 Direct comparison blurred (CIF vs FOB, errors, time lag, different 

definitions…) 

 Link with tariff duty suggests evasion of custom taxation:  

higher tariff  stronger incentives to underinvoicing imports 

 Previous works include Bagwhati (1964, 1967), Fisman and 

Wei (2004), Arndt and van Dunem (2004), Mishra et al. 

(2008), Javorcik and Narciso (2008), Bouët and Roy (2010) 
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Our Contribution 
Theoretical  model  

 

Empirically  

 Pervasiveness of the phenomenon  around the world 

 Remedies: policy measures tested 



Model: Sequence of events 
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Model: main results 

Evasion increases with tariff (i.e. evasion elasticity positive) 

 Convex relationship 

Evasion and evasion elasticity 

 Lower when valuation is easier  

 Decrease with transparency 

Collusion: ease of valuation does not matter 

Endogenous effort: possibility of reversed  results for high 

tariffs if penalty mainly proportional to understatement of 

taxes due 
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Methodology 

 Following Fisman and Wei (2004), based on log(X/M) 

 A constant CIF-FOB margin, appears as an additive constant 

 Consistency checks using log((1+X)/(1+M)), according to Mishra 

et al. “extreme smuggling” assumption 

Estimated at the detailed level: HS6 product classification, 

country level, bilateral imports 

 For all countries where data available 
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Methodology (2) 

Controls 

 Heterogeneity across products  product fixed effects + dummy 

for homogenous products 

 Heterogeneity across countries  fixed effects by country pair 

 Influence of tariffs likely non-linear 

Evasion may vary significantly across countries  

 Control quality likely lower in poorer countries 

 Corruption, rule of law, efficiency of administration 

Base specification:  

             

  Where  sigma : “evasion elasticity” 

 

(1)   
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Data 
Trade: Comtrade (UN)  

Tariff duties: MAcMap-HS6 (CEPII and ITC) 

Year 2004 (and changes from 2001)– 83 reporting countries 

Data filtering 

 Exclude arms, arts and antiques, energy, tobacco, alcohol, nuclear 

reactors 

 Exclude countries heavily involved in re-export: HK, Singapore, 

China, Netherlands, Panama 

 Exclude intra-EU trade flows 

 Only countries respecting UN recommendations for trade flows 

reporting on key points: determination of source and destination 

country, product classification, currency conversion 



Prima facie evidence:  

average ratio of reported values(X/M) 
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Country/Tariff All 

products t=0 0<t<10 10≤t<20 20≤t 

(1) (2) (3) (4) (5) 

All countries 0.97 0.95 0.96 1.03 1.27 

By Income Level 

High 0.92 0.90 0.91 0.92 0.83 

Upper-middle  
0.94 0.93 1.01 0.98 1.04 

Lower-middle 
1.00 0.94 0.97 1.15 1.77 

Low 1.12 1.22 0.99 1.17 1.71 

By corruption level 

Low 0.90 0.91 0.90 0.94 0.80 

Lower-middle 
0.97 0.89 1.05 0.97 1.02 

Upper-middle 
0.97 0.94 0.91 1.01 1.56 

High 1.04 1.08 0.98 1.20 1.68 



Trade gap and corruption measures 

(2004) 
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(1) (2) (4) (5)

Tariff          0.24 *** 0.35 *** 0.41 *** 0.42 ***

                (5.21)    (5.36)    (6.09)    (6.10)    

Tariff, homogenous prod.                -0.27 *** -0.11    -0.18 ** 

               (-3.48)    (-1.47)    (-2.11)    

Tariff * control of corruption                               -0.20 *** -0.28 ***

                                              (-6.46)    (-6.18)    

Tariff * ctrl corruption, hom. prod.                                              0.14 ***

                                                             (2.86)    

Adj. R-squared  (within) 0.0004    0.0005    0.0008    0.0009    

Observations    565,267    534,012    534,012    534,012    



Cross-section analysis of the determinants of 

custom duty evasion (2004) 
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(2) (4) (6)

Tariff          0.95 *** 0.86 *** 0.78 ***

                (6.27)    (6.56)    (4.98)    

Tariff, homogenous prod. -0.34 ** -0.10    -0.14 *  

                (-1.97)    (-1.27)    (-1.70)    

Tariff * ln(GDPpc) -0.28 *** -0.23 *** -0.18 ***

                (-4.78)    (-4.95)    (-3.19)    

Tariff * ln(GDPpc), homogenous prod. 0.09                                  

                (1.51)                                  

Tariff * contiguity 0.16 ** 0.20 *** 0.14 ** 

                (2.50)    (3.14)    (2.41)    

Tariff * orthog. rule of law -0.15 *  -0.09    -0.15 ** 

                (-1.93)    (-1.38)    (-2.00)    

Tariff * orthog. rule of law, homogenous pr. 0.12                                  

                (1.27)                                  

Tariff * exporter's BPI                               -0.11 ** 

                              (-2.55)    

Adj. R-squared (within) 0.0010    0.0009    0.0010    

Observations    534,012    534,012    420,919    



Estimated country-specific evasion elasticities and 

index of control of corruption (2004) 
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Which remedies ? 

Core principles: simplify; minimize discretion; streamline 

organization/managament; transparency 

Measurable policies 

 Gatt Agreement on Custom Valuation agreement (ACV) 

 Automated custom data treatment (Asycuda) 

 Pre-Shipment Inspection 

 Simplified procedures and rules (tariff structure, documentation)  

Avoid endogeneity 



Policy remedies to custom evasion, 

estimates in differences (2001-04) 
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                (6) (7) (8) (9)

D Tariff      0.58 ** 0.58 ** 0.68 ** 0.69 ** 

                (2.55)    (2.52)    (2.20)    (2.21)    

D Tariff, homogenous prod. -0.08    -0.09    -0.11    -0.11    

                (-0.84)    (-0.95)    (-0.95)    (-1.00)    

D [Tariff * ln(GDPpc)] -0.17 ** -0.17 ** -0.21 ** -0.21 ** 

                (-2.16)    (-2.17)    (-1.97)    (-2.02)    

D Tariff * contiguity 0.18    0.19 *  0.37 *** 0.38 ***

(1.51)    (1.66)    (2.58)    (2.67)    

Tariff * D Asycuda -2.31 ***                -2.56 ***                

                (-2.66)                   (-2.91)                   

Tariff * D Asycuda (dummy)                -1.60 ***                -1.63 ***

                               (-2.73)                   (-2.79)    

Tariff * ACV ratified 2001-04 -0.09    -0.17    0.04    -0.05    

                (-0.67)    (-1.23)    (0.21)    (-0.30)    

Tariff * PSI initiated 2001-04 0.98 *** 1.00 *** 0.99 *** 1.02 ***

                (2.84)    (2.89)    (2.78)    (2.87)    

Tariff * PSI in'd 2001-04 * ln(GDPpc ini) -0.71 *** -0.72 *** -0.76 *** -0.77 ***

                (-4.11)    (-4.15)    (-4.31)    (-4.37)    

D [Tariff] * exporter's BPI -0.21 *** -0.20 ***

(-3.53)    (-3.41)    

Adj. R-squared  0.0143    0.0143    0.0162    0.0161    

Observations    303,689    303,689    255,174    255,174    



Does it matter? 

Estimated evasion elasticity between non-contiguous 

partners, by income level 
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Does it matter? (2) 

Tariff receipts as a proportion of import value for different 

values of the evasion elasticity 
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