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Part 1 :  

INFORMAL TRADE AND CUSTOMS
1
 

 

1. Introduction 

Informality is a widespread phenomenon in many countries and numerous Customs 
administrations have described their difficulties in managing informal trade practices. 
Research has shown that informal activities accounted for at least 30% of the Gross 
Domestic Product (GNP) in 107 of the 162 countries included in their study; in more than 18 
countries, this proportion was found to exceed 50% (Schneider, et. al, 2010). Informal trade 
poses social, economic and political challenges and is of great relevance to Customs 
administrations.  

2. The Meaning of Informality 

The term informality arose in the 1970s and was suggested by the International Labour 
Organization (ILO) and British anthropologist Keith Hart during his fieldwork in Ghana.  Dr. 
Hart’s research was presented in his classic 1973 paper, “Informal Income Opportunities and 
Urban Employment in Ghana.” He described the activities of generally poor, micro-traders 
going about their daily lives. 

There is no consensus on the precise meaning of informal trade. Many assert that informal 
trade largely encompasses traded goods (domestic or cross-border, or both) that are 
generally not captured in formal trade statistics. Even this, however, is not completely correct 
– for example, in instances when “informal trade” is captured in trade data, such as through 
seizures, agreement through negotiation, and agreement through bribery.  

Using the frequent synonym “Shadow Economy,” a World Bank research paper defines it as 
including “all market-based legal production of goods and services that are deliberately 
concealed from public authorities for any of the following reasons, including “avoid payment 
of income, value added, or other taxes” and “avoid complying with certain administrative 
procedures. . .” (Schneider et al., 2010). 

Schneider (2006) previously defined the informal economy as “the market-based production 
of legal goods and services that are deliberately concealed from public authorities and 
escape detection in official gross domestic (GDP) statistics.” This definition was adopted by 
Lesser and Moisé (2009) in their OECD paper “Informal Cross-Border Trade and Trade 
Facilitation Reform in Sub-Saharan Africa.” 

Some contend that informal trade is broader than just the trade in legitimate goods that is not 
captured in trade statistics; they contend that it also includes the trade in illegitimate goods 
(narcotics, counterfeit goods, etc.) that are not captured in trade statistics.   

                                                      

1
 This document was prepared by Thomas Cantens and Robert Ireland from the WCO Research Unit.  The views 

expressed in the paper are those of the authors and are not necessarily the views of the WCO or WCO 
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Moreover, it is possible that more focus is put on micro-traders, dealing in legitimate goods, 
and how whose trade is not captured in trade statistics, rather than multinational informal 
trade and smuggling, because it is easier to obtain such information. 

The lack of consensus on an exact definition implies that informal trade can include (1) 
traders who deal in legitimate goods but are non-compliant due to dynamics largely beyond 
their control (e.g. extreme poverty, inefficient regulatory frameworks and Customs 
procedures, etc.) but also (2) traders who deal in illegitimate goods and have no intention but 
criminality and tax evasion.  

There are a number of techniques for quantifying the level of informal trade. One technique, 
although it has limitations, is mirror statistics, which entails identifying and analysing the 
anomalies uncovered in the comparison of export and import data (see Raballand, Cantens, 
and Arenas, 2013 and the WCO’s Mirror Analysis Guide). 

Thus, rigorous analysis needs to include an unpacking or deconstruction of the term 
“informal trade.” Informal trade has positive and negative elements. On the positive side, it 
can encourage entrepreneurial activity and thus income creation (Lesser and Moisé, 2009), 
especially if adequate property rights are provided (de Soto, 2000). The authors of this WCO 
document recommend that Customs administrations describe informal trade practices as a 
“reality,” or at a minimum “policy challenge,” not a “problem.” 

3. Challenges 

There are a number of challenges to overcome when discussing informal trade. The first 
challenge is to clear up certain misconceptions about informal trade. Informality is not 
synonymous with corruption – these two types of practices may or may not be connected. 
Also, the informal sector is not disorganized. On the contrary, it is clear from the literature 
that the blanket term “informal” covers a multiplicity of activities and networks which have in 
common the fact that they tend to be highly structured. 

Also, there is no clear dividing line between the formal and the informal. Individuals 
themselves are not “informal”, it is practices or activities that are; this means that anyone can 
conduct both formal and informal activities, pay one tax and not another, or complete one 
formality and not another, and so on.  

The second challenge is to understand that traders have their informal practices, and these 
tie in with the informal practices of officials in the field. Customs officers, like all officials, 
enjoy some latitude where the practical application of a text is concerned – when a legal text 
has to be translated into technical practice in the field. The papers presented at the WCO 
informality conference referenced below received made reference to local practices, which in 
some cases were effective from a fiscal revenue standpoint. 

There needs to be cognizance of the “survivability” dynamic (some micro-informal traders 
have little alternative but to not comply with tax obligations if they want to survive).  
Overcoming the survivability incentive reflects broad societal, political, and economic 
realities largely outside the scope of what Customs can accomplish. 

The nature of these adaptations, and the issues surrounding them, need to be understood 
and explored, and called into question when this is economically or legally necessary, with a 
view to developing the legal framework. It is equally important to remember that an operator 
is “informal” in relation to a legal framework born out of a lengthy process of policy 
development which continues over time.  
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The third challenge is to ask the right questions about informality, thereby helping Customs 
to fulfil its role as a technical advisor to the political authorities. Here again, informality is a 
matter of form, judged in relation to the existing legal framework. Could there be a case for 
changing the legal framework, for moving the standards forward? Or is it more a matter of 
training informal traders or offering them incentives? What is the overall, economic added 
value from the informal sector, once the associated loss of revenue has been factored in? 

4. Customs policy approaches to informal trade 

Where Customs is concerned, informal activities relate primarily to issues of tax avoidance 
and tax evasion, especially the loss of possible revenue. In terms of addressing informal 
trade, Customs typically blends together three approaches, with particularly emphasis 
depending on circumstances, local conditions, and the strategic orientation of the 
administration. First, simplifying and harmonizing procedures to make it easier to comply 
with the rules (trade facilitation). Second, robustly enforcing the law (enforcement). Third, 
negotiating with informal operators in order to arrive at rapid solutions (negotiation).  

Trade facilitation, as embodied in the WCO’s The International Convention on the 
Simplification and Harmonization of Customs procedures (Revised Kyoto Convention), offers 
a number of approaches to dealing with informal trade. In particular, the RKC elaborates 
several key governing principles - chief among these are the principles of transparency and 
predictability of Customs actions; standardization and simplification of the goods declaration 
and supporting documents; simplified procedures for authorized persons; maximum use of 
information technology; minimum necessary Customs control to ensure compliance with 
regulations; use of risk management and audit based controls; coordinated interventions 
with other border agencies; and partnership with the trade. 

Reducing corruption by Customs officers is another contribution to trade facilitation. Some 
approaches to reducing corruption, and thus improving interaction with informal traders, 
include performance measurement and performance contracts (WCO PMC Guide, 2014), 
more administration autonomy, higher salaries, and IT solutions. 

Robust enforcement is the second approach but there are risks attached to the imposition of 
strong penalties. First, there is a risk of revolt, given that certain regions are home to 
poverty-stricken populations that live primarily off informal trade – in some cases cross-
border – radical action may give rise to social unrest. The second risk is that those who trade 
informally, but in licit goods, may switch to illicit goods, such as weapons and drugs, so that 
their profits are commensurate with the risks they run.  

The third approach, “negotiation,” should be understood as the means by which political and 
administrative authorities are able to contain the informal sector, keeping it within economic, 
legal and social boundaries which they deem reasonable and acceptable. Such negotiation 
takes place in many countries. Indeed, taxation (whether by a Customs or a Tax authority, 
and whether taxing the rich or the poor), frequently includes negotiation. Negotiation of 
course has its limits. Moreover, state-controlled agencies have their limitations in terms of 
their knowledge of this environment and of the economic balances at issue, and in terms of 
the actions they can undertake.  
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5. WCO Research Conference on Informality, International Trade, and 
Customs  

In June 2013, the WCO organized a research conference on this topic (see Annex 1 for the 
agenda). The following paragraphs summarize the discussions at the conference and place 
in parentheses the names of the relevant presenters. 

It was clear from discussions that informality is a widely used concept but lacks a clear or 
common delineation; nevertheless both scholars and practitioners typically try to capture 
informality within one definition or typology, and, to some extent, they fail. When two 
institutions are so different from each other, academia and Customs, fail with naming things, 
activities or people, this means that we are facing an important challenge. One major 
outcome of the conference was the importance of deconstructing the concept through 
quantitative and qualitative analysis. 

Another conclusion was the importance of separating informality, illegality and corruption. All 
have intersections but there is no simple inclusion of one into another, as each concept 
paradigm has its own specific use. 

Discussions among scholars and practitioners during the conference demonstrated that 
separating informality, illegality and corruption is still difficult and confusion creates 
misunderstandings. In short, illegality is purely related to the law, informality has an 
economic dimension, corruption has a moral foundation, and discussing these three 
concepts at the same time is a highly political exercise. If we agree on this separation, and if 
we keep this separation in mind when discussing, whatever terms are used, progress can be 
made.  

It may be another paradox, but Customs administrations are better equipped – at least in 
terms of tools and concepts - to deal with illegal products smuggling than illegal trade of 
legal goods. 

From the Customs point of view, separating illegality, informality and corruption means that 
law is not a given, it can change, as well as can change the forms of action (the practices, 
the norms) a Customs administration adopts.  

At the international level, misrepresentations of informality are continuing. A communication 
from Kate Meagher described the different ways informal trade is falsely represented, 
depending on the region: an economic opportunity in East Africa and a violence niche in 
West Africa, meanwhile these representations vanish when data are seriously analyzed in 
the field. This kind of analysis of the representations of informality by institutions challenges 
international organizations' activities. 

Because it produces norms and standards widely adopted, the WCO has a major role to play 
by taking into consideration all kinds of legitimate international trade activities and practices. 
The WCO commonly invites representatives of multinationals to discuss and elaborate 
norms with officials. It would be beneficial to engage in more discussions with "informal 
traders" who can be seen as small and medium sized enterprises (SMEs). Members could 
be invited to share more information on the way they deal with informality and its effects on 
revenue collection and security. 

This separation between illegality and informality is not a scholars' caprice, it is crucial for 
Customs administrations. The simple way would be to consider any kind of informality as 
illegal. Conference communications, however, demonstrated that this kind of severe policy is 
limited. Customs administrations face informal trade but cannot end it. 
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Conference communications demonstrated the robust organization of informal traders 
through gender, unions, regional and relatives ties, financial networks outside of the banking 
system, and traders’ capacity to adapt themselves to fiscal and Customs policies 
asymmetries between countries (Sylvie Ayimpam and Stephen Golub). In addition, 
presenters discussed the important economic weight, the gaps unveiled by global mirror 
analysis (Christopher Grigoriou), the crucial role of informal trade for food security (Jean-Guy 
Africa), the cattle's economy in Eastern Africa competing with Australia (Peter Little), and the 
high percentage of informal cross-border and long distance traders in West Africa from the 
revenue perspective (Samson Bilangna). 

As a consequence of these economic and fiscal stakes related to informal trade, field 
officials are obliged to negotiate with informal traders to contain informality by proposing 
simplified procedures (John Chakasikwa), negotiating a global taxation for specific grouped 
cargos (Mombert Hoppe, Omer Mirembe, and Rens Twinjstra), and lowering ceilings for 
personal imports and linking data with the Tax administration. Nevertheless, risks related to 
specific treatments have also been showed: facilitating informal traders may incentivize 
formal traders to adopt informal practices. Another example, at the international level, some 
States have adopted facilitation and simplification policies but these policies make them as 
“warehouses states” which attract informal traders who transfer their goods to the 
neighboring states. These policies attract activity and revenue but distract revenue from their 
neighboring countries (Stephen Golub). How do WCO Members cooperate to contain 
informality, taking into account that features of informality are its fluidity and adaptation 
capacity? 

Taxation as a whole is always a matter of negotiation. The political level that this negotiation 
takes varies of course. In one country, informal traders’ unions have negotiated a specific 
rate for their imports with the government itself. As Customs officials are the technical 
advisers of the government, they are not only in charge of enforcing the law, they are part of 
the political processes which produce the law. Discussions at the WCO are evidence of this 
role. So, how can we build on such knowledge to help Customs administration advise their 
governments on the proper ways to contain informality? Do we have to bring these stakes in 
other communities/international organizations?  

The conference demonstrated the necessity to build policies on knowledge and to build 
global knowledge on precise and technical knowledge, instead of ideologies. Discussions 
between practitioners and academics demonstrated that researchers may sometimes be 
wrong, due to their lack of technical knowledge and this kind of conference was fecund for 
everyone. WCO Members must also be aware, however, that scholars are the ones who 
write on Customs administrations and whose writings, ideas and representations are widely 
disseminated among the general public and policymakers. The WCO was pleased to bring 
complex Customs matters to the forefront of the academic activities due to the participation 
of well-known academics.  

If WCO Members recognize the necessity to foster more knowledge and more reflection on 
Customs issues, they should also be aware that they should confer with researchers, 
welcome them in their administration in order for them to observe and provide empirical 
based analysis. Many WCO Members already are experienced with welcoming experts from 
international organizations such as the World Bank. Academics and high level experts are 
often part of the same networks. As Customs administrations are often closed, researchers 
who want to collect field data tend to go and discuss with traders, without any chance to get 
in touch with Customs officials. Customs administrations should take care of providing the 
fairest image of their functioning. 
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6. Conclusion 

Informal trade will continue to be an important issue for Customs to be aware of and to test 
solutions. Research by the WCO has shown that Customs has three broad approaches to 
deal with informal trade to promote revenue compliance: (1) making Customs more efficient 
(trade facilitation) (2) enforcement and (3) negotiation. Moving beyond this simple model, 
Customs will generally combine two or all of these policies, depending on the reasons that 
the trader is non-compliant and the nation’s local conditions. 
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Glossary 
 

ALSC Administración Local de Servicios al Contribuyente [Local Tax 

Administration Office] 
  

CFE Comisión Federal de Electricidad [Federal Electricity Commission] 
  

DOF Diario Oficial de la Federación [Official Gazette] 
  

IEPS Impuesto Especial sobre Producción y Servicios [Excise Duty on Production 

and Services – EDPS]  
  

IMSS Instituto Mexicano del Seguro Social [Mexican Social Security Institute] 
  

INADEM Instituto Nacional del Emprendedor [National Institute of Entrepreneurs] 

  

INE Instituto Nacional Electoral [National Electoral Institute] 
  

INFONACOT Instituto del Fondo para el Consumo de los Trabajadores [Employee 

Consumer Loan Fund] 
  

INFONAVIT Instituto del Fondo Nacional de la Vivienda para los Trabajadores [National 

Workers’ Housing Fund] 
  

ISR Impuesto sobre la Renta [Income Tax] 
  

VAT Impuesto al Valor Agregado [Value Added Tax] 
  

LISR Ley del Impuesto sobre la Renta [Income Tax Act] 
  

NAFIN Nacional Financiera [Development bank] 
  

PTU Participación de los Trabajadores en las Utilidades [Employee Profit 

Sharing] 
  

REPECO Régimen de Pequeños Contribuyentes [Small Taxpayer Scheme] 
  

FIR Fiscal Incorporation Regime 
  

RMF Resolución Miscelánea Fiscal [Annual Amendments to Tax Law]  
  

SAT Servicio de Administración Tributaria [Tax Administration Service] 
  

SHF Sociedad Hipotecaria Federal [Federal Mortgage Society] 
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1. Background 
 

In addressing the challenges facing society, the Government of the Republic has focused on 
administrative simplification as a priority approach, particularly in supporting the micro- and 
small-scale enterprises which are to form the basis for strengthening and formalizing the 
economy. 

Efforts were made in the past to consolidate a strategy and to put in place efficient measures 
to combat the informal sector in our country, but society had not been made aware that 
acquiring products from the informal economy fosters that economy and entails health risks 
and risks of toxicity which affect the economy and formal jobs. 

The current leadership recognizes that Mexico cannot be regarded as modern while the 
informal sector hangs over us like a debt. We are therefore now proposing a transitional 
scheme that is attractive to the informal sector and that will win the arguments to encourage 
a shift to the formal sector. 

The Fiscal Incorporation Regime (FIR), which came into force on 1 January 2014 when it 
was included in the Income Tax Act, will offer considerable support for natural persons 
engaged in business activities whose administrative capacity is limited. 

The legal framework of the FIR is enshrined in Title IV, Natural Persons, Chapter II, Income 
from Business and Professional Activities, Section II, Fiscal Incorporation Regime, and is 
regulated in Articles 111 to 113 of the Income Tax Act (in force from 2014). 

In addition, Annex 5 and Annex 19 of the Convention on Administrative Cooperation in 
Federal Fiscal Matters was published on 15 April 2014 in the DOF [Official Journal], with the 
Federal District and the 31 Federated States respectively being required to co-ordinate the 
full administration of FIR taxpayers. 

The FIR has been consolidated as a simple mechanism that allows taxpayers to calculate 
their Income Tax, VAT and EDPS via the My Accounts online system provided by the SAT 
[Tax Administration Service]. Taxpayers merely have to have records of their suppliers and 
the purchases they make and records of their customers and sales to be able to calculate 
the amount of tax payable on such transactions. This includes them in the tax scheme 
offered by the SAT. 
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2. What is the FIR? 
 

The Fiscal Incorporation Regime is a new tax scheme which came into force on 1 January 
2014. The scheme is enshrined in Articles 111 to 113 of the Mexican Income Tax Act. 

The FIR initiative is based on a modular strategy which simplifies and promotes the formal 
status of natural person taxpayers who engage in business activities. The FIR replaces the 
Intermediate Regime and the REPECO [small taxpayer scheme]. 

Taxpayers who choose to be taxed under the FIR must meet the following requirements: 

 they must be natural persons engaged in business activity who only sell goods or 
provide services for which a professional qualification is not required; 

 their annual income in the immediately preceding financial year must not have 
exceeded $2,000,000.00; 

They may also receive income through wages, salaries and/or interest, provided the 
total does not exceed $2,000,000.00. 

The FIR is subject to time-based application for a period of 10 years, without the 
possibility of being taxed under the scheme again, and in the 11th year taxpayers will 
be included in the scheme for natural persons with business and professional 
activities. 

The following may not be taxed under the FIR: 

1. Partners, shareholders or members of legal persons, or related parties. 

2.  Taxpayers who engage in activities related to: 

 Property 
 Immovable capital 
 Real estate business 
 Financial activities 

3.  Natural persons who obtain income by way of: 

 commission  
 mediation 
 agency 
 representation 
 brokerage 
 consignment 
 distribution 
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This does not apply to persons who receive income by way of mediation or 
commission which does not exceed 30% of their total income. 

4. Natural persons who obtain income by way of public shows and franchises. 

5. Taxpayers who engage in activities via trusts or joint ventures. 

Once taxpayers have been registered in the FIR, they must: 

 Issue tax certificates, which they can raise free of charge via the Servicio de 
Generación de Factura Electrónica [electronic invoicing service] offered by the SAT 
on its webpage or by using the My Accounts electronic application, and must give 
them to their customers or retain them when they have issued them for a transaction. 

 Record their income, expenditure, investments and deductions for the financial year 
in the electronic systems or media. 

 Pay by cheque or by credit, debit or service card if they make purchases or 
investments for an amount in excess of $2,000.00, unless payment is made in rural 
areas or villages where there are no financial services. 

 Make deductions for wages and must record this together with their bimonthly return 
if they have employees. 

Submit bimonthly income tax returns. 

 Pay their workers the PTU [employee profit-sharing scheme]. 

 Compliance with the obligation to submit a return and consequently to record their 
transactions via the Internet or electronic media may be waived for taxpayers who 
live in villages or rural areas of the country in which Internet access is not available, 
provided they comply with the general rules issued by the SAT. 

 Submit bimonthly VAT and EDPS returns, as applicable, without being required to 
present the information declarations relating to such taxes, provided they present the 
information concerning transactions with their suppliers in the immediately preceding 
two-month period via My Accounts.  

If taxpayers do not submit returns when so required by the authorities in two consecutive 
two-month periods or on five non-consecutive occasions within six years, they shall cease to 
be taxed under the FIR. Similarly, when taxpayers dispose of all their business, assets, 
expenditure and deferred charges, the recipient may not be taxed under this Regime or they 
must not earn more than $2,000,000.00 in income. 
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3. Benefits of the FIR 
 

Taxpayers who join the FIR will enjoy the following benefits: 

(a) They may make final bimonthly payments with a 100% reduction in Income 
Tax in the first year, falling by 10% each year over the following nine years, 
so that from the 11th year Income Tax will be paid in total. Since this payment 
is bimonthly, taxpayers can enjoy liquidity and can reduce the administrative 
burden, consequently resulting in an administrative simplification since they 
will devote less time to meeting their tax obligations. 

A reduction in Income Tax in the following terms: 

Reduction in Income Tax payable under the FIR 

Requirement Year 

Submission of 
information on 
income, 
expenditure, 
suppliers and 
customers 

1 2 3 4 5 6 7 8 9 
10 

100% 90% 80% 70% 60% 50% 40% 30% 20% 10% 

An incentive is also granted by applying a 100% reduction in VAT and EDPS, as applicable, 
in the first year of inclusion in the FIR, provided transactions are only carried out with the 
general public. This will be reduced by 10% per year up to the 10th year, while in the 
11th year when the period for taxation under the FIR has concluded, they will fall within the 
Regime Governing Legal Persons with Business and Professional Activities. 

(b) Other benefits: 
 
 

Annual income Benefits 

Sales or services for the general public of 
up to $100,000.00 

Neither VAT nor, where applicable, EDPS 
is payable 

Sales or services for the general public of 
more than $100,000.00 

Reduction in payment of VAT or EDPS 
according to percentages 

Sales or services for the general public 
and invoices as a whole of up to 
$100,000.00 

– Neither VAT nor EDPS is payable for 
sales to the general public 
– VAT and/or EDPS is payable for 
invoiced sales 

Sales or services for the general public 
and invoices as a whole of more than 
$100,000.00 

– Reduction in payment of VAT and/or 
EDPS according to percentages for sales 
to the general public 
– VAT and/or EDPS are payable for 
invoiced sales 
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a. enrolment in the IMSS for taxpayers who decide to do so and who are 
employers or self-employed includes: 

 sickness and maternity care 

 invalidity and life, retirement and old-age pension provision 

 employment risk insurance for employers 

For workers, the benefits are: 

 sickness and maternity care 

 invalidity and life, retirement and old-age pension provision  

 nursery and social security benefits 

Workers are also entitled to subsidized contributions at 50% for the first 
two years of taxation under the FIR, which will fall biannually by 10% 
during the remaining years of taxation taxed under the scheme. 

b. INFONAVIT credit can be obtained to purchase or improve a dwelling. 

 This provides access to credit, contributing at least four two-month 
periods if there is an employer or seven two-month periods if there 
is no labour relationship. 

 The Government grants a subsidy for part of the mortgage 
payments. 

 Taxpayers decide how much they wish to contribute for the 
dwelling and the amount of the credit. 
 

c. INFONACOT credit can be obtained, i.e. loans from the Fondo 
Nacional para el Consumo de los Trabajadores [National Fund for 
Consumer Loans to Employees], which can be used to purchase: 

 electronics, package holidays, domestic appliances, medical 
care, motorcycles, etc. 

 the rate of interest starts at 10% 

 the time limit for the first payment is 90 days 

 the maximum time limit for covering the credit is six months 

 there is no annual charge 

 there is no need for a guarantee or guarantor 

 credit experience is not required 
 

d. NAFIN [development bank] credit can be obtained in support for 
running a business or to modernize furnishings and equipment, with 
the possibility of obtaining credits of up to $300,000.00 at a preferential 
rate. 

The above seeks to ensure that taxpayers can offer better services or 
sell better products, thus strengthening the country. 

e. Benefits with the SHF [federal mortgage society], such as remission of 
monthly payments for mortgage credit, among others. 
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 Credit in accordance with taxpayer capacity to pay through 
participating financial institutions. 

 In addition, once per year during the validity of the credit, it is 
possible to receive the benefit of remission of monthly payments. 

 The maximum amount of the annual payment may not exceed the 
monthly payment corresponding to mortgage credits for one 
million pesos within the time limit agreed. 

 

4. Challenges 
 
Resistance to change 

The key challenge facing the FIR is to overcome natural resistance to change in the form of 
resistance to the control exerted in part by certain government institutions within a 
framework that has made people reluctant to become part of the formal sector. This 
reluctance arises because the people concerned have to make a number of accounting 
arrangements, they have to fill in tax returns, they have to pay for accounting services and 
they have to pay taxes. Some of their activity is furthermore irregular since they do not have 
permits, their electricity and water supplies are not formal, their use of the telephone, if they 
have one, is casual, they occupy an unauthorized space in the street or lack the 
corresponding permit, their products come from other countries where quality is poor or the 
products do not comply with the rules, so they feel complicit and are afraid to regularize 
something which is irregular from the outset. If their product is national, they may know that it 
does not comply with certain health and safety and basic food preparation rules. They know 
that its quality may not be the best, which makes them naturally defensive so they find 
reasons and pretexts to resist. They feel that they are registered or under surveillance, or 
that they are going to have to pay taxes when in fact tax is charged only if they make a profit. 

Ensuring that taxpayers perceive a change in paternalistic government culture 

We must put an end to the poor trialling of many public policies in which the Government has 
adopted a paternalistic role, causing society to expect it to resolve its problems. When it fails 
to do so, it is regarded as a bad Government because it is unable to continue to give people 
what it had given them previously. 

The aim is to encourage society to organize itself so that it raises its level and the level of the 
economy. The public policies of government institutions must be well targeted and must not 
hinder the development of the country. To achieve this, however, society must participate, 
and seeds must be sown which help us to realize that Mexico will not be transformed by 
regulations or by strategy, but by a range of factors that we must all contribute towards. The 
major players are citizens, who must understand that their participation is essential in 
transforming the country to provide better conditions, as happens elsewhere. An institutional 
framework is required that generates public policies aimed at growth rather than consent. 
Society promotes change, but it must be aware of this. Order must be the guiding principle: 
we must comply with the rules and must not allow other citizens to break them, and we must 
motivate citizens. That is the proposed cultural shift, and social sanctions must be applied to 
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whoever does not subscribe to that shift. We must combat the perception that breaking the 
law or challenging the Government is to be applauded. 

To that effect, by automatically recording purchases and sales in My Accounts3, taxpayers 
know how much tax they have to pay. 

Another consequence of this is a change in culture and awareness brought about among 
taxpayers when they use the systems, which we will improve where necessary, and more 
approachable authorities will encourage taxpayers to report their transactions and 
consequently pay their contributions as part of their everyday activity.  

Helping to re-educate taxpayers 

Education is offered free of charge to an average of 24 million basic education students in 
Mexico every day. The problem is that we have not learned to tell these children that such 
education is provided to them thanks to the payment of taxes, and that around 60 million 
Mexicans would be unable to receive medical care through national insurance if taxes were 
not paid. These services furthermore require a great deal of infrastructure to maintain them: 
over 600 billion pesos per year go to health services alone, while excise duty on soft and 
alcoholic drinks brings in 30 billion pesos. 

It is therefore essential that people who have grown up without realizing that education in 
Mexico is provided in these circumstances and who join the informal sector are promptly 
included in a tax awareness-raising programme to make them understand that it is important 
to pay taxes, and that regardless of whether they do or do not have a strategy for joining the 
formal sector, they have a time-limited tax incentive for doing so. 

The training of informal workers who already have the seed for entrepreneurship is important 
for the success of this programme. They must be given every encouragement and 
transitional incentive that will pave the way for many of them to achieve success, whether by 
expanding or by changing tack. Not all of these people will come out of the informal sector, 
but many will become entrepreneurs, either through competence, quality, productivity or 
greater purchasing power. People in the informal sector will become isolated for many 
reasons and will be told that their work, their occupation, their economic activity and their 
output is not attractive, and that they must find another way to survive, whether as an 
employee or by changing direction. 

Giving society the opportunity that arises does not mean making them see that the 
Government’s task is not to do what certain social groups, academic institutions or 
opposition or pressure groups want, since that destroys the country, is not constructive and 
overrides the national interest. 

 

                                                      

3
 “My Accounts” is the free system provided by the SAT to record income and expenditure so that invoicing is 

easier and quicker. Taxpayers can keep a record of the income and expenditure they will declare as taxpayers, 

raise electronic invoices at no cost to customers and consult those they receive from suppliers. 
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Ensuring that taxpayers do not operate in the informal economy 

It is important to understand the situation of informal workers, the majority of whom had no 
alternative because they had only completed primary level education or certain studies that 
were of little use when they tried to join the formal labour force because there were 
insufficient jobs. They had to work in the informal sector to be able to provide for their 
households, which means that they cannot access health services through a social security 
institution and can only rely on limited national insurance provision. They are not building a 
pension that will provide them with an income when they are too old to work, and they can 
only gain access to state pension programmes because they are an older adult. They 
therefore become clients of national programmes, creating a vicious circle because 
governments allocate budget appropriations to them which feed and promote informality. 

The informal economy in Mexico is, moreover, a complex phenomenon brought about by 
high population growth. This informality has led to low tax revenue, which means that, 
because of the size of their businesses or the income they earn, many taxpayers to whom 
this programme is geared do not have the support of an accountant or someone with the 
knowledge to draw up and present returns, so many of them opt for the informal sector. This 
user-friendly programme which makes it easy for them to record information is therefore 
designed to encourage these taxpayers to opt for the FIR. 

This scheme is intended to provide a solution for informality by means of administrative 
improvements, by simplifying processes and by supporting sectors that fall under the FIR, 
which is an instrument for ensuring that people who now operate in the informal economy 
will shift to the formal economy. 

We are a country in which almost 51 million people are economically active, i.e. they are of 
statutory age and have the physical capacity to produce, yet 28.6 million of those 51 million 
operate in the informal sector. There are therefore more informal than formal workers in 
productive activities. The average income of an informal worker is 6,000 pesos per month, 
while according to data compiled by INEGI [National Institute of Statistics and Geography], 
the production of the country in one year is 17 million million pesos. Informal workers, 
however, who are in the majority, contribute only 26% of Gross Domestic Product, while 
formal workers account for 74%. Formal workers are therefore at least twice as productive 
as informal workers because it is easier for them to gain access to sales and distribution 
channels, customers and financial services, among other things, and it would therefore be 
good for the country for informal workers to become formal because that would increase 
productivity. 

If formal workers have made sufficient contributions when their productive life comes to an 
end, they will have access to social security, an economic resource that will allow them to 
subsist and certainly to consume, which is not the case with informal workers. When the 
latter’s productive life comes to an end, they will have to survive on family handouts or 
generosity or the client programmes of a State that supports them with meagre financing or 
sustenance to survive on, an undignified and insecure position to be in. In this way, 
generation after generation may continue without growth. This has far-reaching implications 
for Mexico because, with or without informal workers and with or without taxpayers, the state 
apparatus must be prepared to support Mexicans whether they have contributed or not. This 
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is where the risk arises of depriving someone who is productive of a resource in order to give 
it to someone who has not contributed to the making of that resource. 

We must all therefore observe the laws and comply with the duty that allows us to build a 
better country and to provide better alternatives for the children of people who now perform a 
formal economic activity so that they can enjoy better living conditions, or at least better 
opportunities, as expressed in the “Crezcamos Juntos” programme [Let’s Grow Together]. 

Being formal is not synonymous with paying taxes. This scheme makes it possible to access 
the rights which are available to anyone who is included within a constitutional, institutional 
and legal framework which allows them to obtain social security through contributions to the 
IMSS and INFONAVIT. 
 
Being in the formal sector also involves the possibility of obtaining a dwelling and a pension 
for retirement, so that when a taxpayer’s physical condition declines, he or she can look 
forward to a decent old age4 . 
 
“We cannot stop informal workers from exercising their fundamental rights; that is the 
premise of the Fiscal Incorporation Regime, it is not to collect revenue”5. 
 
Locating the input generated by the country’s production chain 

When taxpayers who are registered in the FIR record their transactions with suppliers and 
purchasers, that information is recognized in the database, which means that it is 
automatically recorded in the production chain. 

5. Support systems 
 
The most relevant systems developed for the FIR are set out below. 

The My Accounts system has been included on the SAT webpage and allows taxpayers to 
fulfil their obligations easily, either through this application or through a mobile application 
that will allow them to: 

 raise invoices 
 record income and expenditure 
 use this information in their returns 

This application for FIR taxpayers is formed by the following sections: 

                                                      

4
 Memorias de las Jornadas sobre la Reforma Hacendaria Prodecon y SAT, pp. 49. 

5
 Lic. Aristóteles Núñez Sánchez, Jornadas sobre la Reforma Hacendaria Prodecon y SAT, Guadalajara, Jalisco 

2014. 
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Easy Invoice, which raises and cancels invoices (including payslips); invoices can be 
consulted or recovered and a payslip report can be obtained. 

My Accounting, which records income and expenditure and allows these transactions 
to be consulted. 

My Returns, which includes the fiscal incorporation section with a simulator; no 
calculations need be made because the system performs this process; there is no 
radical administrative burden for taxpayers. 

My Information, which contains taxpayers’ profiles and records their tax details, and 
there are also payslip and workers’ sections. 

If taxpayers raise an invoice under this system, it is no longer necessary to record the 
income, and if an invoice is received, it is not necessary to record the expenditure, since 
these transactions are carried out automatically. 

This will also ensure the following benefits: 

 charging through bank terminals; 

 access to credit under better conditions; 

 opportunity to become a supplier of larger companies; 

 offering of additional services. 

The system is currently functioning very well and allows taxpayers to raise invoices more 
easily, simply by means of a password that can be obtained merely by presenting some 
piece of official identification. It is not necessary to generate a certificate or an electronic 
signature, and it can also be done from a mobile phone. This password, known as the CIEC 
[Clave de Identificación Electronica Confidential], is easy to obtain. All taxpayers have to do 
is go to their local SAT Taxpayer Services office with their official identification. Letters have 
also been sent to taxpayers with their password, considerably simplifying the formalities 
since they no longer have to visit the local office. 

To meet the demand arising for the FIR, information points have been set up in federal 
institutions, universities, councils, associations, local tax offices and mobile units. 

It should be noted that taxpayers with a residence for tax purposes in villages or rural areas 
without Internet access will continue to enjoy the benefits of this regime, provided they 
record their transactions in accordance with the rules issued by the tax authority. 

Tax must be calculated and paid on a bimonthly basis, and the resulting payments will be 
final. 

It is therefore not necessary to present an annual return. 

The cash-flow system will be used to determine the tax under this regime. 
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Determination of tax 

Income actually covered – expenditure actually paid on the basis of an electronic 
invoice = profit for tax purposes 

Tax will be calculated and paid on a bimonthly basis, as shown below: 

Tax return submission dates 
 

Two-month period  Final date for payment 
January-February 

March-April  
May-June  

July-August  
September-October  

November-December 

 17 March 
17 May 
17 July 

17 September 
17 November 

17 January of the following year 
 

The above notwithstanding, payment may be made for the 2015 tax year at the latest by the 
final day of the month immediately following the two-month period to which the payment 
relates. 

The basis of assessment will be the profit for tax purposes, obtained as follows: 

Basis of assessment 

Income (less) deductions (less) expenditure for the purchase of assets, costs and deferred 
charges (less) PTU = Profit for Tax Purposes 

If income is less than deductions, the difference can be deducted in the following two-month 
periods. 

On obtaining the bimonthly profit for tax purposes, the rate resulting from locating the profit 
between the upper and lower limit will be applied: 

Bimonthly profit for tax purposes 
 

Profit for tax purposes 

(-) Lower limit 

(=) Surplus of limit 

(X) Percentage 

(=) Result 

(+) Fixed rate 

(=) Income Tax payable 

 
The table is as follows: 
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BIMONTHLY TARIFF 

Lower limit Upper limit Fixed rate 
Percentage to be 

applied to lower limit 
surplus 

$ $ $ % 

0.01 992.14 0.00 1.92% 
992.15 8,420.82 19.04 6.40% 

8,420.83 14,798.84 494.48 10.88% 
14,798.85 17,203.00 1,188.42 16.00% 
17,203.01 20,596.70 1,573.08 17.92% 
20,596.71 41,540.58 2,181.22 21.36% 
41,540.59 65,473.66 6,654.84 23.52% 
65,473.67 125,000.00 12,283.90 30.00% 

125,000.01 166,666.67 30,141.80 32.00% 
166,666.68 500,000.00 43,475.14 34.00% 
500,000.01 Upwards 156,808.46 35.00% 

 

The reductions based on the table described in page 6 of this document will be applied to 
the tax payable. 

No credit or rebate by way of subsidies or exemptions may be deducted from the resulting 
tax payable. 
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6. Results 
 

The principal results at 25 February 2015 are: 

A total of 3,361,638 active taxpayers migrated to the FIR (former REPECOS), while 
978,145 taxpayers joined voluntarily. 

 

Total of 4,339,783 taxpayers registered in the FIR 

 

 

Incorporados 
voluntariamente 

Joined voluntarily 

Migrados activos 
EXREPECOS 

Active former REPECOS 
taxpayers 

 

With respect to the form of transition for REPECOS taxpayers to the FIR, in its Rule I.2.5.7. 
the 2014 RMF indicates that REPECOS are no longer required to submit a notice of 
updating of economic activities and tax obligations, since the SAT took responsibility for this 
on the basis of information available in the taxpayer list. REPECOS therefore migrated 
automatically to the Fiscal Incorporation Regime. 

Incorporados voluntariamente Migrados activos EXREPECOS

23% 

77% 
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At 25 February 2015, some 17,128,859 transactions had been recorded in My Accounts for 
income, expenditure and the easy invoice6: 

 

Transactions recorded at 25 February 2015 

 

 

Ingresos Income 

Gastos Expenditure 

Fatura Fácil Easy Invoice 

 

                                                      

6
 www.sat.gob.mx AGSC/RIF. 

 3,811,150  

 5,895,926  

 7,421,783  

 -

 1,000,000

 2,000,000

 3,000,000

 4,000,000

 5,000,000

 6,000,000

 7,000,000

 8,000,000

Ene Feb Mar Abr May Jun Jul Ago Sep Oct Nov Dic  Ene

15

 Feb

15

Ingresos Gastos Factura Fácil

http://www.sat.gob.mx/


 

 

 

 

25 

 

Taxpayers recorded at 25 February 2015 

 

 

  

 3,369,010  

 3,489,509  

 4,119,620  

 4,159,792  

 4,189,718  

 4,215,122  

 4,239,904  

 4,258,980  

 4,277,347  

 4,289,793  

 4,291,098  

 4,306,298  

 4,319,157  

 4,339,783  

Ene Feb Mar Abr May Jun Jul Ago Sep Oct Nov Dic  Ene 15  Feb 15
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So far in 2015, the progress in terms of returns and single taxpayers is as follows7: 

 

Progress of returns and single taxpayers at 26 February 2015 

 

 

Declaraciones Returns 

Contribuyentes 
Unicos 

Single taxpayers 

 

In order to determine VAT and EDPS, from 2015, FIR taxpayers can opt to apply the Decree 
published in the DOF on 10 September 2014, for which the percentages will be applied in 
accordance with the economic sector or goods disposed of: 

 

                                                      

7
 www.sat.gob.mx AGSC/RIF. 

10,530,651 

1,948,549 

0.00

2,000,000.00

4,000,000.00

6,000,000.00

8,000,000.00

10,000,000.00

12,000,000.00

Jul Ago Sep Oct Nov Dic  Ene 15  Feb 15

Declaraciones Contribuyentes Unicos

http://www.sat.gob.mx/
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VAT percentages8 

Economic Sector % VAT 

Mining 8% 

Manufacturing and/or construction 6% 

Trade (includes leasing of property) 2% 

Provision of services (includes restaurants, snack bars, bars and similar 
businesses in which food and drinks are served) 

8% 

Businesses dedicated solely to the sale of food and/or medicines 0% 
 

EDPS percentage9 

Description % 

Non-basic high-energy density foods (e.g. sweets, 
chocolates, snacks, biscuits, pastries, sweet bread, ice 
lollies, ice creams) (when the taxpayer is the vendor) 

1% 

Non-basic high-energy density foods (e.g. sweets, 
chocolates, snacks, biscuits, pastries, sweet bread, ice 
lollies, ice creams) (when the taxpayer is the manufacturer) 

3% 

Alcoholic drinks (does not include beer) (when the taxpayer 
is the vendor) 

10% 

Alcoholic drinks (does not include beer) (when the taxpayer 
is the manufacturer) 

21% 

Flavoured drinks (when the taxpayer is the manufacturer) 4% 

Beer (when the taxpayer is the manufacturer) 10% 

Pesticides (when the taxpayer is the manufacturer or 
vendor) 

1% 

Cigars and cigarettes made entirely by hand (when the 
taxpayer is the manufacturer) 

23% 

Cigarettes in general (where the taxpayer is the 
manufacturer) 

120% 

  

                                                      

8
 See the annexed list of services that can be provided through the FIR, p. 30. 

9
 See the annexed list of services that can be provided through the FIR, p. 30. 
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7. Future plans 

The target for 2015 is to increase the base of taxpayers registered in the FIR to 
5,000,000 economic units10. 

We want taxpayers to fulfil both their tax obligations and their employers’ and commercial 
obligations11. Informal workers should sign up not through fear of being penalized by the tax 
authorities but for the benefits that will stimulate their business to grow to their benefit, to the 
benefit of the production chain and to the benefit of the country. 

We want sources of employment to be generated and business to continue to progress. 

Legal proceedings should be reduced considerably, including appeals for review. 

The tax authority and taxpayers must seek to resolve disputes for the benefit of all. 

Taxpayers must pay their taxes and should not have a greater tax contingency than that 
stipulated and offered by the law on a mandatory basis. 

Support programmes must be promoted with other government departments such as the 
CFE and state governments, through their municipal councils, so that incentives are granted 
to informal workers which encourage them to join the formal sector. 

Through their local authorities, state bodies should come to a joint definition with the informal 
sector to determine the time limits for operating on the streets. When that time limit expires, 
informal operators must move to a formal site to perform their economic activity because 
Mexico cannot work in the streets. Mexico must have suitable workplaces, work should be 
done under a programme, and urban areas must be reorganized according to what is 
permissible and what is not. 

The institutions involved in the programme (IMSS and INFONAVIT, among others) must be 
encouraged to adopt the same approach as the SAT, must listen to taxpayers, must speed 
up their infrastructure and must generate the systems necessary to provide the coverage the 
programme promises. 

An action plan must be established at the highest level in which the institutions are asked to 
set out the programme for accountability, society must be proactive and the actions of 
institutions must be qualified, thereby fostering a more modern country, but one which is 
based on transforming the authorities. 

Private-sector and non-governmental organization infrastructure must be exploited so that 
government programmes are followed up. 

                                                      

10
 El Economista, 30 January 2015, pp. 22. 

11
 Memorias de las Jornadas sobre la Reforma Hacendaria Prodecon y SAT, pp. 79. 
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Part 3 : UGANDA  

 

REPORT ON THE ACTIVITITIES TO 

TACKLE INFORMAL TRADE FROM A 

REVENUE PERSPECTIVE12 

 

 

 

 

 

                                                      

12
 Report prepared by Customs Department of the Uganda Revenue Authority 
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1. Introduction 
 
There is no universally accepted definition of the informal sector. Many definitions have been 
offered that refer to this sector as unofficial, underground, hidden, invisible, shadow, parallel, 
second, unregulated, unrecorded, unmeasured and unobserved economy. Yet, there is no 
economy in the world without the informal sector. In many developing countries, the informal 
economy represents the largest share of GDP compared to developed countries. In Africa 
and Latin America, for instance, it represents about 43 percent of official GDP, almost 
equivalent to the formal sector, compared to just about 16 percent in OECD countries.  
Although an exact recent measure of the informal economy is not available anywhere in the 
world, due to complexities that defy measurability, but, as was observed by Schneider13, this 
sector has been growing by an annual average of one percentage over the last decade in 
Africa. 
 
Informal trade is as old as international trade. It is a major source of employment in 
developing countries, providing up to 70% of total employment in a number of African 
countries. Informal trade in Africa has always been the response of the population due to 
economic crises and unemployment in the formal sector. Such trade permits the distribution 
of consumer goods, whether imported or not. It is an ungoverned range of official trade and 
the major factor driving imports from the rest of the world. 

The informal economy in East Africa Community region, as with the rest of African countries, 
largely correspond to the micro, small and medium‐scale enterprises (MSMEs) that are seen 

as semi‐organized and un‐regulated. In Kenya, these enterprises are responsible for 
employment of about 7.5 million people or 80 percent of the country’s total employment 

outside small‐scale agriculture. But players in the informal economy are not necessarily 
small businesses. Actually, the informal economy is composed of small and big players both 
from formal firms and informal firms. 
 

2. Characteristics of Informal Trade Practices 

Key Characteristics of Informal Cross Border Trade (ICBT). 

The East African Community (EAC) Partner States have a rich history of cross‐border trade; 
a significant proportion of this trade is conducted informally. As already stated above, there 
is no universally accepted definition of the informal sector to start with. The term "informal 

cross‐border trade" (ICBT) as used in this paper refers to imports and exports of 
legitimately produced goods (i.e., legal goods), which directly or indirectly escape from the 
regulatory framework set by the government, and avoid certain taxes and regulatory 
measures, hence go unrecorded or incorrectly recorded into official national statistics of the 
importing or exporting countries. ICBT is a special component of the informal economy; the 
overall informal economy constitutes a huge proportion of gross domestic product (GDP) of 
EAC economies. 
 
From Customs perspectives, informal trade practices can be grouped into: 

                                                      

13
 http://ftp.iza.org/dp8278.pdf 

http://ftp.iza.org/dp8278.pdf
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- Informal cross – border trade (ICBT), a small “one-person” or group of people 
operating at local level across borders and; 

- Large retail purchases that are traded at international levels involving long distances.  
 
Nature of Informality in the ICBT 

Participants in ICBT are both from informal and formal firms. Those from the informal firms 
operate entirely outside the formal economy, and those from formal firms are fully evading 
trade‐related regulations and duties by avoiding official border crossing posts and passing 
their commodities through “unofficial routes”. In other instances, they may partially evade 
trade‐related regulations and duties even as they pass their goods through official routes 
that have border crossing points and Customs offices yet are involved in illegal practices 
such as declaring a lower quantity, weight or value of goods so as to pay lower import duties 
and other taxes. Table 1 below shows the different categories involved in ICBT. 

 

Table 1.       Types of Informal Cross‐border Trade 
 

Category A Category B Category C 
 

Informal (unregistered) 
traders or firms 
operating entirely 
outside the formal 
economy 
 

Formal (registered) firms fully 
evading trade related 
regulations and duties (e.g. 
avoiding official border crossing 
posts/stations). 
 

Formal (registered) firms 
partially evading trade 
related regulations and 
duties by resorting to 
illegal practices (e.g., 

under‐invoicing, under 
declaration of quantities, 
mis-descriptions etc.). 

 

Education, Age and Gender 

Cross‐border trade is increasingly becoming more complex. More cross-border traders have 
completed their primary and secondary education compared to two decades before. A 
majority of the traders also fall in the age bracket of 20‐40 years; some have completed 

secondary education, some are professional/semi‐professional with diplomas and 
certificates and a small percentage have degrees, with the number of those with diplomas, 
certificates and degrees rising by year. An important share of ICBT traders are female 
traders for whom profits from informal trade often constitute the sole source of earnings and 
economic empowerment for the families. 
 
Type of Goods traded 

Almost all types of goods are involved in informal cross‐border trade in EAC region and 
Uganda including staple food commodities; low quality consumer goods such as shoes, 
clothes, textile fabrics, building materials, electronics, electrical appliances, bicycle parts; 
used motor vehicle spare parts; second hand clothes/ shoes; second hand vehicles and 
even fake drugs. 
 
Awareness of Cross‐ border Trade Regulations 

In the EAC region, a remarkable fact about ICBT participants is that many of them are well 
aware of various provisions of the Customs Union at least in general terms including most of 
the regulatory requirements. However, they may attribute their continued engagement in 
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ICBT to the presence of physical and technical barriers to which  formal traders are exposed. 
Others remain in it because they have no other alternative means to survive in their poor 
socio-economic circumstances. 
 
Size of Consignments 

ICBT flows usually consist of small quantities. Because of the small volumes per transaction, 
the trader feels it is usually uneconomical to follow the official documentation formalities 
even though a significant amount passes through the official crossing points. Since this is 
done repeatedly, however, the aggregate quantities of informal cross-border trade are  
significant. ICBT is not, however, only conducted in small quantities. Big consignments are 
also usually divided into smaller quantities to avoid attention when passing across borders 
or, if the whole lot is passed through, they are either under‐invoiced or misclassified, or mis‐
declared. Once goods have crossed the border through the various informal means, they are 

piled‐up in stores which are jointly hired, especially, by wholesalers. The stocks are 
accumulated to a reasonable volume in these stores for a week or more and the traders 
again team up to hire lorries to transport them to various destinations in the importing 
country. 
 
Mode of transportation across the border  

The long distance wholesalers are the major participants in ICBT. As soon as they reach the 
border towns, they divide their goods into smaller quantities and involve different modes of 
transport to carry them across the border, depending on convenience and volume. The main 
modes of transport used in ICBT are: vehicles, bicycles, head/hand, motorcycles, wheel 
chairs, animals (donkeys), push carts, boats/canoe etc. The flow of small/light but 
valuable industrial products such as sugar, salt, soap cooking oil and plastics is common. In 
most cases, the flows of ICBT goods appear to be in small quantities. Where big 
consignments are involved, they are usually divided into smaller quantities to avoid attention 
when passing across borders. Small quantities of goods are passed through unofficial points 
(routes) which, when totaled, accounts for a significant amount.  
 
Table 2. below shows some of the photographs taken by Customs officers working at Busia 
Customs Station, one of the Uganda Customs Border Stations located at the border between 
the Republic of Uganda and Kenya. The photographs show the different modes of transport 
commonly used by the informal traders transporting commodities across the border from 
Kenya to Uganda. Some of these traders passed through the official Customs points while 
others used unofficial routes to enter Ugandan territory. For those who passed through the 
official Customs point, the major concern to Customs administrations is the documentation, 
which may contain scant details in respect of the quantities, and the prices and the types of 
goods in the consignments being conveyed, or no documentation at all. Those passing 
through unofficial routes pose many challenges as far as surveillance and control of 
smuggling is concerned. 
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Table 2. Mode of transport in the informal cross border trade. 
 

Mode of 
Transportation 

Graphic Representation 

1. Bicycles   
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2.Hand Carts 

              
 
 

  

Wheel 
Chairs 

 
 

Push and Pull Factors for ICBT Growth. 

The growth of ICBT generally represents a normal market response to overly cumbersome, 
rigid, time‐consuming and inefficient bureaucratic export/import procedures and regulations, 
which are seen as significantly increasing the cost of both joining the formal economy and 
operating within it. But, it is also established that ICBT markets in the EAC region pre‐date 
colonial and post‐colonial state boundaries. For this reason, what we see continues today as 
ICBT is simply a longstanding indigenous pattern of trade that makes more sense than 
formal trade channels to many operators. In this perspective, ICBT is not significantly 
influenced by the factors mentioned above.  
 



 

35 

 

 

 

Informal Trade involving goods traded at International Levels.  

Nature of Informality Trade involving goods traded at International Levels.  

As we saw in the previous section, participants in ICBT are both from informal acting as 
individuals and formal firms carrying on their businesses of importing small quantities of 
goods across borders on a daily basis. However, for these particular types of informal trade 
practices, the participants are both individuals and registered firms importing mainly 
containerized cargoes from several countries into the East Africa Region. These forms of 
informal trade practices involve larger networked operations trading at international levels 
and have been identified by a number of Customs administrations in developing countries, 
including Uganda, as a major challenge to effective Customs Valuation controls. In these 

instances, the participants may partially evade trade‐related regulations and duties even as 
they pass their goods through official routes that have border crossing points and Customs 
offices yet involve in illegal practices such as under‐invoicing (i.e., reporting incorrect 
quantities and/or lower values of goods so as to pay lower import duties and other taxes), 
misclassification (i.e., falsifying the description of products so that they are misclassified as 

products subject to lower tariffs), mis‐declaration of country of origin, and/or bribery of 
Customs officials. Much as the term “informal trade” is not completely synonymous with 
fraud, the risk of fraud is clearly higher in this sector. The informal trade for the purposes of 
Customs Valuation controls is taken to mean those importers with the following key 
characteristics:  

- Predominantly cash-based transactions  
- Poorly maintained or non-existent accounting records  
- Traders not registered for Customs (or other tax) purposes  
- No permanent trading premises/difficult to locate.  
- Higher proportion of smaller packages  
- Greater risk of fraud and difficulty in proving fraud  
- Consolidation of cargoes 
- Deal in wide range of goods 

 
Therefore, it should be acknowledged that by the very nature of informal trade, it is very 
difficult to determine accurately the value of goods involved for Customs duty purposes. In 
the East African region, Uganda in particular, the players involved in these types of informal 
trade practices can be grouped according to the types of commodities they are importing, 
ranging from single products/group of products like shoes, garments, second hand vehicles, 
second hand clothes etc. and those dealing in mixed goods ranging from electrical 
appliances, kitchen wares, building materials or mixes of those mentioned all consolidated in 
one container and imported in one name or by a group of individuals in one container. They 
can also be grouped as individual or registered firms and as a requirement by Uganda 
Revenue Authority, all importers whether individuals or registered companies must have a 
tax identification number (TIN) in order to enable them to clear their goods through Customs. 
From the analysis of import data in ASYCUDA World system used by Uganda Revenue 
Authority, it was observed that the majority of the players involved in this type of informal 
trade import most of their goods mainly from China, United Arab Emirates and India and they 
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usually import either as individuals or group of individuals or registered firms. For those 
importing from United Arab Emirates, they first travel as individuals or group of individuals (if 
an individual does not have capacity to purchase goods for a full container), purchase their 
merchandise from several shops or factories and consolidate the goods into one container. 
Sometimes, if these individuals/group of individuals are fraudulent, different sets of 
documents, apart from the ones obtained from the shops/factories where the goods were 
purchased, are prepared and presented to Customs in the importing country at the time of 
clearance. 
 
For the purpose of this study, two consignments imported into Uganda by individual persons, 
one from United Arab Emirates and another from China declared to Customs during the 
second week of January 2015, were randomly sampled and the declarations were 
scrutinized to establish the following: 

a) kind of documentation presented;  
b) the types of goods imported; 
c) the values declared through self-assessment and; 
d) the value finally determined by Customs 
e) the frequency of imports by these two individual persons.  
 

After identifying the two consignments that were declared to Customs on the same day 
during this period, the Valuation Unit at Customs Headquarters, Uganda Revenue Authority 
requested the Supervisors of the two Customs Stations where the Customs bills of entries 
for the two consignments were lodged to take photographs of the contents of the two 
containers during the physical examinations. The photographs taken by the respective 
Customs stations at the different stages during physical examinations at the examination 
sheds are contained in Table 4 and Table 6. The one in Table 4 has 9 photographs for a 
consignment of a 40ft. container of mixed goods imported from United Arab Emirates by an 
individual person (Importer A) and taken at different stages during physical examination. The 
second consignment was a 40ft. container also of mixed goods imported by another 
individual person (Importer B)) and cleared through Mbale Customs Business Centre, one of 
the Customs stations located in the eastern part of Uganda. The detailed analyses of the two 
entries are summarized in 2.2 and 2.3 below.  

Analysis of the details of the consignment imported from United Arab Emirates 

This consignment was cleared through Uganda Customs at Jinja Customs Business Centre 
vide Customs bills of entry number UGJJA C556 dated 13/01/2015. This was a consignment 
of 40ft. container (no. CLHU 903822-5) containing 66 different types of goods consisting of 
one second hand motor vehicle, a Toyota Premio; hand tools; building materials; furniture; 
plastic pipes; men’s leather shoes, bolts & nuts and many other assorted products. The 
motor vehicle was cleared on a different Customs bill of entry since it is a requirement of 
Uganda Revenue Authority that all motor vehicles imported into Uganda should be declared 
and cleared on their own. 

Table 3. shows the details of the goods imported by this individual importer as per physical 
examination done by the Customs officers at Jinja Customs station. From the physical 
examination done by the Customs officers, the result as summarized in Table 3 shows a 
number of irregularities, especially in the quantities as reflected on the invoices (nos: 3795, 
3979, 5447, 3354 all of 10/12/2014,) issued by four different suppliers in Dubai. Much as the 
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invoice numbers: 3795, 3979, 5447 and 3354 whose scanned copies are located below the 
table 3 are in Arab Emirates Dirham, the importer through self – assessment declared the 
value in United States dollars with the total value of USD8,992.46 for 520 packages 
excluding one unit of the second hand Toyota Premio. The Customs officer responsible for 
valuation at the Jinja Customs Business Centre was not convinced as regards the 
authenticity of the documentation for this consignment as it raised doubts as to the truth or 
accuracy of the hand-written invoices in accordance with WTO Decision 6.1 : Procedure to 
follow when doubts exist regarding the truth or accuracy of the declared value. 
Thereafter, the value declared by the importer through self- assessment of USD 8,992.22 
with the total tax of UGX.13,732,160 (USD4,952.43) was not accepted by the Customs 
officer at the station of clearance and the value was finally determined under the WTO 
Agreement alternative methods of valuation at USD16,652.46 with the total tax payable of 
UGX.26,516,806 (USD9563.15). The final value determined was almost double the original 
value declared by the importer. ASYCUDA World Customs data, indicates that between 
March 2014 and 13th January 2015 this particular importer (Importer A) has imported twice 
and in both instances the values declared through self-assessments have not been accepted 
and values were uplifted. 

 

S/N 
TABLE 3: Goods found in Container NO: CLHU 903822-5, Customs bills of entry NO: UGJJA C556 of 

15/01/2015 

 

Item Description   Item Description 

1 
Used Toyota Premio:  CHS: 5210001300 

34 
Masking Tape: 10 ctnx 24 rolls, size 2” and 10 
ctns x3 rolls, size 1” 

2 Filter driers: 02 tins @ 200 pcs 35 Ratchet die set ½”: 02 ctn x 4 sets 

3 
Nylon Ropes: 01 bale x 3 rolls @ 50 meters 

36 
Pipe wrench: 02 ctn x 12 pcs of 18”; 01 ctn x 6 
pcs of 24” and 02 ctns x 36 pcs of 14” 

4 
Curtain  netting material: 32 rolls totaling to 3, 
344 meters x 54” 37 

Hand roller brush: 02 ctns x 120 pcs 

5 
Building glass decoration blocks: 50 ctns x 6pcs, 
size 385x 252x196mm 38 

Stone chisels, size 18 mm x 14”: 03 x 36 pcs 

6 Wooden dinning set: 01 set of 06 chairs 39 Hedge shear, size 15 mmx 5/8”:  03 ct x 12 pcs 

7 
Welding grinding disc:  diamond wheel brand, 
105x20mm Makita 04 ctns totaling to 169kg 40 

Screw drivers: 02 ctn x 30 sets of 6 pcs 

8 
Wooden coffee table round shape: 02 pcs size 60 
cm diameter 41 

Safety Helmets for builders:  23 ctns x 36 pcs 

9 Ordinary Portland cement: 100 bags x 50kgs 42 Safety shoes: 02 ctn x 10 pairs (size35-45) 

10 
Wooden beds(unassembled) with mattresses: 02 
pcs, size 5x6 43 

Shower roses: 01 ctn x 10 pcs 

11 
Men’s closed casual P.V.C shoes WYJD brand:  63 
ctn x 12 pairs (size 40-45) 44 

Heavy duty gate valves: 01 box of 100 pcs, size 2” 
& 01 box of 100 pcs, size 3” 

12 
Men’s closed synthetic leather casual shoes, JDL 
brand:  20 ctn x 12 pairs (size 40-45) 45 

Horse clips 1 ½” : 01 ctn x 1000pcs 

13 Bolts and nuts: 05 bags x34kgs 46 Dust mask: 04 ctn 20 boxes 

14 
Copper wire, production m10/32004D2C : 76 
ctns @ 1 Roll x 12.325 kgs 47 

Refrigeration tubes, size ¼” x400m x 15m:  05 cts 
x 5 rolls 
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15 Drawer locks: 02 ctns x 20 dzns 48 Plastic trowel: 03 ctn x 40 pcs 

16 
Shade  nettings: 15 rolls size 3 x 40m @ weighs 
12kgs 49 

Concrete nails: 10 ctn x 12 kgs @ size 1” and  12 
ctn x 13 kgs @ size 2 ½” 

17 
Door closure, model D75KG: 02 ctns x 10 pcs 

50 

Chrome plated pipes, round shape: 10 bundles x 
10 pcs size 2”x 12 ft and 10 ct x 10 pcs siz ½” x 12 
ft 

18 
Spirit levels, Atlas: 02 ctn x 60 pcs 60CM 

51 
Horse pipes : 30 rolls, size ½” x 50 m and 19 rolls, 
size ¾” x 50m 

19 
Welding Industrial Gloves: 07 ctns x 60 pairs and 
03 ctns x50 pairs 52 

WD40 spray :  08 ctn x24 pcs x 350mls 

20 
Warning tape, 500m: 03 ctns x 2 dozen 

53 
Steel drawer self brackets:  12 ctn x 144 pcs, size 
8” x 10” 

21 
Hand Angle ginders, model 9554 HNG: 03 ctns x 
4 pcs of 4” and 06 ctns x 2 pcs of 9” 54 

Bolts and nuts: 02 boxes totaling to 1700 kgs 

22 
Hand puller: 02 ctns x 10 pcs of capacity 1TON 

55 
Wooden T.V stand, 2 levels : 01 pc size 300 x 
150mm 

23 
RTV silicone sealant, imperial gold :150 ctns x 24 
pcs 56 

Motor vehicle tyres: 06 pcs size 215/70R16 

24 
General purpose silicone sealant 2500: 108 ctn x 
24 pcs 57 

Used gas cooker: 01 pc of 4 bunners 

25 Abro spray paint U.S.A: 81 ctns x 12 cans 58 Used photocopier: 02 pcs 

26 
Hammer drill, raider brand: 01 ctn x 4 pcs & 01 
ctn x 5 pcs 59 

P.V.C sofa set: 01 set of 6 seater 

27 

Tape measure, stare brand: 02 ctns x 60 pcs of 
10m; 02 ctns x 24 pcs 10 m and 01 ctn x 120 of 5 
m 60 

Bolt cutter, colt, 36”: 02 ctns x 24 pcs 

28 Electric Hand blower : 01 ct x 8 pcs 61 Spray gun G70: 01 ctn x 1 pc 

29 Tile cutter, 24” : 02 ctns x 3 pcs 62 Bolt clipper 30” : 01 cn x 10 pcs 

30 Door handles: 02 ctnx 20 pcs 63 Solido cable, 4 core: 01 roll of 200m 

31 
Door lock body, model B26-D70cp:  12 ctn x 12 
pcs 64 

Hack saw blade: 03 ctn x 72 pcs 

32 
Door lock set, cross brand, model 2616-160A: 10 
ctn x 20 sets 65 

Oil tin: 01 ctn x 60 pcs 

33 
Blind rivets:  06 ctn x 5 kgs 

66 
Metallic photo frame: 01 ctn size 2 x 4ft  and 01 
pc, size 1 ½” x 2 ft 
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TABLE 4: Some of the photographs taken by Customs officials at various stages when the 
container NO: CLHU 903822 was being off-loaded for physical examination at the 

examination bay at Jinja Customs (UGJJA C556). 
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Analysis of the details of the second consignment imported from China 

The second consignment was cleared through Uganda Customs at Mbale Customs 
Business Centre (one of the Customs stations located in the eastern part of Uganda), vide 
Customs bills of entry number UGMBL C50 dated 13/01/2015, declared to Customs on the 
same day as the first one. Table 6 below shows photographs taken by the Customs officers 
at the physical examination shed when this consignment was being off-loading for physical 
examination.  This was a consignment of 40ft. container (no. PCIU829888-5) containing 733 
cartons of assorted items which includes cake makers, blenders, deep fryers, food 
containers, solar panels, baby chairs spoons, forks and other assorted kitchen wares was 
also imported by an individual(Importer B).  

The importer, through self–assessment had declared the value USD8,002.12 for the 733 
cartons. The Customs officer responsible for the valuation at this Customs station was not 
convinced as regards the authenticity of the documentation for this consignment and raised 
doubts as to the truth or accuracy on account that the invoice (no. SC987M2014 dated 
30/11/2014, see scanned copy below) that was presented to Customs as evidence for this 
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transaction was lacking with respect to the details of the items packed in each carton and on 
the basis of the method of payment to the suppliers that is by cash without any additional 
information to back this method of payment and raised queries to the importer in accordance 
with WTO Decision 6.1. The importer failed to provide sufficient evidence/explanation 
regarding his declared value, hence, the value declared by the importer through self- 
assessment of USD8,002.12 with the total tax of UGX.9,793,424(USD3,531.9) was not 
accepted by the Customs officer at the station of clearance. By application of the WTO 
Agreement alternative methods of valuation, the value was finally determined at USD10,016 
with the total tax payable of UGX.12,210,538 (USD 4,403.67) was collected.  

Extract from ASYCUDA World Customs data, shows that between January 2014 and 13th 
January 2015, this particular importer (Importer B) has imported twenty one (21) 
consignments; one was imported from United Arab Emirates and the rest were from China. 
The types of goods in the twenty one consignments were similar to those declared on 
Customs bills of entry number UGMBL C50 dated 13/01/2015 vide invoice SC987M2014 
dated 30/11/2014 whose details were described above. The details relating to these twenty-
one consignments in terms of values and quantities declared per consignment is 
summarized in Table 5 below. For all the twenty-one consignments summarized in Table 5 
below, the only documents presented by the importer in support of his declarations to 
Customs were the invoices and the bills of lading. The method of payment as indicated on all 
the invoices for the twenty-one consignments was by cash and in all the instances, Customs 
had no concrete means to verify the authenticity of those invoices presented by the importer 
and the exact amount of money paid for the goods. As observed from Table 5 below, this 
importer has been migrating from one Customs station to another rotating between Mbale 
(UGMBL), Malaba (UGMAL) and Kampala (UGKLA). On average, the value declared per a 
40ft. container was between USD8,200 to USD12,050 as per the summary in Table 5. For 
details in respect to the types of goods imported by this importer, refer to a copy of invoice 
number no. SC987M2014 dated 30/11/2014 and photographs in Table 6 below. 

 

Table 5: Summary of imports by Importer B. (from Jan. 2014 to 13th Jan. 2015) 

S/N 
Stat_Cd. 

Entry 
No. Entry Date 

 Net weight 
(Kgm)  

 No. of 
packages 

 Tax_ Paid 
(UGX)  

 Value 
(IN USD)  

1 UGMBL C138 13/01/2014 
               
33,605  

              
591  

                
10,532,252  

                      
8,407.00  

2 UGMBL C245 5/2/2014 
               
24,145  

              
590  

                
11,832,685  

                      
9,161.00  

3 UGMBL C259 5/2/2014 
               
22,754  

              
584  

                
10,613,532  

                      
8,248.00  

4 UGMBL C403 22/02/2014 
               
21,420  

              
544  

                
10,537,759  

                      
8,324.00  

5 UGMBL C440 25/02/2014 
               
22,202  

              
567  

                
10,256,475  

                      
8,320.00  

6 UGKLA C11582 18/03/2014 
               
14,287  

              
471  

                
11,954,756  

                      
9,095.00  

7 UGMBL C928 9/5/2014 
               
14,520  

              
361  

                
13,132,258  

                    
12,028.00  

8 UGMBL C1061 28/05/2014 
               
25,744  

              
598  

                
12,298,300  

                      
9,784.55  

9 UGMAL C1075 31/05/2014 
               
23,876  

              
670  

                  
8,081,768  

                      
7,029.00  
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10 UGMBL C1076 31/05/2014 
               
30,892  

              
628  

                
14,227,905  

                    
11,352.90  

11 UGMBL C1077 31/05/2014 
               
16,736  

              
753  

                
12,497,751  

                      
8,195.00  

12 UGMAL C1197 27/06/2017 
               
26,485  

              
653  

                
12,338,787  

                      
9,639.96  

13 UGKLA C36940 8/7/2014 
               
19,446  

              
715  

                
15,347,807  

                    
11,002.32  

14 UGMBL C1600 16/09/2014 
               
19,982  

              
675  

                
11,717,038  

                      
9,585.20  

15 UGMBL C1624 20/09/2014 
               
37,064  

              
627  

                
13,883,117  

                    
11,037.20  

16 UGMBL C1774 21/10/2014 
               
24,860  

              
735  

                
11,576,639  

                    
10,017.10  

17 UGMBL C1714 8/10/2014 
               
18,878  

              
594  

                
12,372,431  

                      
9,645.00  

18 UGMBL C1878 8/11/2014 
               
34,996  

              
753  

                
13,201,588  

                      
9,332.10  

19 UGMAL C90122 17/12/2014 
                 
3,700  

              
200  

                  
3,139,528  

                      
4,797.70  

20 UGKLA C10 5/1/2015 
               
34,822  

              
725  

                
11,215,925  

                      
8,439.40  

21 UGMBL C50 13/01/2015 
               
33,127  

              
733  

                
12,210,538  

                    
10,016.00  

      TOTAL 
             
503,541  

         
12,767  

              
242,968,839  

                  
193,456.43  

    
SOURCE: Customs Imports Data, Uganda Revenue Authority (Uganda) 
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TABLE 6: Some of the photographs taken by Customs officials at various stages when the 
container NO: PCIU829888-5 was being off-loaded for physical examination at the examination 

bay at Mbale Customs (Entry no. UGMBL C50) 
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Methods of Sourcing and payments for the goods 

 
The two consignments analyzed in Section 2.2 and 2.3 above are just samples representing 
thousands of importers in this category of informal trade involving goods traded at 
International levels. The participants in this type of trade are involved in importations of 
goods into Uganda ranging from one type of goods to a wide range of finished goods as 
already indicated in the two consignments analyzed above. They usually travel abroad 
themselves (with cash in the pockets/bags) mainly to countries like China and United Arab 
Emirates as individuals or in groups of individuals and purchase goods from various shops 
or factories, consolidate them into containers and ship them to the countries of importation. 
There is also another category who usually make orders by either making telephone calls or 
emailing their suppliers abroad and requesting the suppliers to send them proforma invoices. 
After they have agreed on the actual price of the goods, the suppliers send them the 
commercial invoices sometimes ask for advance payment of say 30% before the goods are 
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shipped and request either payment of the balance before the goods reach the port of 
discharge or full payment before shipment. There is a third category i.e those who usually go 
to China, make orders and pay some deposit by cash as a sign of commitment to the 
suppliers, thereafter, the balance is remitted through telegraphic transfers after the goods 
have been shipped. In this category, sometimes payments are broken down into several 
installments and money remitted for those installments made through different banks or 
Forex bureaus. Another category is those mention in C in Table1; Formal (registered) firms 
partially evading trade related regulations and duties by resorting to illegal practices (e.g., 

under‐invoicing, under declaration of quantities, mis-descriptions etc. ) 

Therefore, in this type of informal trade practice, there are different ways of sourcing the 
imported goods and the methods of payments to the suppliers are also various i.e. by cash, 
telegraphic transfers (sometimes broken down into several installments and parts presented 
to Customs) through banks or Forex bureaus. This is where invoice manipulation and 
presentations of false documents are rampant. The level of compliance among the taxpayers 
in the informal trader is very low and ability to achieve a balance between valuation control 
and trade facilitation is a huge challenge to Customs administrations in this sector. This has 
resulted in large variances in values declared/appraised and therefore taxes paid for 
identical or similar goods at the same station and in many cases at different stations.  
 

3. General Observations. 

A large informal sector could deprive governments of much needed tax revenue such as 
import duties, VAT and other taxes, which could have been reinvested into energy and 
infrastructure development, which are some of the critical priorities for developing countries, 
including Uganda. However, in the case of Uganda and EAC in general, it is mostly the 
formal firms (described in category B and C under Table 1) who engage in ICBT and other 
categories of informal trade that hurt the economy more than is perceived of the small 
informal traders. These formal enterprises understand international trade rules better, and 
also know how to escape certain costs; they also have stronger economic might to deal in 
larger quantities than their small informal counterparts which are merely running for survival. 
The big formal firms engaging in informal trade are capable of ‘facilitating’ their way across 
borders through several informal ways, thus evade taxation and other regulatory measures 
and as a result deny governments massive revenue.  
 
A part from those mentioned in above, some of the informal trade practices in Uganda 
involves some supermarkets and, generally, big vendors of mainly electronics, 
telecommunication gadgets and shoes. For instance, there were cases where these 
enterprises would import shoes and wrongly declare them as whiting or sisal ropes; and, for 
some traders while they would correctly declare the description of the goods, it involved 
under‐declaration of the quantities and values. These practices lead to massive tax evasion 
and unfair competition with other competitor traders who have paid the taxes legally due; it 
also denies the Uganda economy huge revenues, hence opportunity for increasing 
government expenditure that is a key component for economic growth. 
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4. Initiatives undertaken by Uganda Revenue Authority to address the 
impact of the Informal Trade Practice 

The Uganda Customs Administration has undertaken several initiatives to address the 
impact of informal trade practices on Customs revenues.  

Sensitization Programs 

The Customs Administration has initiated a lot of sensitization programs for border 
communities and Customs Clearing Agents on informal Cross Border Trade, encouraging 
them to use the official Customs border points while trading across the borders. Special 
desks usually referred to as “Market Desk” were established at all the Customs border 
posts to cater for the ICBT trade to facilitate in the clearance. Also, a special form called 
PB4, was introduced to cater for ICBT traders who deal in consignments of less than USD 
2000. 

Dialogues with the importers in the informal trade. 

The Customs administration has had several engagements and meetings with importers in 
the informal trade sector, engaged in the importation of particular products/ group of 
products, identified by Customs as having a huge impact on Customs revenue. For example, 
successful dialogues have been made with the importers of PVC sandals and slippers, 
classifiable under 6402.29.00 and 6402.99.00 of the Harmonized System. In the year 2013, 
the Customs department identified these products among ones to be targeted for such 
programs because of the huge volumes being imported into the country with very low values. 
Import data under 6402.29.00 and 6402.99.00 was extracted and analyzed to establish the 
values being declared for the finished PVC sandals and slippers and compared with the 
values of the raw materials of chapter 3902 imported by the manufacturers of sandals and 
slippers in Uganda. It was found that the main importers of PVC sandals and slippers were 
from the informal trade sector (who do not keep proper books records and operate as 
individuals) and more that 95% of the importations were from China and Thailand. The 
analysis also revealed that the majority of the importers of the PVC sandals and slippers 
were declaring the values for the finished PVC sandals and slippers far below the values 
declared by the manufacturers of PVC sandals and slippers in Uganda. 
 
The importers of the finished PVC sandals and slippers were identified and engaged in 
several dialogues towards the end of 2013 and the beginning of 2014. The Customs 
department conducted comprehensive research and came up with indicative threshold 
values (the value slightly above the value of raw materials) for PVC sandals and slippers. 
Both parties, that is Customs management and the importers of the PVC sandals and 
slippers discussed values and finally agreed on the threshold values for risk management 
purposes. There was a remarkable improvement in Customs revenue from the importations 
of PVC sandals and slippers in 2014 as compared with importations of the same products in 
2013, as reflected in the summary in Table 7 below: 
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TABLE 7: SUMMARY OF IMPORTATIONS OF PVC SANDALS AND SLIPPERS 
IMPORTED FROM CHINA AND THAILAND INTO UGANDA IN THE YEARS 2013 AND 

2014 

1 Summary of importation of PVC Sandals and slippers into Uganda (Jan. - Dec. 2013) 

  HSCODE  NT_WT  QTY (Pairs)  
 VALUE 
 (IN UGSHS)  

 VALUE 
(IN USD)  

 VALUE 
(USD/PR)  

 TOT_TAX 
(UGSHS)  

  6402.20.00    14,477,823  
   
49,842,380  

            
28,492,632,201  

        
10,930,761  

                     
0.22  

            
14,988,434,592  

  6402.99.00    11,489,413  
   
20,648,688  

            
24,898,003,115  

           
9,652,093  

                     
0.47  

            
13,451,437,687  

  TOTAL:    25,967,236  
   
70,491,068  

            
53,390,635,316  

        
20,582,855  

                     
0.29  

            
28,439,872,279  

2 Summary of importation of PVC Sandals and slippers into Uganda (Jan. - Dec. 2014) 

  HSCODE  NT_WT  
 QTY 
(Pairs)  

 VALUE  
(IN UGSHS)  

 VALUE 
(IN USD)  

VALUE 
(USD/PR)  

 TOT_TAX 
(UGSHS)  

  6402.20.00    10,307,203  
   
34,182,314  

            
25,206,158,345  

           
9,750,745  

                     
0.29  

            
13,611,157,005  

  6402.99.00    15,128,856  
   
35,888,103  

            
49,140,242,709  

        
18,825,698  

                     
0.52  

            
26,887,523,419  

  TOTAL:    25,436,059  
   
70,070,417  

            
74,346,401,054  

        
28,576,443  

                     
0.41  

            
40,498,680,424  

SOURCE: Customs Imports Data, Uganda Revenue Authority (Uganda).  

 
From Table 7 above, 70,491,068 pairs of PVC sandals and slippers were imported into 
Uganda from China and Thailand in 2013 at an average value of USD0.29 per pair with the 
total value of USD20,582,855. As a result of serious dialogues with the importers and 
establishment of the indicative threshhold values for PVC sandals and slippers, the average 
declared value fell from USD0.29/pr. to USD0.41/pr. In 2014, although the total number of 
pairs imported dropped slightly from 70,491,068 pairs to 70,070,417 pairs, there was a 
significant increase in the total declared value from USD20,582,855 to USD28,576,443 and 
a drastic increase in the Customs revenue  from UGX.28,439,872,279 to 40,498,680,424.  
 
This kind of engagement is now being extended to importers of other products or group of 
products like those engaged in importations of electrical cables & electrical fittings, 
supermarket products, garments and others shoes of Chapter 64 apart from PVC sandals 
and slippers. 

Automated Valuation control 

In February, 2014, Customs management introduced a new valuation control system that is 
fully integrated with the ASYCUDA World declaration processing system. This is a new 
valuation facility based on the use of selectivity criteria and operates by use of a Tariff 
Specification Code (TSC). This selectivity-based valuation system is not used to 
automatically replace a declared value. When selectivity is used, the declaration is simply 
selected for the value to be verified by an officer who is able to pursue any necessary query 
in conformance with the WTO Valuation Agreement requirements (in particular Article 17 
and WTO Decision 6.1). So this ASYCUDA valuation facility is completely in line with WTO 
valuation practice as the officer has decided to query the declared value and resolves the 
query according to the above requirements.      
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A TSC code is a four digit, alphanumeric code located at the end of the Tariff Commodity 
code (Box 33 of the Single Administrative Document used for processing Customs 
declaration in ASYCUDA). The code is designed to further specify the goods for the 
purposes of valuation. This ASYCUDA valuation system employs a table, which defines TSC 
codes for each tariff commodity. The tariff specification code is defined in terms of: 

- its commodity code; 
- the countries of origin  
- export of the product; 
- the brand and name; 
- description of the product; 
- CIF Value; 
- indicative range of values; 
- quantities; 
- average value (based on correct CIF value, quantities, unit of measures, etc.)  
- period; 
- tolerance margin. 

 
The TSC with the above listed parameters are created in the valuation control module of 
ASYCUDA World for products or group of products which have been identified to be of high 
valuation risk with significant impact on Customs revenue. This valuation control system has 
been introduced as one of the measures to check on undervaluation. It has proved to be 
very successful in checking values of consignments imported with single products or group 
of products with clear descriptions. For those importers especially in the informal trade 
sector like those importing a wide range of goods consolidated in containers (such as those 
analysed in section 2.2 and 2.3 above), the Customs department is working with the IT 
Team to develop a control module referred to as “Selectivity Control page” in the 
ASYCUDA World system that will target the size of the container, the weight of the goods in 
the container, the value declared and compare with indicative ”threshold values” created in 
the selectivity page. Under the selectivity page there is at least two decision levels that must 
be satisfied before the value is accepted.  
 

5. Conclusions and Recommendations 
 
In East Africa, the three founding Partner States of EAC have a long history of regional 
integration. They share a common history, culture, and infrastructure, and have relatively 
uniform agro-climatic conditions (UNCTAD 2005). With the expansion of the region to 
include Burundi and Rwanda, the EAC market is now a very large market that is attractive to 
investors. Unlike Kenya and Tanzania, Burundi, Rwanda and Uganda are all landlocked and 
rely on the other two countries for access to seaports. The five countries are members of the 
World Trade Organisation (WTO) and other trading arrangements. However, other than 
Tanzania which is the only Partner State member of the Southern African Development 
Community (SADC), the other four Partner States are members of the Common Market for 
Eastern and Southern Africa (COMESA). Trade between the five countries is carried out 
through both formal (regulated and recorded) and informal (unregulated and unrecorded) 
channels. It is clear that informal cross‐border trade occurs largely through unofficial routes 
established around formal ones at border townships and on the deep seas.  
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Available surveys have shown that a substantial proportion of informal cross‐border trade in 
the region involves staple foods like maize and rice, cattle, and low‐quality consumer 
products including clothes, shoes, and electronics. Informal trade, worldwide, plays an 
important role as an alternative source of employment, especially during economic downturn 
when modern private sector is laying‐off their employees. Informal trade can spur 
entrepreneurial activity and regional trade; can contribute to greater regional food security 
and food stability by improving the supply of foods from surplus regions to deficit regions 
within the EAC; and, it can enhance income revenues and provide employment opportunities 
for poorer households to meet their basic needs of health, education and shelter;. While 
informal trade practices may provide a short‐term solution to a household’s livelihood needs, 
creating an economy with a higher proportion of formal enterprises and jobs is important to 
the long term welfare creation, stability, and poverty reduction. As a matter of fact, in the 
long run, informal trade practices could have several negative economic and developmental 
impacts. Firstly, it creates unfair competition to formal trade, which reduces the incentives to 
invest in the formal economy while lowering business opportunities in regional and global 
markets. This all, in turn, diminishes the prospects for economic development in developing 
economies. Secondly, it compromises the measures put in place on health, safety, and 
environmental concerns. For example, agricultural commodities traded informally do not go 
through sanitary and phytosanitary controls. Thirdly, informal trade erodes government 

revenues, with millions of dollars being lost annually in unpaid Customs duties and value‐
added tax (VAT). These losses are significant to developing countries where revenue from 
imports account for more than 25 percent of total tax revenue. 
 
As for the Informal Cross Border Trade (ICBT), there is need to recognize and acknowledge 
it as a part of Uganda’s economy. The informal economy is here to stay as an alternative to 
the shrinking formal sector; there is need to find them an enabling environment where it can 
coexist with the formal economy without hurting the economy. As it is now, ICBT practice is 
simply seen as evasion of taxation and other statutory payments in cross‐border trade, 
hence labelled illegal, rather than as an opportunity for poverty alleviation. While it may be 
difficult to eradicate ICBT, it does not help to stigmatize the practice and condemn it as an 
illegal or underground sector as some commentators have traditionally referred to it. Rather, 
apart from sensitization of the border communities, the questions the governments ought to 
investigate through research and address are: 
 
a) What type of enabling environment is needed for ICBT, for example, in the context of how 
much can they be taxed without compromising compliance? What standards need to apply 
to them?  
 
b) Under what condition can the informal sector exist with the formal sector with little hurt to 
the economy? 
 
c) Are there any proven administrative measures that have managed to encourage the 
informal sector to join the formal sector? 
 
d) Under what circumstances will the size of an informal economy improve or hinder 
competitive pressures in the formal sector and thus affect long‐term prospects of increased 
production, trade and investment in developing countries? 
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As regards the other categories of informal trade practices, the initiatives undertaken by 
Uganda Customs administration can be considered for adoption by other Customs 
Administrations facing similar challenges. 
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Monday, 3 June 2013 

08.30-09.30 
Registration 

09.30-09.45 

Opening of the Conference 

Robert Ireland, Head, WCO Research Unit & Gaël Raballand, Senior Public 

Sector and Governance Specialist, World Bank 

09.45-11.15 

Panel 1. Informality and Customs: Institutional and Regional Perspectives 

Moderator:  Thomas Cantens, WCO Research and Strategies Unit and Centre 

Norbert Elias, Ecole des Hautes Etudes en Sciences Sociales 

 

1. Informal Cross Border Trade in Africa: Implications and Policy 

Recommendations, Jean-Guy Afrika, Senior Trade Policy Analyst, African 

Development Bank 

 

2. Informality, Regional Integration and Smuggling in West Africa, Nancy 

Benjamin, Senior Economist, World Bank, Stephen Golub, Department of 

Economics, Swarthmore College, and Ahmadou Aly Mbaye, Dean, Faculty 

of Economics and Business, Cheikh Anta Diop University 

 

3. Can Mirror Data Help to Capture Informal International Trade? 

Christopher Grigoriou, Senior Economist, Government Security Solution, 

SICPA, Invited Professor of Econometrics, HEC Lausanne and Swiss 

Graduate School of Public Administration 

 

4. Working With the Grain of Informality in Fragile States: Development 

Patrimonialism or Privatization of Privilege? Rens Twijnstra, PhD 

candidate, Wageningen UR, Social Science Group 

11.15-11.45 
Coffee break 

11.45-12.30 

Keynote address, Keith Hart, Co-director, Human Economy Research Programme, 

University of Pretoria, Centennial Professor, Economic Anthropology, London School of 

Economics 

12.30-14.00 
Lunch  

14.00-15.30 

Panel 2. Regional Dimension: Africa 

Moderator: Coffet Lebepe, Customs 

Counsellor, South Africa Revenue 

Service  

 

1. Informal Cross-Border Trade and 

Informal Taxation in Sierra 

Leone: Bargaining, Conflict and 

Politics, Vanessa van den 

Boogaard, Research Officer, 

International Center for Tax and 

Development 

Panel 3. Regional Dimension: Asia 

Moderator: Asha Menon, Technical 

Officer, WCO Compliance and Facilitation 

Directorate 

 

1. Revealing Informal-Formal Trade 

by the Mirror Trade Statistics 

Comparison: The Case of Lao 

PDR and Cambodia, Shintaro 

Hamanaka, Economist, Office of 

Regional Economic Integration, 
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2. Under-appreciated International 

Trade in the Horn of Africa:  The 

Case of Informal Cross-Border 

Trade in Livestock, Peter Little, 

Professor of Anthropology, 

Director, Development Studies 

Programme, Emory University 

 

3. The Nature of Informal Cross-

Border Trade in Uganda, Its 

Justifications, Effects and How 

Customs Administration Handles 

It, George Muwalya, Customs 

Audit Officer, Customs Audit 

Division, Uganda Revenue 

Authority 

Asian Development Bank 

 

2. Informality in the Handling of 

Readymade Garment Cluster by 

Customs in Nepal, Mallika 

Shakya, Assistant Professor, 

South Asian University, Delhi, 

India  

 

3. A Case Study on Shuttle Trade 

between Korea and China, 

Yeonho Kang, Director, Korea 

Customs Service, Chang-Ryung 

Han, Technical Officer, WCO 

Research  Unit  

 

4. Formalization of Informal Trade, 

Ghous Bux Sahqani, Customs 

Officer, Customs House, Karachi, 

Pakistan 

 

15.30-16.00 Coffee break 

16.00-17.30 

Panel 4. Regional Dimension: Americas 

Moderator: David Dolan, US Customs 

and Border Protection (CBP) Attaché at 

the US Mission to the EU in Brussels 

1. Repression Policies and the 

Territorialization of Traditional 

and Emerging Modes of 

Smuggling on the Border of 

Brazil-Uruguay, Adriana 

Dorfman, Professor, Geography 

Department, Postgraduate 

Programme in Geography, IGEO-

UFRGS (Porto Alegre, Brazil) 

 

2. Fifteen Dimensions of the 

Informality in the Brazilian 

Foreign Trade, Cristiano 

Morini, Professor, State 

University of Campinas, Brazil 

(Unicamp) 

 

3. Trade Relations Between 

Dominican Republic and Haiti 

and their Customs Regulation, 

Miguel Barbero, International 

Trade and Foreign Relations 

Specialist, General Directorate of 

Panel 5. Informality: Taxes, Smuggling 

and Money 

Moderator: Mariya Polner, Research 

Analyst, WCO Research Unit 

1. The Impact of Informal Trade 

Actors and Practices on Customs 

Risk Management in the Member 

States of the Economic 

Community of West African 

States, Anthony Cambas, 

Director, Center for International 

Trade and Development, 

Oklahoma State University 

 

2. Guns, Smoke and Mirrors, Aida 

Hozic, Associate Professor, 

Department of Political Science, 

University of Florida 

 

3. Import Value De-Minimis Level in 

Selected Economies as Cause of 

Undervaluation of Imported 

Goods, Steven Pope, European 

Head, Customs and Regulatory 

Affairs, DHL Express, EU HQ,  

Cezary Sowinsky, Customs and 

Regulatory Affairs Manager, 
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Customs, Dominican Republic DHL Express, Ives Taelman, 

Senior Director of Customs and 

Regulatory Affairs , DHL Express 

17.30 
Cocktail offered by WCO 

 

Tuesday, 4 June 2013 

09.00-10.30  

Panel 6. Informality and Long Distance Travel 

Moderator: Keith Hart, Co-director, Human Economy Research Programme, University of 

Pretoria, Centennial Professor, Economic Anthropology, London School of Economics 

1. Representations, Official and Unofficial Practices of Border Administrations Related 

to What They Call 'Informal': a Case Study Inspired by Cameroon Customs, Samson 

Bilangna, Technical Officer, WCO Compliance and Facilitation Directorate, and 

Louis Pagou, Customs Officer, Risk Management Team, Cameroon Customs 

 

2. Informality, Transnational Trade and Customs in a Stateless Democratic Republic of 

the Congo, Patience Kabamba, Assistant Professor, International Studies, 

Marymount Manhattan College 

 

3. Taking Copies from China Past Customs:  Routines, Risks, and the Possibility of 

Catastrophe, Gordon Mathews, Professor, Anthropology, The Chinese University 

of Hong Kong 

 

4. From "Eutt" to Asia (Dubai, China and India): Trajectories of Senegalese Women 

Attacking International Trade, Mohamadou Sall, Associate Professor, Population 

Sciences, Cheikh Anta Diop University 

 

10.30-11.00 
Coffee break 

11.00-12.30 

Panel 7. Informality, Illegality and Legitimacy  

Moderator: Cristiana Panella, Royal Museum of Central Africa, Belgium 

 

1. Reconsidering Clandestine Economies:  Changing Perspectives on African Cross-

Border Trade, Kate Meagher, Lecturer, Department of International Development, 

London School of Economics  

 

2. Customs Control Over Illicit International Trade: The Impact of Different Forms of 

Illegality, Alan Smart, Professor, Department of Anthropology, University of 

Calgary 

 

3. Informal Cross-Border Trade in Southern Mozambique (Mukhero), Albert Farre 

Ventura, Postdoctoral Fellow, Human Economy Programme, Humanities Faculty, 

University of Pretoria 

 

4. Informality and Smuggling:  Asian Textile Imports from Brazzaville to Kinshasa, 

Sylvie Ayimpam, Associate Researcher, CEMAF   
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Fellow, Institute of Development Studies 
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Department of Anthropology, University of Calgary 
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3. Informality, International Trade and Customs: The official practices of the Revenue 

Authority in relation with what Zimbabwe calls "informal", John Chakasikwa, 

Research and Development Manager, Zimbabwe Revenue Authority 

 

4. One Smuggler Can Hide Another: Israel and West Bank (2007-2010), Cedric 

Parizot, Researcher, CNRS, IREMAM 
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Panel 9. Informality: Norms and Practices 
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Bank 

1. Where Informal Procedures Become Formal – Cross-Border Trade Between West 

and Central Africa, Mombert Hoppe, Trade Economist for Southern Africa, World 

Bank 

2. Customs Reforms in Eastern Congo : Between Norms and Practices, Omer 

Mirembe, Researcher, University of Antwerp 

3. Informal Taxes, Informal Trade and Custom Points in the Great Lakes Region, 

Kristof Titeca, Postdoctoral Fellow, Research Foundation Flanders, Institute of 
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Research Group (University of Gent) 

4. Global Circulations and Commodity Chains: CDs and Digital Piracy in Latin 

America, Jose Carlos Aguiar, Assistant Professor, Department of Latin American 

Studies, Leiden University 
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Moderator: Christine Msemburi, Head, WCO Regional Office for Capacity Building, 
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