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Southern Africa critically depends on increased exports to enable
economic growth and job creation. Logistical inefficiencies,
however, are hampering exports, with cross-border freight delays a
key contributor that adds cost and unpredictability to the supply
chain, making South Africa an unattractive participant in global
just-in-time value chains. The detention of cargo consignments at
border posts is intended to reduce the risk of customs duties not
being paid and to prevent the smuggling of illegal contraband.
These risks must be weighed against the risk to trade caused by
unpredictable time delays, and the resulting harmful impact on the
economy. The increased use of ICT technologies has been proposed
to enable a more attractive compromise between customs and trade
risks. This study investigates the impact of the proposed new
measures, including the use of technology, on the efficiency of
cross-border freight movements. The research approach will
combine the analysis of historical electronic transaction data
exchanged between customs and consignors, with the simulation of
different scenarios for the ICT support of customs processes. The
expected impact of the proposed measures on exports within and
from the SADC region, and the direct impact on corridor users, are
estimated and compared against the estimated cost of the proposed
measures. It is shown that implementing the proposed
improvements should represent an attractive investment for the
regional economy.

OPSOMMING

Suider-Afrika is krities afhanklik van verhoogde uitvoer om
ekonomiese groei te bevorder. Logistieke tekortkominge beperk
uitvoer, en oorgrens vertragings is ’n sleutelfaktor wat koste
verhoog en onsekerheid veroorsaak in die lewering van
uitvoergoedere. Dit lei daartoe dat Suid Afrika nie ‘n aantreklike
deelnemer is in globale net-betyds voorsieningskettings. Die risiko
verbonde aan die nie-betaling van doeanebelastings moet opgeweeg
word teen die ekonomiese koste veroorsaak deur huidige
doeanepraktyke. Die voortel is dat ‘n uitbreiding in die inligting en
kommunikasie tegnologieé ‘n meer voordelige kompromie mag
inhou. Hierdie studie ondersoek die impak van die nuwe voorstelle
en stel nuwe maatreéls voor om die effektiwiteit van die beweging
van goedere oor landsgrense te verhoog. Die verwagte impak van
die voorgestelde maatreéls op uitvoere vanuit die Suider-Afrikaanse
Ontwikkelingsgemeenskap (SADC), sowel as die impak op
korridorgebruikers, word kwantitatief bepaal en opgeweeg teen die
verwagte koste van implementering.

1 INTRODUCTION

The global economy is rapidly evolving with increased trade in goods, both intermediate and final,
and services that add value. This drive for competitiveness is forcing countries to focus on specific
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levels in the value chain, finding trading partners across the globe rather than interacting mainly
with suppliers and customers within their own jurisdictions. For this reason, successful economies
must find ways to remove obstacles to the free flow of goods across national borders, whether this
be at sea ports, land-based ports, or airports.

The countries of Southern Africa could benefit economically by viewing the region as a single entity
or ‘factory’, combining resources and spreading manufacturing across the region, rather than
competing against each other. However, one of the crippling factors in establishing this ‘factory
Southern Africa’ is delays at borders along key transport corridors in the region [24]. While the
benefit of reduced trade costs, occasioned by a reduction in trade obstacles, is generally accepted,
experts disagree on the details [8]. What is rather consistent is that political will is indispensable.
However, countries show a general reluctance to follow through on trade agreements; and this has
an adverse effect on any cross-border initiative [5]. Even shared national borders do not guarantee
trade integration if trade facilitation measures are incompatible [14].

Trade obstacles at border posts not only have a distinct financial impact on traders, but also cause
welfare losses to entire economies of the affected countries. Trade obstacles can be removed or
reduced by active trade facilitation initiatives.

The single biggest cause of long border delays in southern Africa is the compliance enforced by
customs agencies on traders taking goods across borders, to collect customs duties and prevent
illegal contraband smuggling. The legacy approach to ensuring compliance is to apply many intrusive
inspections. In the case of border posts that must process high traffic levels, this can lead to
excessive delays, resulting in the disruption of trade flows [24].

There are many reasons why intrusive inspections are so rampant in Africa and other developing
regions. Numerous customs authorities in Africa rely on the use of ASYCUDA (Automated System for
Customs Data), as it is sponsored by the United Nations; the early versions of ASYCUDA still being
used in some countries operated as a closed system, and did not allow customs authorities to improve
the risk management of their systems by using available data to assess customs risks. These systems
were mostly limited to combining simple selection criteria such as lists of importers, the origin of
goods, the applicable tax regime, etc. [15]. A second contributing factor is the use of less-developed
risk management systems that employ simple criteria to select and blacklist exporters, importers,
or goods. Thirdly, within these developing economies there is a dire need to maximise revenue
through tax collection. Fourthly, general moral hazards are associated, not only with the traders,
but even more so with customs officials who exploit the lack of transparency and proper governance
to manipulate the system for personal financial gain.

The above background is the motivation for a study of possible interventions to reduce the negative
impact of cross-border delays on the free flow of trade goods. As many independent stakeholders
are involved in a typical border crossing, it is not a trivial matter to change the status quo; many of
these stakeholders and the human operators who represent them in processing cross-border freight
have conflicting — and sometimes hidden — agendas that create significant resistance to change. It
is obvious, therefore, that a very strong economic argument will be required to overcome this
resistance and to generate the required political will among governmental decision-makers to
implement a new approach to handling cross-border trade.

The purpose of this paper is to quantify the impact of specific interventions on the operational
efficiency of cross-border operations, and then to translate these operational improvements into
expected benefits for the regional economy. We study the expected impact of such interventions
both from the perspective of the export industry in general, and from the perspective of specific
corridor users. The rest of the paper is structured as follows: Section 2 provides a literature overview
of previous studies in the field. Based on the current literature, we motivate the problem statement
and define the methodology to be applied in Section 0. In Section Error! Reference source not
found. we propose specific interventions that could reduce such delays. In Section 5 we quantify
the expected operational improvements resulting from the identified interventions, and translate
these into expected economic benefits in Section 6. We conclude in Section 7 with our findings and
recommendations and an overview of future work.
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2 LITERATURE STUDY

In general, the economic literature accentuates the importance of upgrading trade facilitation
initiatives in Africa, especially through customs reforms, as African countries lag far behind in terms
of global standards. Preliminary calculations at the Beitbridge border post indicate that the cost
implications of customs delays might be significantly higher than the global average, and could be
one of the reasons why Southern Africa is one of the most expensive regions from which to export
products. Given the existing literature on economic growth, global trade, and the impact of trade
facilitation on both, it is evident that additional research is needed on trade barriers in Southern
Africa.

In a recent study, Hoekman [9] observes the differences in definitions of the term ‘trade facilitation’
by various organisations. He finds that while the World Trade Organization (WTO) regards trade
facilitation as the reform of border management processes, the Asia-Pacific Economic Cooperation
(APEC) extends the definition to include policies affecting transport. The International Finance
Corporation goes even further, including programmes that affect trade finance.

Not only is trade facilitation a broad field of study, it is also multidisciplinary in nature, including
political, economic, business, administrative, technical, technological, financial, and legal elements
[14]. It is generally accepted that a decline in trade costs will increase trade performance. However,
achieving such reductions is complex, and some limitations, such as being a landlocked country, are
impossible to change [9]. Nevertheless, a large share of trade costs is affected by administrative
practices and, as a result, the greatest focus has recently been placed on it [9]. It has been pointed
out that customs procedures are exceptionally slow in Africa, and customs procedures have been
highlighted as a key priority on the continent [23]. For instance, due to risk assessment policy, 70
per cent of containers are opened and inspected in Africa, in contrast with only five per cent in the
Organisation for Economic Cooperation and Development (OECD) countries [28].

Although sufficient and competitive infrastructure services such as transportation and
telecommunication are essential for the development of global value chains, it is also deeply
influenced by the efficiency of border processes and customs practices [21]. The quick movement
of goods across borders was, in fact, the reason and basis for trade facilitation talks that started in
1996 at the World Trade Organization (WTO). Negotiations eventually concluded in December 2013,
and the Trade Facilitation Agreement (TFA) was adopted. The aim of this agreement is to provide a
general framework for addressing non-tariff barriers. Member countries are currently in the process
of ratifying it, and the agreement will come into force once a two-thirds threshold has been reached.
If it is taken into consideration that the full implementation of the TFA is calculated to reduce the
cost of trade by around 15 per cent [16], the benefit to Africa is clear.

Research done on trade costs by Arvis [1] underlines continuous trade obstacles in developing
countries and particularly in sub-Saharan Africa. The high costs associated with the movement of
goods across Africa are undeniably one of the major contributing factors to the continent’s poor
trade performance [17]. Trade expansion often focuses more on growing and diversifying exports,
while the importance of competitively-priced imported inputs and intermediates is overlooked [24].
Empirical evidence suggests that costs associated with customs procedures are 30 per cent higher,
and document preparation takes 25 per cent longer, in Africa than the global average [23].

The SADC Protocol on Trade came into force more than 15 years ago with the objective of removing
trade barriers, increasing investment and, as a result of increased trade between members,
improving development. Trade liberalisation and the free movement of people and goods through
the region are therefore SADC’s two key goals [18]. Despite these goals, the SADC region is an
excellent example of trade barriers blocking cross-border linkages within a region [28] and
restricting the region to operating as one functional factory. Despite ample opportunity for
production networks to develop around the region with South Africa as a regional powerhouse, very
few global value chains have been established to date [28].

Table 1 indicates that only 20 per cent of trade in the region is internal. The other 80 per cent
therefore consists of trade with other regions, such as the EU and the US. Most Southern African
economies also have a narrow range of exports — mainly natural resources and commodities [24].
On-going decline in commodity prices signifies vulnerability, and not many economies have
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succeeded in sustaining increased exports without diversifying the export base to include
manufacturing [24].

Table 1: SADC intra-regional trade 2004 - 2013
Total world exports  Total SADC exports  SADC-SADC exports  Intra-SADC exports

USS (million) USS (million) USS (million) %
2004 9,086,814 60,976 9,163 15
2005 10,342,461 68,517 9,989 15
2006 11,952,387 84,394 14,580 17
2007 13,772,780 135,075 16,504 12
2008 15,972,312 173,257 19,431 11
2009 12,314,697 122,582 17,204 14
2010 15,057,106 173,346 33,275 19
2011 18,066,515 220,920 38,425 17
2012 18,202,309 221,100 41,594 19
2013 18,684,466 218,622 43,261 20

Data from database: ITC Trademap [12]

It takes the region on average 28.3 days to export a product, almost 17 days longer than in the
European Union (EU) [27], and a far cry from the best global performers, who require only 6.5 days
to export, and four to import, a container [27]. Various factors play a role in firms’ total cost. While
delivery times and transport costs are just two of them, some countries have been able to reduce
trade costs through implementing trade facilitation measures [24]. Extensive trade facilitation
initiatives are currently underway in the East African Community (EAC), whereas very little is taking
place in the Southern African context.

Zimbabwe is a landlocked country providing essential trade links within Southern Africa along the
north-south corridor, with many of the products moving from South Africa through Zimbabwe to
other countries in the region. Beitbridge is the only border post connecting Zimbabwe with South
Africa. More than 400 trucks cross the border daily, making it one of the busiest border posts in
Southern Africa [20]. Smooth and quick operations are essential, given the importance of this border
post; but the opposite is true: crossing times of a week, and sometimes longer, are frequently
reported [20].

Recently-measured cross-border delays (as shown in Table 2 below) indicate that the average delay
figures for those border posts that carry the most traffic — typically those along the north-south
corridor, including Beitbridge (South Africa to Zimbabwe), Chirundu (Zimbabwe to Zambia), and
Kasumbalesa (Zambia to the Democratic Republic of the Congo) — are between 24 and 46 hours.
This is in line with figures mentioned in previous studies.

Table 2: Cross-border delay times for SADC border posts

Border post | Ave delay (hrs)
Beitbridge 24.5
Chirundu 24.1

Kasumbalesa 39.4
Kazungula 42.3
Nakonde 46.0

One of the biggest causes of delays is customs inspections at these border posts. The Revised Kyoto
Convention (RKC) is a trade facilitation convention that was initiated by the World Customs
Organization (WCO). The RKC recommended limiting intrusive customs inspections; this has
increasingly caused governments in developed countries to move away from intrusive customs
inspections [6] in favour of non-intrusive inspections. On the other hand, Buyonge and Kireeva [4]
and Laporte [15] argue that, in African and other developing regions, intrusive inspections are still
rampant, and that these cause long delays through inefficiencies observed at the border posts of
these countries. Buyonge and Kireeva [4] attribute this state of affairs to a number of factors,
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including poor relations between customs and business, insufficient supporting state infrastructure,
multiple and different inspection agencies, and general corruption within customs authorities.

Buyonge and Kireeva [4] argue that if Africa is to develop faster economically, it has to reduce trade
transaction costs substantially, among other measures. The high trade transaction costs are caused
by a number of factors, including delays associated with customs processes. Buyonge and Kireeva
[4] are of the view that customs reform and modernisation initiatives are indispensable elements
for trade facilitation. On the other hand, the reality is that in Africa the majority of countries are
still dependent on revenue from customs operations [10]. This means that extensive and intrusive
inspections are carried out to maximise the revenue from payable tax and duties.

Studies show that time delays have a negative impact on exports [7]. Trade decreases at least one
per cent on average for each day a product is delayed before delivery [7]. It is even worse for exports
of perishable agricultural products, where a one-day delay reduces exports by six per cent [7]. Of
equal importance are intermediate products (manufactured goods in a supply chain), representing
more than half of the current global trade flow [22]. These products are, according to Hummels and
Schaur [11], 60 per cent more time-sensitive than final goods. It has been observed, however, that
faster customs clearance and document preparation alone might not be enough to provide adequate
support for trade expansion, and that an all-inclusive approach is required where reliable delivery
times, reduced transport costs, and more competitively-priced imported inputs are also addressed
[24]. This draws attention to the significance of trade facilitation measures to enhance trade flow,
and thus justifies an investigation into the impact of time barriers on regional trade.

Empirical evidence suggests that customs delays carry an average weighting of between 0.6 per cent
and 2.1 per cent of traded cargo value [11]. However, at Beitbridge, the border post connecting
Zimbabwe and South Africa, it takes three days on average just to cross the border. Rough
calculations indicate a price increase in consumer goods of between 2.97 per cent and 13.90 per
cent due to delays at this border post [20]. An analysis of the cost implications of border delays and
the impact they have on trade in Southern Africa is thus imperative.

A prior study that is very relevant to this paper is the work that was done by Laporte [15]. He made
reference to the Revised Kyoto Convention (RKC) and World Trade Organization (WTQO) proposals on
trade facilitation that discourage intrusive customs inspections. As a result, governments in the
developed world are increasingly becoming involved in the various stages of the customs chain with
the aid of data communication and risk estimation tools. Laporte argued that the focus has shifted
significantly in the developed world to an a posteriori inspection. Laporte was able to show that, by
using statistical risk profiling methods, it is possible to detect 96.6 per cent of declarations with
infractions by inspecting only 20.6 per cent of the declarations. For developing countries, whose
governments’ aim is to maximise revenue through duty collections, it is suggested that they use
these statistical risk profiling methods together with real-time monitoring techniques.

In another related work, Siror, Huanye and Dong [19] conducted a pilot project in Kenya. One of
their objectives was to investigate how technology could be used to curb the unlawful discharge of
goods earmarked for export or transit into the Kenyan market. They used a combination of
technologies including a radio frequency identification (RFID) system and a global positioning system
(GPS). The pilot project involved using RFID electronic seals to seal goods and truck container doors
to prevent unauthorised tampering with the goods. The goods trucks were then tracked as they
travelled from the point of origin to the port of exit. Along the route the trucks passed through a
number of check points where the status of the electronic seals was checked for integrity with
electronic readers. Also, to ensure that the goods trucks did not deviate from the set route between
the source and the port of exit, their movement was tracked using GPS technology. The deviation
of goods trucks from the set route is usually linked to malpractices such as removal from, or addition
of illegal goods to, the truck-load. In the pilot project, 284 trips were analysed. Siror et al. [19]
reported that 74 errors detected in the system were associated with a combination of GPS and RFID
seal errors. On this aspect, the system had a success rate of 74 per cent. Siror et al. [19] further
reported that the transit time from different places of origin to the port of exit decreased from a
range of 33 to 100 hours, to a range of 20 to 80 hours. They also found that truck and cargo owners
realised an increased efficiency of about 45 per cent in savings on turn-around times.
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3 PROBLEM STATEMENT AND METHODOLOGY

From the literature study it is clear that economic growth in sub-Saharan Africa is restricted by
obstacles to free trade, and that border crossings represent an important element that justifies
efforts towards improvement. Current cross-border processes are largely based on a legacy from an
era when volumes to be handled were much lower, and where manual interventions were the order
of the day. At the same time, it is clear that improved processes enabled by technology, as employed
in most developed economies, can go a long way towards eliminating most of these obstacles.

The primary purpose of our current research work is to generate scientific evidence of the benefits
to the regional economy into modernising the current approach to handling cross-border trade. A
second objective is to demonstrate that technically-viable practical measures can have a significant
impact on cross-border delays. Thirdly, we quantify the expected impact of the proposed measures,
and perform a cost-benefit analysis to determine which of the proposed measures can be justified,
based on economic considerations. Lastly, we demonstrate that the proposed changes to the
handling of cross-border trade will not create new conflicts between the objectives of customs and
trade, but that they will specifically facilitate the reconciliation of these potentially conflicting
interests. The overall objective of this article is to provide evidence that the objectives of customs
(improved compliance) and of trade (improved cargo flow efficiencies) can be simultaneously
achieved through an improved set of measures (supported by technology), and that the economic
benefits resulting from these improvements will far outweigh the foreseeable costs.

In order to achieve our research objectives we will complete the following steps:

1. The estimated economic impact of current border crossing delays will be quantified, both from
the perspective of the overall regional economy, and from the perspective of road transport
operators who convey goods across national borders in sub-Saharan Africa.

2. Specific new interventions will be identified and their expected impact on cross-border trade
will be estimated; the measures that will be considered include improved customs risk profiling
based on data analytics, and the use of telematics to create a richer data set to support more
effective customs process flows.

3. The expected impact of these interventions on the regional economy is estimated. We limit
our study to the impact of reduced cross-border delays, as this is the easiest factor to quantify
from among a set of trade facilitation improvements.

4.  We also limit our measurement of regional economic impact to the impact on exports, partly
because this is the economic activity that is most directly impacted by cross-border cargo
movements, and partly because the relationship between exports and cross-border delays has
been quantified through earlier studies [11].

5.  We then proceed to perform a cost-benefit analysis that compares the direct economic benefits
to corridor users against the estimated costs of the proposed interventions.

6. Based on the results from the above analyses, we will derive conclusions and make practical
recommendations for improving the status quo.

4  PROPOSED INTERVENTIONS FOR IMPROVING CROSS-BORDER TRADE FLOWS

Proposed new interventions for improving cross-border efficiencies are discussed in two categories,
as previously identified: the first, which can be based on existing data and that should therefore be
relatively easy to implement, is the use of analytical data-based models for the statistical profiling
of customs risks. The second category of measures involves the use of telematics technology to
collect additional data reflecting the physical movements of cargo and cargo vehicles from origin to
the point of clearance. As this will involve either the deployment of new technology or integration
between customs systems and existing systems operated by corridor users, this will require a much
bigger effort to implement. All proposed measures are, however, based on proven technology that
has been successfully deployed in other application domains.

4.1 The use of data analytics for statistical profiling of customs risk

The measures proposed in this section are aimed at using data that is already available to customs
more effectively, and are based on the work that was done by Laporte [15]. Laporte suggested an
approach that is score-based, where the score for each declaration is computed using appropriate
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statistical methods applied to data contained in the declaration. He tested his proposed risk-
profiling system using two methods:

i.  The first method was based on simple methods for score calculation. Under this method, he
compared simple averages, weighted averages, and the maximum values for the frequency of
infringements for the various selected criteria.

ii.  The second method was based on econometric models for score calculation. Under this method,
he compared a simple linear probability model with the probit and logit models.

Laporte’s method for a customs risk management scoring system can be summarised as follows:

. Six criteria are used in risk profiling. These include the health and safety (HS) aspect of the
goods, their origin, provenance, freight agents, importer/exporter, and the applicable customs
regime.

. Risk profiles are based on the historical frequency of infringements for declarations with a
value corresponding to the value for that criterion for the current declaration.

. Binary numbers are used to represent risk level. A ‘1’ indicates a high risk of infringement and
a ‘0’ indicates no risk or a low risk of infringement.

. Using statistical methods, the probability of an infringement occurring is computed from the
following econometric equation:

Pr(Inf.) =a+ Blfq—criterialij + Bzfq—criteriazij + ot Bqu—criteriaNij + Ejj (1)

where Pr is the probability of infringement for a declaration ij, and fq_j; is the frequency of customs
infringement for the criterion over a specified period. The term g; is the error term, and a and B
are the model parameters that must be determined.

. Risk scores are categorised to facilitate decision-making when targeting various goods with
different risk scores. For example, categories for the risk score can be from 0.01 to 0.02, from
0.02 to 0.04, and so forth, up to a value of 1.

. An intrusive customs inspection will be triggered only if the score for the respective
consignment exceeds a set threshold level; the level at which the threshold is set will represent
a compromise between the risk of customs non-compliance and the impact on trade flows.

4.2 Using telematics to create a richer data set for customs risk profiling

The measures described in the section are aimed at expanding the data set available to customs, on
the basis of which they can generate a risk outcome for each consignment. To determine which data
to add through telematics, it is necessary to identify the primary contributors to long delays. Based
on recent studies performed in the cross-border field [14], it is clear that human processes are the
primary culprits. The current nature of the process required to clear a consignment from customs
involves, among other things, the following:

. While declarations to customs can be made electronically before a consignment reaches the
border (at least in some countries), it is still a requirement that physical paperwork be
submitted to customs at the border. In the process of passing documents from the truck driver
to a clearing agent and then via a ‘runner’ to customs and back again, some of the paperwork
is often mislaid, resulting in delays as new documents are generated.

. The fact that a human-controlled clearing process is required means that customs officials have
the opportunity to manipulate the clearance process for personal gain. Studies have shown
that, in some cases, pre-declaring documents, instead of expediting the process, tended to
slow it down [23]. The probable reason is that it allows unscrupulous customs officials more
time to target consignments for deliberate delays in order to extort bribes.

The obvious solution to the problem is to automate the process of clearing consignments as far as is
practically possible. In order to do this without increasing the risk of leakage of non-compliant goods
across borders, it will be necessary to rely to a larger extent on technology to complement human
processes. Technology can be employed in several ways to provide customs authorities with much
more detailed information on the physical status of freight consignments arriving at a border,
allowing much more accurate discrimination between those consignments with a high likelihood of
being compliant and the potentially suspicious ones that justify inspections. Technology can also be
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used to police processes controlled by human operators to ensure that the appropriate steps are
taken and that an audit trail exists of all actions taken by officials.

The improved cross-border management concept that is proposed in this paper consists of the
following elements:

1.
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A certification system for freight forwarders and transporters, combined with incentives for
self-regulation: The majority of participants prefer to be fully compliant as long as they will
receive benefits in the form of faster processing through borders. A certification system will
only work effectively, however, if compliant consignments of certified transporters can be
accurately distinguished from potentially non-compliant consignments of non-certified
transporters. Telematics can contribute towards this objective, as described below.
Automated channelling of freight traffic at border posts: Ideally the system must automatically
separate compliant from non-compliant traffic upstream from where trucks are finally cleared
for crossing, so that non-compliant traffic will have minimal impact on the flow of compliant
traffic, as described in Figure 1 below. This will effectively enable the implementation of a
Green Lane / Red Lane system.

General truck parking BB Compliant Consignment
- 2 - @ Non-compliant Consignment
Gl N L
- - [ ] Customs
- Gate
- o B
_— - e N o = —I [r——
Entry Road
(a) Typical current border post lay-out

Red Lane truck parking area

Customs
Check  Booms Gates

Point

Entry Road
(b) Green Lane /Red Lane border post lay-out

Figure1: Proposed change in traffic flow management at border posts

Marking of documents: Documents handed in for customs inspections must be marked with a
machine-readable 