
The role of non-tariff barriers and tradingThe role of non-tariff barriers and trading
companies on customs duties evasioncompanies on customs duties evasion






Rafael BressanRafael Bressan
Enlinson MattosEnlinson Mattos
Sao Paulo School of Economics - EESPSao Paulo School of Economics - EESP
IIPF 2022 CongressIIPF 2022 Congress
2022/08/102022/08/10



Research Questions
Our goal is to provide the Tax Authority with information on evasion risk-factors

We have two main questions to answer

Does the imposition of non-tariff barriers modify the elasticity of evasion of
customs duties 

Are trading companies, which specialize in foreign trade, exploiting their
expertise for evasion 

Besides, we use a robust identification strategy to estimate the elasticity of evasion with relation to
tariffs in Brazil,

and derive optimal total tariff exposure
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Contribution
Use of rich administrative data

Universe of all Brazilian imports from 2003-2004

Exploit the introduction of PIS/Cofins on imports
Exogenous shock
Enables a robust identification strategy

Modulating effects on evasion
Non-tariff barriers
Presence of trading companies
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Theoretical framework
Extends Mishra et al. (2008). Modified cost of evasion function

: evasion; : modulator; : tariff exposure; : penalty

Then we expect the elasticity of evasion and its modulator to be:

Results hold when imports depend on , with minor assumptions

~
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PIS/Cofins shock
The taxes became active in May 1st, 2004, less than 5 months after deemed constitutional

Unexpectedly brought into the legislation

Rates of 1.65% (PIS) and 7.6% (Cofins), for virtually all goods. No room for lobbying against those
taxes

Their base contains other duties that vary according to the product, like II (a true tariff) and IPI
(tax on industrialized products).

Flat rates of PIS/Cofins promote exogenous, across products variation in total tariff exposure
making our identification strategy viable
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Missing trade
Following Fisman and Wei (2004), evasion is proxied by the "trade gap" at the import
destination

Literature standard for border duties evasion

Equivalent measure for quantitiy
We drop only 1.91% and 2.99% of value and quantity observations respectively, due to
imports mismatch

Also use "extreme" versions where missing  is set to zero

gapV = log(XV ) − log(MV )

MV
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Empirical Strategy
Panel with origin country, ; HS6 product,  and year, 

Interaction term to identify an elasticity modulator

Tariff rate used is the average Effectively Applied Tariff Rate - EATR

Misclassification through "similar" products. Same HS4

 is a trade gap measure

We expect  and 

The sign of  depends on what modulator we are analyzing, either the non-tariff barrier or
trading companies

c p t ∈ {2003, 2004}

ycpt = β1Tcpt + β2Tcpt ⋅ Ecpt + β3T
sim

cpt + γEcpt + Dcp + Dct + Dpt + εcpt

y

β1 > 0 β3 < 0

β2



Results
ycpt = β1Tcpt + β2T sim

cpt + λ′Xcpt + Dcp + Dct + Dpt + εcpt



Results - Optimal Tariff Exposure

Elasticity of evasion at 2.43 implies an optimal total tariff exposure of 41.15%
Data from 2021 show that  22.03% of Brazilian imports had a tariff exposure over the optimal≈



Non-tariff BarrierNon-tariff Barrier
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Import Licensing
Non-technical measure levied upon  28% of Brazilian imports

Depends on the product, country of origin, condition (used or brand new), and taxation regime

Electronic form. Filed prior to the shipment.

Detailed information: importer ID, country of origin, clearance port, exporter information, and
goods information

≈
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Non-tariff Barrier - results
ycpt = β1Tcpt + β2Tcpt ⋅ NTBcpt + β3T sim

cpt + γNTBcpt + λ′Xcpt + Dc + Dp + Dt + εcpt



NTB as Enforcement
NTB counteracts the effect of tariffs on evasion

Provision of detailed information is faced as increased enforcement

Creates a verifiable paper trail that can be cross-checked
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Trading CompaniesTrading Companies
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Trading Companies
Our goal is to study the behavior of companies specialized in international trade

Two criteria to identify those companies:
1. Their imports are made on behalf of a third party, the purchaser. Intermediary company
2. "Pervasiveness" in international trade. Many different products each imported many times in

a given year. Expert company.
A trading company is either an intermediary or expert. We flag all transactions made by trading
companies
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Trading Companies - results
ycpt = β1Tcpt + β2Tcpt ⋅ TCcpt + β3T

sim
cpt + γTCcpt + Dcp + Dct + Dpt + εcpt



Trading Companies - efficiency
Tradingcpt = β1Auditscpt + β2Clearancecpt + β3Activitycpt + Dcp + Dct + Dpt + εcpt
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Conclusion
Brazil's value evasion elasticity is in line with other countries, 

Administrative data should be used for a complete evasion analysis
Quantity evasion is also detected in Brazil, 

Possible combination of Customs Value Agreement and high tariff rates
Import license NTB reduces the elasticity of evasion

 and 
Unintended consequence of NTB
Detailed information to authorities. Can be cross-checked
Faced as higher level of enforcement

Trading companies have the same elasticity of evasion than ordinary importers
Not a result of greater level of enforcement
Reduced clearance times and longer activity suggest efficiency concerns

ηv = 2.43

ηq = 1.45

ηv = 0.91 ηq = −0.06
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Backup SlidesBackup Slides
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Data
Two samples: trade and administrative

trade sample from UN COMTRADE. Exports figures
administrative sample comprises all brazilian imports at transaction-level. Imports only.

Values, quantities, importer, purchaser, exporter, most favored nation tariff level, effectively
applied tariff

Customs regimes and administrative treatment: exemption status, preferential trade agreement,
import license, drawback, etc.

Customs clearance procedures: audit, clearance time

Only source for other border duties, such as IPI, PIS and Cofins on imports

Product codes at HS 8-digit following the NCM standard



Exports table

Year Product Partner Flow Value

2003 401110 GER Export 3045.00

2003 401110 ARG Export 30046.59

Imports table

Year Product Partner Flow Value

2003 401110 GER Import 3231.39

2003 401110 ARG Import 29970.50

Data - Example
Two samples: trade and administrative

Trade sample comes from UN COMTRADE

Values and Quantities. Yearly figures, by trading partner for relevant years

Product codes at HS 6-digit

401110: Pneumáticos novos, de borracha. Do tipo utilizado em automóveis de passageiros (incluindo os
veículos de uso misto (station wagons) e os automóveis de corrida).



Aggregating the administrative sample
Trade gap, , needs both samples, trade and administrative
Export figures comes from COMTRADE at 6-digits level
Imports from administrative sample at 8-digits

 We need to aggregate the administrative sample to make them compatible

There are two options:

1. Weighted averages by FOB value
2. Simple average (number of transactions)

The weighted average may introduce endogeneity concerns and is left as a robustness check

Ev = log(X) − log(M)
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PIS/Cofins shock - more on exogeneity
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Administrative sample - summary statistics

values in thousands of US dollars. Pre-shock period: jan/2003 to apr/2004 and post-shock period:
may/2004 to dec/2004. regressions will be carried on years!

Trading companies concentrate the bulk of imports. 71% of all transactions and more than 54%
of total FOB value.
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Administrative Treatment
Different special customs regimes and administrative treatments (herein administrative
treatments)

Administrative treatment concerns:
exemption status from all or some duties,
tariff agreements
anti-dumping duties
drawback (import exemption for further re-export)
ex-tariffs (specific changes in tariffs)
non-automatic import licensing

Only the last one is an NTB
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Administrative treatment summary
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Border duties summary statistics
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Theoretical framework - extension
Net benefit of evasion, 

First-order condition, 

Elasticity of evasion, 

, since we expect 

, 

If , since . Same result as inelastic imports

B = γM(E) ⋅ T − C(γ,E)
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 Why is trade gap a good proxy for evasion?
Exporters have no incentive to overstate their revenues. Profit taxes.

Rebates on IVA are limited to what they have paid
Profit shifting: transactions between related companies would not interfere with the trade
gap. Export and import value move in tandem

Little incentive to underreport.
Dealing with unaccounted balances
Underreporting would make the trade gap x tariff relation flat
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Effectively Applied Tariff Rates
ycpt = β1Tcpt + Dcp + Dct + Dpt + εcpt
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Results - table
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Trading Companies - summary statistics
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Are trading companies more audited?
Well known companies, frequently importing and having contact with customs officials

Due to the nature of Brazilian legislation, all imports are subject to a randomized system of
audits

in theory ...

Contrary to our initial belief, trading companies have lower probability of being audited

Correlation of TC dummy and physical inspection is negative at -0.0678

Not likely that authorities’ higher level of scrutiny over trading companies is driving their
results
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Trading Companies - bottom line
No evidence that tradings have higher evasion elasticity with relation to tariffs than regular
importers
Tradings do have lower clearance times and are active longer than other importers
This suggests a concern about their efficiency in the import process.
Imports idle time costs money (storage, fines, losing clients, etc.)

Intermediaries make money on high turnover of small fees on imports. It's not in their interest
to evade more custom duties when the proceedings are passed along to clients

Policy question: Should we further investigate trading companies? How?
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Trading Companies results



Non-tariff Barrier results



PIS/Cofins law modifications
Federal Act nº 10.865/2004 has undergone through several subsequent changes, most of them
from 2005 onward

Act nº 10.925 of 7/23/2004
Act nº 11.033 of 12/21/2004
Act nº 11.051 of 12/29/2004
MPV nº 252 of 6/15/2005
Act nº 11.196 of 11/21/2005
Act nº 11.488 of 6/15/2007
MPV nº 413 of 1/03/2008

and many, many others ...
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http://www.planalto.gov.br/ccivil_03/_Ato2004-2006/2004/Lei/L10.865.htm
https://legis.senado.gov.br/norma/552741


Elasticity modifiers' distributions


