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I ntroduction

In July 1987 Canada and the United States embarked upon a grand experiment by signing a
Memorandum of Understanding (MOU) to exchange import statistics starting with January 1990
data. From this date, the two Satistica agencies would no longer base their bilateral export
gatistics on export declarations. Instead, they would rely on the import statistics of the
counterpart country. Statistics Canada relies on American imports from Canada as compiled by
the U.S. Census Bureau as the source of its export data. Likewise, the U.S. Census Bureau
derives its exports to Canada from data on imports from the United States compiled by Statistics
Canada. Because of the greater scrutiny paid to imports by the customs agencies in both
countries, this exchange provides amore reliable messure of the bilateral trade. In addition, the
reporting burden on exporters and forwarders in both countries was significantly reduced, as
export declarations are no longer required for trade between the two partners. It was one of the
first agreements between trading nations reating srictly to trade statistics.

Overdl, that experiment has proved a success. It has eliminated the need for exportersto file
roughly 1.5 million Canadian and 7 million U.S. export declarationsin 2000. It has significantly
reduced non-reporting of exports to the other partner, particularly in the United States; and it has
fostered a close rdationship between the statistical and customs agenciesin both countries.
Although, overdl, the data exchange has sgnificantly improved data qudity in both countries, it
has a o introduced some problems that would not otherwise exist.

After nearly adozen years, the data exchange is no longer an experiment. 1t has become a part
of our agencies daily operations. It hasimproved the quality and coverage of both countries
trade statistics and has sgnificantly reduced costs for both the governments and the trading
community. It has proved successful enough that there is pressure on both agencies from the
trade community and from other Government Agencies to implement exchange agreements with
other partners. On the other hand, some other government agencies have expressed some
frugtration with the limitations imposed by the data exchange and have questioned whether it is
il gppropriate.

Meanwhile, trading policies and practices have changed since the data exchange's
implementation. Some of these changes have affected the operations of the data exchange.
Findly, inthe case of the occasiond bilaterd trade dispute, the exporting partner no longer has
an independent source of data.

This, then, seems like an appropriate time to step back and take stock of the “Exchange of Import
Data Between the United States and Canada.”

Thefirg part of this paper will consst of looking back: why did we decide to abandon
independent export reporting and link our trade statistics to those of the other country? What
steps were needed to make the exchange aredity? What obstacles had to be overcome?

Then, we' ll examine where we are today: What impact has the data exchange had upon the
published gtatistics of both countries? How have changes in trading practices affected the data
exchange? What works well, what does not? What improvements are needed?



Findly, we'll look ahead: What impacts will changes such asthe G-7 initiative and Customs
modernization efforts in both countries have on the data exchange? Findly, we will discuss
desired improvements to the exchange and the applicability of the modd to other partners.

Backaground

Canada and the United States of America have between them the largest volume of internationd
trade in goods of any two countriesin the world. This unique bilatera trade relationship cregtes
many opportunities for joint cooperation between the two governments. One of these
opportunities was the statistical data exchange between the two countries.

Inthe 1970's, a series of events occurred that made it imperative for the customs and Setistical
agencies of both countries to find new and innovative ways to cooperate to ensure continuing
integrity in their published merchandise trade balances and other aspects of their internationa
trade dtatistical mandates.

In 1970, the United States reported a trade deficit with Canada of dmost $2 billion while Canada
daimed a surplus of only $1 hillion. (All valuesin this report arein U.S. dollars or footnote.)
Agreeing that this discrepancy was unacceptable, the two countries agreed on an explicit data
reconciliation procedure, the result of which was to provide the negotiators on both sides of the
border with aunique set of specia figures. Thetwo Satistical agencies agreed that the best
measure of the Canadian trade surplus was $1.4 billion. The single most important adjustment
was for unreported U.S. exports to Canada, which was estimated at haf abillion dollars or

5.5 percent of U.S. exportsto Canada. The Canadian undercount was smaller, but till
sgnificant, at 1.4 percent.

By 1986, the results of the systematic data reconciliation showed that the export undercount had
grown dramaticaly in both countries.  Undocumented U.S. exports to Canada now equaled
22.4 percent of the published value. Canadian nonreporting had grown to 3.8 percent of the
published value. These errors were severely affecting the published trade balances: the
Americans published trade deficit with Canada was $22.9 hillion while Canada published a
trade surplus with the United States of $11.4 billion. This concern was heightened by the fact
that the two countries were in the process of negotiating the U.S.-Canada Free Trade Agreement,
the largest free trade agreement in the world, which was dependent on a solid information
framework. It wasimperdtive, if the Free Trade Agreement were to succeed, that the ongoing
gatidica framework between the two counties be one of confirmation, rather than contradiction.

On amore operationd level, the steadily risng costs of collecting and processing therising
volume of export and import information had become an issue for both governments and their
private sectors.

Clearly the deterioration in the quality of the export data was not acceptable and required dragtic
action.



Two positive developments helped us to meet this chalenge. First, both countries were adopting
the Harmonized System (HS) of Tariff Nomenclature, which provided a common Statistical
infrastructure. (Both aready followed the United Nations concepts and definitions)) Secondly,
both gatigtica agencies had built up trust in and knowledge of their concepts and methods after
15 years of sysematic data comparison. In addition, the difficulties of collecting al export
declarations had become a concern for the customs agencies, which actively participated in the
search for asolution.

The four agencies agreed that the best gpproach was to depend upon the controls inherent in the
import process and to agree to exchange import information to serve as the basis for each
country's export satistics.

In many ways, the United States and Canada are idedlly suited for a dataexchange. The two
share aland border and a geographically isolated, so that bilatera trade generaly flows directly
from one to the other. They share acommon language and are located in the same time zone,
both of which fadilitate frequent, informal and unscheduled communication between working
leve gaff. They have smilar or identical processes, concepts and systems. And, after years of
reconciliation studies, both partners recognized the need for the exchange.

This agreement has had many advantages to both countries and their respective trading
communities. Disputes about balances of merchandise trade have disappeared and the paper
burden on exporters has diminished dramatically. Those in the government and the private
sector, who use trade gtatistics to make decisions, have greater assurance of the inherent integrity
of the datistics on which they base decisions which impact on the economic growth of both
countries.

Objectives of the Data Exchange

The data exchange and its governing MOU had three principa objectives. These were, (1)
eliminate the export undercount of both Canada and the United States for trade with each other,
(2) ensure that there would not be two different sets of numbers describing the same
phenomenon, (3) reduce the response burden on traders and reduce the cost to both traders and
governmerntt.

Prior to the data exchange both Canada and the United States derived their export statistics from
export declarationsfiled by traders at individual customs ports. Although it has aways been
recognized that some of the required declarations were not filed, historically this amounted to
less than five percent of total export values. However, by the early 1970 s non-filing increased
dramatically. Likely causesfor the increase include deregulation of the transport sector, which
encourage new companies with less knowledge of reporting requirements to participate in cross-
border trade, and which increased companies incentivesto cut costs. At the sametime,
increasing trade volumes and the resulting workload pressures, reduced the attention paid by the
customs agencies to the collection of export declarations. Asremedia actions did not yield the
desired results the partners began considering a data exchange with the principle objective of
eliminating this large and growing undercount. (Objective 1)



In principle, the value of goods that the United States buys from Canada should be the same as
what Canada sells to the United States, and vice versa. But this was not the case during the early
1970's. Starting at that time the differences in bilateral trade Statistics grew to an unexpected
proportion; in some years each country clamed a deficit with the other. The fact that the two
countries could not agree on the dimensions of their extensive trade relations caused
congderable concern in both countries. The data exchange was to ensure that the two countries
would use only one, mutualy agreed, set of numbers to describe their trade relationship.
(Objective 2)

During the 1970’ s a third issue emerged; the demand to reduce response burden on traders and
control the cost of collecting and processing the rising volume of trade datistics. The data
exchange, by diminating the need to file export declarations would aso provide the ided
method to achieve thisgod. (Objective 3)

What Had to be Done?

Implementing the data exchange was no easy task. First, the partners had to fully understand the
data collected by the other country and the impact that an exchange would have upon their own
datistics. Next they had to negotiate an agreement authorizing the exchange of confidentia data
and determining what limits should be placed upon itsuse. Then, they had to resolve certain
differences between their statistics, harmonize their concepts, methodologies and classfication
systems, integrate their processing systems, and establish gppropriate channels of communication
and monitoring. The customs agencies then had to modify the importing requirements to collect
the additiona information needed, then educate importers and respond to their concerns over the
additiona burden.

By the time the two countries began consdering a data exchange, they had dready essentiadly
accomplished the first task. The reconciliations that the two countries had been conducting since
the early 1970's had given each agency a thorough understanding of the counterpart satitics,
from which they could devel op appropriate procedures for deriving their export data from the
other’ simports. Based on this knowledge, they knew that they had to develop adjustments or
procedures for currency conversion, coverage differences, valuation, freight charges and
classfication.

Once the decision was made to begin working towards a data exchange, the next step wasto
develop alegd basisfor the exchange. The agencies had to find a scope and format that met

each country’ s gatistical and legd needs. A memorandum of understanding, to be signed by the
heads of each country’ s customs and statistical agencies, was sdected. In negotiating the terms

of the agreement, the mgjor issues to be decided included: whether to exchange aggregated or
detailed data, how the data could be used, who would have access to the data, what data e ements
would be exchanged, who would be responsible for what costs, and who would oversee the
exchange. The agreement aso specified the new data e ements each partner would collect to

meet the needs of the other.



Although, in theory, the partners could have exchanged only aggregated data, that would have
made review and analysis difficult. Instead, they agreed to exchange transaction-level detall that
could be processed and reviewed in the same manner as export data from other partners. This
decison raised issues of confidentidity. Each country has laws and regulations protecting the
confidentidity of the data submitted by traders. Although the MOU, by its very nature, created
an exception to these regulations, the partners were not yet ready to throw open their books
completely. In order to provide enough data to compile accurate statistics while meeting each
partner’ s confidentiaity concerns, it was agreed that the importers identities would not be
exchanged and that use of the data would be governed by the laws and regulations of the
providing country. Instead, the partners would exchange information only on the party that had
sold the goods to the importer, information that would otherwise have been available from the
export declarations.  The parties also agreed that the data would be used for statistical purposes
only. The MOU dso dated that the providing country would have the fina say over use of its
data and that each agency would be responsible for the costs associated with the datait was

providing.

Each partner agreed to collect some new information from importersin order to meet the
exporting country’s needs. The United States agreed to collect: 1) identification of the Canadian
vendor, 2) Canadian province of origin of the exported goods, 3) gross shipping weight for
overland trade (the United States aready collected this for air and vessd shipments),

3) edtimated freight cogts to the Canadian point of exit or to the fina destination, and

4) container information for dl shipments.

Canada agreed to provide: 1) U.S. port of exit, 2) air carrier or vessd manifest number or name,
3) U.S. gate of origin, 4) shipping weight for air and vessd shipments, 5) indicator of whether or
not the parties to the transaction are related, 6) foreign trade zone number, where applicable,

7) identification of U.S. vendor, 8) estimated freight chargesto U.S. point of exit or find
destination, and 9) date of exportation.

An annex to the agreement specified exactly what data € ements would be provided. Detailson
the method and timing of the exchange, and on release dates, were not specified, dlowing the
agencies flexibility to work out these arrangements.

The MOU established a 4- person committee, with one representative from each of the Satistical
and customs agencies, to monitor the adminigtration and implementation of the data exchange
and to resolve any technica or operationa problemsthat may arise. The committee was directed
to meet as often as needed, but at least annualy.

Meanwhile, the agencies were working to identify and implement the changes needed to make
the exchange aredity. The mgor actions needed to implement the exchange were: aignment of
classfication systemns; harmonization of concepts, definitions and coverage; operationd details
such as scheduling, editing procedures and processing issues, and agreement upon procedures for
releasing the data.

Classification Alignment: the data exchange was made possible by the adoption by both
countries of the HS, which created a common framework of upper level classification. However,



below the internationa 6—digit leve, there were sgnificant differencesin how the two countries
had implemented the HS. Classfication and commodity experts from both countries worked
together to develop procedures for recoding one country’ s commodity codesto the other’s. In
some cases, these recodes crossed HS-6 categories, if the two countries differ in their
interpretation of the HS. I1n some cases, this required creating additional import codesto alow
for the leve of detail needed in the partner country’s exports. Canada added roughly 4,000
import commodity codes to meet U.S. export needs. The United States, having a much more
detailed import schedule added afew hundred codes to meet Canadian needs. Even with dl these
additions, the two systems were not perfectly digned. For commodity categories with relatively
little trade for which a given import code could not be recoded to a single counterpart export
code, the agencies picked one of those export codes, usually either the class with the most trade
or the resdud (other) category for the 6-digit HS code. An interim "digpute settlement”
committee, now defunct, was established to attempt to resolve classification differences.

Coverage: Severd changes were made to resolve the coverage issues. Goods shipped through
one partner on their way from the other partner to athird country, which were generdly thought
to be shipped under bond through the intermediate partner were deemed out of scope. In writing
their regulations diminating export reporting regulaionsfor U.S. - Canadatrade, each country
specified that only goods destined for the partner were exempt--export declarations would still be
required for goods shipped to the partner country en route to somewhere elsewhere. In addition,
U.S. exporters were till required to declare exports of U.S. grain sent to bonded storage facilities
in Canada, which is not included in Canadian import data.

One complication is that imports are compiled, in accordance with United Nations guiddines, on
acountry of origin bass. Exports, however, are compiled on a country of destination bas's,
regardless of the country of origin. In order to convert import data into counterpart export data,
the country of exportation (or shipment) was needed. Canada dreedy collected this information;
the United States, which collected it for some transactions, agreed to requireit for dl. Thisdata
element would determine the scope of the exchange. Goods of third country origin imported by
one of the partners from the other (such as Mexican auto parts imported by Canada from the
United States) would be included in the exchange and identified as re-exports. Goods of U.S. or
Canadian origin imported from athird country would not be provided in the exchange.

The United States also agreed to use Canadian data on trade in el ectricity (treated as a good
under the HS) for both directions of trade, having no independent source of this data availablein
sufficient detail.

Operational Issues: Thetwo statistical agencies dso had to work out a number of operationd
issues. Detailed processing schedules had to be worked out so that each agency knew when to
expect what from the other and both had dl the data needed in time to meet their publication
deadlines. They agreed to release the data at the same time, to protect the security of the balance
of trade indicators. The partners agreed to use monthly exchange rates from the U.S. Federd
Reserve Board to convert the Canadian import vauesto U.S. dollars and rates from the Bank of
Canada (?) to convert U.S. import values to Canadian dollars. They agreed that the exporting
country aso would edit the data received through the exchange, While ensuring consstency
between the data from the exchange and that from other sources, this decison hasled to some



inconsgtencies, particularly as regards quantity and pricing measures, between the two
countries detailed data. Each country developed an interface program to trandate the partner’s
import data to serve asits export data.

Success vs. Objectives

More than 11 years after implementation of the data exchange, the data exchange must be
regarded as a success. It has essentially met its original objectives by: 1) diminaing the
undercoverage of direct exports between the United States and Canada, 2) diminating
unexplainable discrepancies between Canadian and U.S. trade gatistics, and 3) iminating
reporting burden on exporters in both countries and significantly reducing costs for both
governments. In addition, because of the greater scrutiny given to imports by customs
authorities, and the fact that imports in both countries are nearly dl collected eectronicaly, the
overd| qudity of the detais higher than would be the case without the data exchange.

Despite the exchange, the two countries data are not identical. There are till differences
between the two sets of datigtics, particularly at the detailed level. Some of these differences are
the inevitable result of the UN standards relating to trade involving third countries, others result
from the decison to add inland freight costs in exports but not to imports. There are dso ill
some differences in how certain goods are classified in each country. Each month, the United
States publishes an explanation of these differencesin its trade release.

In addition, some errors have been introduced by the data exchange. The main oneis
undercoverage of goods shipped under bond through the other partner on the way to athird
country. Since these goods are not included in import statistics they cannot be returned viathe
data exchange. Although both countries require exporters to declare these shipments, severa
sudies, while not representative of total trade, have shown that not al the required declarations
are being filed. In some cases, exporters may mistakenly believe that they are not required to file
an export document. Or, the lack of infrastructure at the border may discourage carriers from
filing the export declarations they were given. In other cases, however, shippers may disregard
the reporting requirements since the risk of getting caught is so low.

Other Effects

The data exchange has affected many aspects of the Satistical and customs agencies operations.
Some of these effects are an inevitable result of any such agreement, while others result from
decisons made during the design and implementation of the exchange. The primary effects are:

1) interdependency of the agencies, 2) differing nationa needs, 3) increased burden on importers,
4) obstacles posed by confidentidity concerns, 5) loss of information for enforcement and
adminigtrative purposes, and 6) closer interagency cooperation and coordination.

I nter dependency

An essentid festure of any data exchange agreement is that the satistical and customs agencies
in the two countries are tied together--any action by one can affect dl of the others.



On the operationd side, thisinterdependency limits the number of data exchangesthat a country
can practicaly engage in. The detailed classification schedules of the partners must be aligned

for al goods with sgnificant bilaterd trade. After implementation, dl classfication changes

must be congidered in terms of their impact on the data exchange partner. This need complicates
each country's efforts to amplify its tariff schedule.

In addition, each stage of processing must be coordinated between the two partners and any
problems encountered by one partner, if not quickly resolved, will affect the other. The most
extreme example encountered by the United States and Canada occurred in 1995 when the U.S.
Government shut down for an extended period. This shutdown deprived Canada of data on 70
percent of its exports, preventing it from publishing its trade Satigtics until the U.S. Government
reopened and the Census Bureau caught up. In more routine cases, processing problems or other
glitches can ddlay transmission of data files and impact the partner’ s processing.

Thisinterdependency aso limits each partner’ s ability to react to changing conditions. For
example, release dates cannot be changed unless both partners agree. Any action taken by any of
the four partner agencies can impact the others. For example, both customs agencies have
modernization programsin progress. Canadian Customs has aready implemented a program
that could result in later filing of someimport transactions, and reduce the qudity of certain data
elements, such as trangportation information. The U.S. Customs Service is currently working on
its own modernization efforts, which could affect the timing and qudlity of the data provided to
Canada.

Each partner dso loses the ahility to react quickly to Situations affecting its exports. Instead of
being able to introduce a new data dement for exports, for example, it must first convince the
partner to collect that data from itsimporters.  In some cases, the partner may not need this
information or the information may not be reedily available to the importers. A partner may aso
be affected by specid legidation passed by the others. For example, aprovisonin U.S.
legidation exempting imports of rail cars and locomotives from import entry regquirements has
a0 affected Canadian datistics.

Above dl, with the data exchange, dl four agencies must work together to meet agod that may
only be important to one or two. For example, in order to collect an additiona dataelement, a
datigticad agency must convince the Customs agency in the other country to add thisitem to its
import entry.  Thisfals outsde of the normd lines of communication where each agency
generdly works closest with the other agency in its own country and with its counterpart in the
partner country. (That is, for example, Canada Customs works most frequently with Statistics
Canada and U.S. Customs, not with the Census Bureau.) 1n some cases, the two countries may
have different viewpoints on what should be collected or how a given type of transaction should
be related in gatigtics. A change that isimportant to one agency may be of low priority to the
others. Or work on an issue may be stalled by unrelated disagreements between the partner
agencies.



Differing National Needs

In some circumstances, the Satistical needs of the importing and exporting country may differ.
Under the United Nations concepts and definitions for merchandise trade, there are

incong stencies between how certain transactions should be handled by the importing and
exporting countries. In addition, snce problems do not aways affect both countries equdly, the
country least affected may see the issue as being of relatively low priority or be ructant to take
corrective action, particularly if such action would place sgnificant burden on its importers or
customs officias.

Increased Burden on Importers

The Canada/U.S. data exchange has aso somewhat increased the burden upon importersin order
to eiminate the burden upon exporters. Importers in each country have to provide data that
would not otherwise be required (such as Canadian province of origin, U.S. state of origin of
movement and transportation data needed by the United States but not previoudy collected by
Canada). The quality of these data may be less than for the other import data eements as they
would receive little or no scrutiny from the importing country’ s customs officids, and some,

such as U.S. port of exit, or Canadian province of origin, may not even be known to the importer.

Confidentiality

Subject matter experts of the two statistical agencies need to share confidential, company, and
transaction specific information during their ongoing qudity assurance activity. At times,
information needed to investigate a potentid problem, such as nonreporting of exports, can fall
outsde of the information the agencies are permitted to share, making resolution difficult.
Confidentiaity concerns can dso hamper investigation and explanation of unusua changesin
trade.

L oss of Information for Enforcement and Administrative Pur poses

In order to meet concerns in both countries concerning confidentidity, the memorandum of
understanding governing the data exchange permitted use of the data for statistical purposes
only. Thisleft the agencies with export enforcemert or policy responshbilities, such asthe two
customs agencies, the U.S. Bureau of Export Adminigtration, Industry Canada, and Canada's
Department of Foreign Affairs and Internationa Trade without some of the information they
needed to do their jobs. Asthe data exchange has become away of life on the border, the
agencies have begun exploring the possibility of revisng the Memorandum of Understanding,
but as yet, the old retrictions remain.

Closer Interagency Cooperation and Coordination

A magjor benefit of the data exchange has been much closer cooperation and coordination among
the four partner agencies. The need to close and frequent communication was recognized early
and addressed through multiple channels. Each agency has designated a primary point of contact
to serve as liaison for operationd issues. A Monitoring Committee of working level staff meets



twice ayear in addition to having frequent contact by telephone. Commodity expertsin both
datistical agencies are in frequent contact as they review the data

To provide longer-term, upper level leadership, a Strategic Policy Group was formed in 1998.
Previoudy, the heads of the four agencies met annudly to discuss policy issues affecting the
exchange. However, as the exchange moved from the innovative to the routine, thisleve of
involvement was no longer needed. The Strategic Policy Group reports annuadly to the agency
heads, and may request a mesting of the Heads of Agencies Committee, if warranted.

These regular contacts at the operationa and management levels ensure that there is a constant
exchange of ideas and information that should improve both countries’ gatistics. These forums
aso provide a platform to exchange information on ways in which the trade community is
modifying its procedures and processes in order to take advantage of the dropping of barriers and
adapting to technologica innovations.

What the data exchange handles well and what poorly

In order to assess what the data exchange handles well and what it handles poorly, one hasto
understand the historical context of the exchange. 1n the 1980's and early 90’ s both Canadian
and U.S. trading practices and customs regimes were characterized by stability. Specificaly
customs rules were well established, they were uniform across dl entry points and were grictly
enforced. The existence of duties and the revenue collection mandate of the customs agencies
ensured that import statistics were diligently collected and associated rules enforced. From an
importer’ s perspective, knowledge of and compliance with customs rules and regulations ensured
the fast release of their merchandize resulting in a cost savings.

It is now more then a decade since the MOU was signed.  Since the signing of the MOU
fundamenta changes, brought about by revolutions in the communications, transportation and
technology sectors, and prompted by imperatives of globaization and competitivenessin the
business world, are taking place in the externa environment of the customs and Satistical
agencies.

These changes have the potentid to create chalenges to the integrity of trade statigtics that were
unknown and unforeseen at the time the MOU was Sgned. Among the most important of these
are:

Radically dtered business practices in the private sector which bring into question whether
detailed transaction by transaction trade data— the current lifeblood of the customs and
datistical agencies— will continue to be available (or reliable) over the medium term. Some
in the trade are seeking the ability to report on a periodic, aggregated basis, which could
make some data currently collected, such asinsurance and freight charges or port
information, lessreligble or unavailable;

The need for customs adminigtrations to re-engineer their underlying business practices to
respond to the radicaly dtered needs and business process of their commercid clients; and



The adaptation and implementation of the U.S.- Canada Free Trade Agreement and the North
American Free Trade Agreement, which have virtudly diminated tariffs and feeson U.S--
Canadatrade. In the absence of duties, some businesses may see less reason for the
adminigrative burdens of import reporting, and the customs agencies may devote fewer
resources to examining entries aong the U.S.-Canadian border.

Direct Trade

The data exchange handles direct trade between the two countries extremely well resulting in (1)
improved coverage (2) improved data quality, and (3) reduced respondent burden. Such trade,
while difficult to measure, clearly accounts for the mgjority of shipments between the two
partners.

As mentioned earlier, the pre-data exchange export programs were characterized by low
response rate especialy for U.S. exports. Theleve of non-receipt, which averaged 12.8 percent
of the United States published values from 1979 to 1985 jumped to 22.4in 1986. The
corresponding Canadian numbers were approximately 3 percent for the period of 1979 to 1985
increasing to 3.9n 1986. The data exchange resolved the issue of export undercoverage, asit is
assumed that imports are 100 percent reported.

Trangting Trade

Onetype of trade not handled well by the data exchange is trangting trade—goods that are

amply passng through one of the two partners on their way from the other partner to athird
country. When these goods are sent under-bond, the exporter is supposed to declare the goods as
exports to thefina country of destination, which would result in the transaction being properly
reported from both partners perspectives. However, in many cases the required declarations are
not filed.

Through company interviews, including extensive research by Statistics Canada, we have
learned that many companies have reduced or diminated their use of the bonded in-trangt
procedures. Modtly for logistica reasons, companies may enter goods into the United States (or
Canada) that are redlly just transiting that country on their way dsewhere. With no U.S. tariffs
or fees on imports from Canada, many companies see no reason to incur the greater procedura
hasdes of the in-bond process. With or without a data exchange, this practice distorts bilateral
trade statistics. For example, if a Canadian good being shipped to Mexico is entered into the
United States, then re-exported to Mexico, the United States will show an import from Canada
and an export to Mexico. Thiswill overdate the trade deficit with Canada and understate that
with Mexico. In addition, this practice creates significant discrepancies between Canadian and
Mexican gtatistics, snce Mexico will record these goods as imports from Canada while Canada
will show them as exportsto the United States. This practice till appearsto berare for U.S.
goods trangiting Canada, since Canadaimpaoses a vaue-added tax on imports.

Whether thisis different from what would have happened in the absence of the data exchangeis
unclear. By regulation, the Canadian (or U.S.) exporter should declare the goods to the fina
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country of detination. In practice, however, particularly where multiple countries of destination
areinvolved, itislikely thet a least some of these goods would still have been reported as
exports to the United States (or Canada).

Under the data exchange, however, the export could be doublecounted. If the exporter declared
the goods to Canada Customs, as required, Canada will show the good as an export to the
country of ultimate destination, in addition to the export to the United States received viathe
dataexchange. Thefour partner agencies are working to find away to account for the effects of
trangting goods, probably on a post-publication bass, but Sgnificant issues, induding definition
and respondent burden, are still being reviewed.

Reaction to Change

Another weakness of the data exchange and its governing MOU is the speed at which it handles
change. Astrading environments, customs rules, regulations are evolving and statistica and
non-Statistical requirements change, it isimperative that the satistical framework change aso.
Particularly for issuesinvolving its exports, such asincreased need for access to information on
exports by the customs agencies following the events of September 11, changes to improve data
quality such as separate reporting of the country of origin, or better handling of trandting goods,
making any change to either the MOU or the data collected and exchanged is generdly avery
time-consuming process.

Additional Data Exchanges

As mentioned earlier dl principa objectives of the data exchange were achieved and problems
that surfaced recently are not insurmountable. Thereforeiit is not unreasonable to ask two
questions. At thistimethese are:

Given the success of the CanadalU.S. data exchangeisit possible to extend it to other
countries as well?

Given the new developmentsin trading and customs environments, are there better
options than a data exchange for improving Satistics on trade with other partners?

Let ustry to answer these questions one by one.

Canada and the United States do not have any other exchange programs nor are we
contemplating any at thistime. The reason for thisis that we do not fed that many of the
preconditions of data exchanges as discussed earlier in this paper could be met, except possibly
between the United States and Mexico. Theoretically additiond data exchanges are feasible but
highly difficult. Maybeit is now worthwhile to eaborate on some of the difficulties envisaged

in new data exchanges.

A data exchange works best in countries having contiguous borders. This minimizestiming
problems and indirect shipments that tend to confuse bilatera trade numbers, not only with the
data exchange but also with other countries.



A bilaterd exchange could not be Strictly bilaterd. Let'sillustrate using the example of a

Canada- Japan data exchange. Adjustments would need to be made to Canadian shipments bound

for Japan viathe United Statesin order to avoid double counting.

For example, in the Westbound flow (Canada to Japan). Assume the goods were shipped
from Canada through the United States to Japan, and that the goods were entered rather than
shipped under bond through the United States. In that case:

- The United States would record an import of Canadian origin goods

- Canada would record a domestic export to the United States (from the U.S. exchange)

- Japan would record an import of Canadian origin goods. The country of shipment should
be Canada, not the United States,

- Canadawould record a domestic export to Japan (from the Japan exchange - double
counting).

It isdifficult to identify double counting even within the U.S. — Canada data exchange. Trying to
investigate and resolve potentia double counting between two separate exchanges would raise
even more difficult issues of confidentidity.

If, in the example above, the United States, rather than Canada exchanged data with Japan,
this same shipment would create an undercount in U.S. exports. Because the shipment
originated in Canada, not the United States, Japan would not consider it as within the data
exchange. Asaresult, the United States would not have the re-export to balance the entered
Canadian goods.

A data exchange requires smplicity of geography and transportation. In the case of the United
States and Canada, most shipments between the two involve goods going directly from one of
the partners to the other. More distant partners pose greater problems of timing and involvement
of other countries.

A data exchange dso requires willingness and readiness of the counterpart. Readiness not only
means readiness from atechnical perspective but aso readiness of the indtitutiona framework
which often includes many players such asthe datistical agency, customs, national banks,
departments of finance, etc.

Plus, to be practical, a data exchange would be much more difficult without a common language
and smilar hours of work. Intheir aosence, staff would not be able to smply pick up the phone
and discuss a problem, issue or concern with their counterpartsin the partner country. Much of

the communication would have to be written. Verba conversations would have to be scheduled
to alow for the presence of interpreters or to have the necessary staff available outside of normal
working hours. While e-mail can help dleviate these problems; it is often a poor substitute for a
phone call.
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To summarize, for Canada and the United States, we fed that the difficulties and costs associated
with additiond data exchanges, except possibly between the United States and Mexico, outweigh
their potential advantages.

Let us now try to answer the second question, are there other options other than data exchange to
improve gatigtics with other partners?

During the last decade as part of Customs modernization and smplification on both sides of the
border there were and are il a number of promising initiatives, which may favorably influence
the gatigtical programs. Oneisthe G-7 initiative to Sandardize and smplify cusoms
procedures.

The primary focus of the G-7 initidive is to establish common, sandard, internationa data sets
for “ordinary goods’; that is, those commodities that do not have any certificate, permit or
licensing requirements of other government departments or agencies. The data sets identified to
date are for Cargo Report (exports) and Export Declaration aswell as for trangt procedures.
Furthermore, the G-7 members (Canada, United States, Japan, United Kingdom, Germany,
France and Italy) are looking to adopt standard internationa codes for a number of data
eements. In addition to data set development work is being undertaken in the field of Electronic
Data Interchange (EDI) to develop common eectronic messages for the data sets devel oped.
The G-7 Initiative, a least in Canada and the United States ensures the requirements of the other
government agencies such asthe Satigtical departments are taken into account. Thisinitiative, if
successful and implemented, will have far reeching implications for the datigtica sysems of the
participants by providing integrated export, import and in-trangit information.

Another initiative that was consdered by the North American customs agenciesisthe North
American Trade Automation Prototype or NATAP. NATAP was ajoint research and
development initiative to implement article 5(12) of the North American Free Trade Agreement
and support the Canada/U.S. accord on the shared border. 1t was to streamline the processing of
commercid shipments by the customs administrations of the three countries and, like the G-7
initiative, envisaged standardized coding for customs transactions based on commercialy
available information. It wasto cover exports, imports and in-trandgt movements of freight,

Initid evaluation of the prototype from adtatistical perspective indicated promise for the

statigtical system.

Conceptudly, the G-7 or NATAP approaches, if broadly adopted by the trade community would
go along way towards meeting two of the three goals of goals of a data exchange: reducing
respondent burden and costs, and dimination of unexplained data di screpancies between
different sets of trade statistics. For non-contiguous countries, the data quaity and coverage
gains of adata exchange are more likely to be offset by problems resulting from trangting trade,
timing differences and imports via third countries. For the United States and Canada, these
programs could provide supplementary information helpful for resolving issues such as trangting
trade.

Conclusions and Recommendations




More than 11 years after implementation of the data exchange, it is safe to conclude that itisa
success. All three of the origina objectives, the dimination of export undercoverage,

publication of one set of mutually agreed numbers, and reduction of response burden and cog,
were achieved. However, the trading environment and the ingtitutiond customs environments,
have changed since the inception of the data exchange. These changes chdlenge some of the
fundamentals of the data exchange and its governing MOU. We recognize that these changes are
inevitable but fed that as long as the present cooperation among the four signatories continues,
these changes, chdlenges, and the problems they may cause are not insurmountable. It issafeto
conclude that the advantages of this data exchange clearly outweigh the disadvantages.

However, some changes are needed. One issue we are working to address is how to ensure that
each country has the information it needs to enforce its export laws and regulaions. The current
MOU mests only the needs of the Satigtical agencies. Resolution of thisissue is proving to be
complex and entangled with many legd issues. We are dso exploring ways to exchange
confidentid company-specified datafor Satistica quality assurance purposes. Findly, we must
find away improve our ability to react to the rgpidly changing trade environmen.

Changing trading practices pose practica problems for the data exchange and raise broader
conceptua issues. Goods from one partner that pass through the other partner on their way to
somewhere else can result in undercoverage, attribution to the wrong country of destination or
doublecounting in the derived export gatigtics. A solution must be found for these problems so
that they do not undermine the integrity of the data exchange. However, we do not believe that
these problems are insurmountable.

On abroader scde, the virtud dimination of tariffs and controls on trade between our two
countries has led to trading practices that do not fit the traditiona Statistical model. For the
United States, it is becoming nearly impossible to determine which goods are truly destined for
U.S. consumption. With no tariffs or other fees, many companies no longer use the customs
procedures we traditionally relied on in the past to distinguish between generd imports and
gpecid trade imports (imports for consumption).

For Canada, the increasing integration of the U.S. and Canadian operations of multinationd
firmsisdtering the digribution of its exports. 1n 1970, 65 percent of Canadian exports were
destined to the United States. By 2000, that proportion had increased to 87 percent. In company
interviews, Statistics Canada found that many companies distribute their products from the

United States, and as already noted, even when the finad customer is known &t the time of export,
the goods are frequently shipped first to the United States. This makesit difficult for Canadian
policy makers and business makersto identify their true markets and to accuratdly andyze
export-related issues. These problems would have existed even without the data exchange,
though possibly to alesser extent.

Despite the success of the U.S.- Canada data exchange, in our view the potentia for future
exchangesisvery limited. Evenin U.S-Canadatrade, the data exchange' s successin
eliminating the undercoverage of exports to the other exchange partner has been partialy offset
by the problems created by trangiting trade, particularly for Canada. The need to integrate every
aspect of our atistics, from classification codes and data € ements, editing and analytica
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operations, and processing and release schedules means that it would be impractica to engagein
many exchanges. The more digtant the two partners, and the more other countriesinvolved in
shipments between the two partners, the more likdly it becomes that issues related to transiting
goods, timing and indirect trade would reduce, rather than improve, data qudity. For thelong
term, efforts such as G-7 may prove a better gpproach to reducing costs to the trade and
improving data quality for trade with other partners.
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