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The role of tarift dispersion, defined here as having different tariff lines or import
tariffs for ‘similar products’, has been underexplored. In this paper, we present
empirical evidence on the role that tariff dispersion has on red lane classification
during customs clearance in Argentina. We find that products with tariff
dispersion are more likely to be classified through the red lanes. In particular, high
levels of tariff dispersion at the Harmonized System (HS) level 6 are associated
with a 10 per cent increase in the probability of being classified in the red lane.
Considering the negative effects of delays in customs on competitiveness, this
paper highlights the relevance of having a simple — and not necessarily uniform
— import tariff structure.

1. Introduction

In international trade, Customs represent the doorkeepers of each country
(Martincus et al., 2013). They play a key role at every border, preventing the
entrance of illegal products and dangerous or hazardous materials, and
guaranteeing the safety and quality of products through, for example, technical
barriers to trade (TBTs) or sanitary and phytosanitary measures (PSMs).
Customs also represents, in many cases, the primary source of tax revenues
(Morini et al., 2017).

However, Customs can also generate unnecessary delays, harming exports
and trade (Martincus et al., 2013), competitiveness (Hoffman et al., 2021),
or countries’ efficiency and responses to disasters (Turner, 2015). Therefore,
reducing time delays in customs clearance becomes an important goal for every
customs administration. In addition, the high levels of administrative
bureaucracy, the low probability of being caught, and the extensive number
of situations in which discretional decisions must be made make Customs a
natural place for corruption, regardless of economic growth (Chalendard et al.,
2021; McLinden & Durrani, 2013; Sequeira & Djankov, 2010; Stasavage &
Daubrée, 1998).

Here, we focus on a new factor that might contribute to delays in Customs:
import tarift dispersion. Tarift dispersion is defined as the ‘inequality of the
tariffs levied by a country’ (Deardorft, n.d.), and it is usually measured in any
import tariff structure by taking the standard deviation of tariff rates (Cooper,
1964; World Bank, n.d.). In the extreme case, if every product has the same
import tarift (a flat import structure tariff, like the one Chile applies, or the
countries of the Gulf Cooperation Council, such as the United Arab Emirates
or Saudi Arabia), then the tarift dispersion would be zero.
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In this paper, we analysed tariff dispersion at different levels but were
particularly interested in the tariff dispersion found in ‘similar products’, that
is, in products with almost the same classification at Customs according to
the Harmonized System (HS) and Nomenclatura Comtn del MERCOSUR
(NCM; Common Nomenclature of MERCOSUR). The former is used for
the 2-, 4-, and 6-digit levels and the latter for the 8-digit level. For example, for
the 8-digit level, products have the same first six digits and only differ in the last
two digits. We did not work with standard deviation measures but with binary
variables. In other words, tariff dispersion was a binary variable with a value of
1 if the subheading (HS6) had more than one tariff line at the NCM level.

We argue that import tariff structures with a high degree of tarift dispersion
might generate higher delays in customs through a higher number of products
being classified through the red lane.

When a product is imported the customs officials decide, based on different,
often undefined, criteria, under which lane it should be classified. There are
three cases: red, orange and green lanes. In the latter, the system considers
that all legal requirements are complied with, and therefore, the shipment
is authorised to enter the country. In the former, the system — or customs
officials — considers that additional checks and controls must be performed,’
including a physical inspection, which delays the process. This increases the
time spent in the clearance process (Kuncoro et al., 2007), raising costs for
importers and generating delays. In addition, when importers and customs
officials disagree on the classification, corruption might occur.?

Tarift dispersion is not harmful in itself. We do not discuss the advantages
and disadvantages of a flat import structure tariff or give policy
recommendations in terms of the optimal import tarift. Instead, we focused on
those cases in which tariff dispersion is unnecessary. For example, when ‘similar
products’ have different import tariffs. Table 1 shows how two products from
even two different HS2 codes are similar but have different import tariffs.
When talking about Argentina’s import tariff structure, we talk about Derecho
Importacion Extrazona (DIE; Extra zone Import Duty), which, in general, is
the same as the one defined by El Mercado Comun del Sur (MERCOSUR,
Southern Common Market), but it might differ in some specific cases. Table 2
is an example of two ‘similar products’ with the same HS2 but different HS4
and import tariffs. Table 3 is an example of two ‘similar products’ with even
the same HS2, HS4, and HS6 (they only differ in terms of NCM)® but with
different import tariffs.

—

For example, perhaps the customs officials believe that the importer is evading taxes by declaring a lower value of USD being imported or that
the product is being classified under the wrong HS code.

N}

Tariff dispersion incentivises misclassification. The importer will choose the HS code with the lowest import duty. In this case, customer
officials are incentivised to say the code is incorrect and that the one with the highest tariff should be used. Corruption can take place if both
importers and customs officials reach an agreement: the HS code with the lowest tariff code can be used if the importer pays a bribe to the
customs official.

3 MERCOSUR, and therefore Argentina, employs NCM to classify products. Argentina, in addition, adds more digits beyond MERCOSUR’s
System.
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Table 1. Chemicals with similar uses can be classified in different chapters (HS2)*

Product Code Product Description Import Tariff (%)
2933.39.84.000C Paraquat Dichloride 12%
3808.93.25.100C Other, based on paraquat dichloride 14%

Source: Authors, based on Ministry of Economics of the Republic of Argentina (n.d.)

2 This case is not very common in the HS, in the sense that two chemicals with a similar purpose are classified in different chapters. Since the tarift classification
is our main criterion to define ‘similar goods’, it is pertinent to clarify that these two chemicals can also have other uses and that the one in Chapter 29 refers to
the chemical as a primary input without any transformation. In contrast, the one in Chapter 38 refers to a preparation, formulation or finished product used in
different industries. However, in Argentina, there is anecdotal evidence of discussions about the right classification of a product that could fit in the two codes of

Table 1.

Table 2. LED Monitors can be classified in different headings (HS4)

Product Code Product Description Import Tariff (%)
8528.59.20.900N Other polychromatic monitors 20
8531.20.00.000 L Indicator panels w/built-in LCDs or LEDs 0 (DIE)

Source: Authors, based on Ministry of Economics of the Republic of Argentina (n.d.)

Table 3. Some chemicals can be classified in different 8-digit codes (NCM)

Product Code Product Description Import Tariff (%)
2905.19.92.000U Isononanol 12
2905.19.99.900W Other saturated monoalcohols 2

Source: Authors, based on Ministry of Economics of the Republic of Argentina (n.d.)

To answer whether tarift dispersion incentivises the red line in customs
clearance, we exploited a full detailed dataset with information about
Argentina’s imports from 2015-2018 and lane classification. We used the data
to run a model with fixed effects. The data allowed us to control for importer,
origin, product, custom and other non-tariff barriers.

We chose Argentina for two reasons, the first being data availability. We
did not have any other data with this set of variables. Second, Argentina’s
import structure tariff was adopted in the 1990s when MERCOSUR was
created. When Argentina, Brazil, Uruguay and Paraguay decided to create a
customs union, they also agreed on the Common External Tariff (CET). The
import tariffs were defined following specific criteria of regional production.
Those products with regional production would receive a high import tarift
(relatively low for inputs and high for final goods), while those with no regional
production would receive a 2 per cent import tariff. This allows us to believe
that the tariff dispersion is not correlated to any other variable that might
be correlated with customs clearance, allowing us to claim causality in our
estimations.

This article builds on and aims to contribute to several strands of literature.
First, to the best of our knowledge, it is the first paper that relates lane
classification in Customs with import tarift dispersion. On the one hand,
customs clearance and red lines have been discussed with a focus on
administrative and legal purposes (Colagiovanni, 2020; Kuncoro et al., 2007).
On the other, tarift dispersion has only been discussed or addressed in terms
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of trade negotiations (Cooper, 1964), trade discrimination (Becuwe &
Blancheton, 2014; Ozerturk & Saggi, 2005), or revenues (Felbermayr et al.,
2013; Fisman & Wei, 2004). Therefore, no link has been made previously
between customs delays, red lines and tariff dispersion. Second, this article
contributes to the discussion on optimal import tariff structures (Corden,
1976; Tarr, 2000) and adds a new argument in favour of simple import tariff
structures.

This article is organised as follows. Section 2 briefly describes the customs
clearance process in Argentina and the import tariff structure. Section 3
describes the data used in this paper and its limitations. Section 4 details the
methodology while Section S summarises the results, and some robustness
checks are performed. We conclude with Section 6.

2. Customs clearance and tariff dispersion
2.1. Customs clearance and the red lane

Every shipment at the customs border in Argentina is classified into a lane
that might be green, orange, or red (Colagiovanni, 2020):
* Green Lane: The shipment is released since all the documentation
complies with the legal requirements.

* Orange Lane: Additional checks must be done to decide if the
shipment can enter the country; this does not imply merchandise
control and verification.

* Red Lane: The shipment includes dangerous or hazardous materials
(factory waste, damaged quality, dangerous chemicals, guns, etc.), or
the paperwork seems incorrect. Physical inspection must be carried
out.

It is important to note that the lane applies to every product in a shipment.
In other words, a shipment can be composed of different products, and
perhaps only one of these activates the red lane. For example, suppose there is
a shipment composed of toys and chemicals. The toys may comply with all the
legal requirements, but the chemicals must be controlled and checked, and the
shipment goes to the red lane. In this case, the statistics would say that both
the toys and the chemicals went through the red lane, even when toys would
have been classified through the green lane if they were imported separately.
This implies that we should only use single-product shipments (homogeneous
shipments) in our analysis.

According to the literature, several factors are considered when classifying
shipments into different lanes (Martincus et al., 2015; Ritzen-Pennings, 2020;
Tanaka, 2011). In some cases, countries use risk management matrices to define
the lane. In Argentina, according to recent literature (Colagiovanni, 2020), the
following variables are considered for each product code:
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* Non-Tariff Barriers (NTBs): HS codes with non-automatic licences
(NALs), TBTs and PSMs are typically classified under orange or red

lanes.

* Anti-Dumping Measures (ADMs): HS codes with antidumping
measures — or undergoing investigations — are typically classified in
the red lane.

* First Import: firms importing for the first time are automatically sent
to the red lane.

* Import Reference Values (IRVs): some products have what is called
IRVs, in other words, some products have an ‘official price’ as a
reference. If this is the case, then the red lane is applied.

Even when some variables are publicly known as key determinants of the
red lane, in many cases, it is not clear what criteria was used. In fact, if we
consider the period 2015-2018, the share of imports going through the red
lane changed substantially. In 2015, 43 per cent of the imports went to the
red lane, while in 2018, this dropped to 22 per cent. This suggests that other
variables, not explicit in any regulation or law, might be affecting the
probability of a red lane for any one shipment. We used a wide set of controls
such as origin, customs, year, chapter (HS2), and interaction between customs
and chapter, to account for these other variables.

Lastly, misclassification also leads to the red lane. If it is believed the importer
is trying to import a product under the wrong code, then physical inspection
(red lane) is required. Getting the right classification is not only important in
its own right but also because of tax revenues. This problem does not exist if
the import tariff structure is flat and increases when tarift dispersion is high.

2.2. Tariff dispersion

In this paper, we focus on Argentina’s import tariff structure and its
dispersion. As previously stated, Argentina relies on the HS classification until
the 6-digit level (HS6) but adds two additional levels: NCM (8-digit level)
and Sistema Informdtico Malvina (SIM; Malvina Computer System) (12-digit
level).

MERCOSUR’s tariff structure, CET — and, therefore, Argentina’s tariff
structure — was defined in the 1990s. It is a long way from being a flat tariff,
and it is usually higher for final goods. The import tarift is defined at the NCM
level. Those products with no regional production have an import tarift of
2 per cent. However, even though the four countries agreed on the idea of a
CET, many exceptions apply in practice, with both external deviations from
the CET and internal deviations from free trade. Figure 1 shows a specific
product (meat) as an example of the HS codes (2-, 4- and 6-digit level), NCM
(8-digit level), SIM (12-digit level) and the CET and DIE. Figure 2 shows
CET’s distribution. As previously noted, there are a lot of products (20%)
where the import tariff equals 2 per cent.
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HS2 HS4 HS6 NCM SIM CET DIE
(INTERNATIONAL)  (INTERNATIONAL) (INTERNATIONAL) (MERCOSUR) (ARGENTINA) (MERCOSUR) (ARGENTINA)
02 0201 0201.10 0201.10.00 0201.10.00.110E 10% 10%

Figure 1. Common External Tariff

Source: Authors, based on Ministry of Economics of the Republic of Argentina (n.d.)
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Figure 2. Common External Tariff 2019

Source: Authors, based on Ministry of Economics of the Republic of Argentina (n.d.)

When two products share the same HS4 code but have different import
tariffs at the 6-digit level, we talk about tariff dispersion at the HS4 level. When
they share the same HS6 level but have different import tarifts at the NCM
level, we talk about tariff dispersion at the HS6 level. Lastly, when the products
belong to the same NCM but have different import tariffs at the SIM level, we
talk about tariff dispersion at the NCM level.

We mainly focus on the tarift dispersion at the HS6 level, like the one shown
in Table 3. Formally, the tariff dispersion is a binary variable, Dpt’ defined as:

1, if subheading (HS6) of product p being imported in year ¢
D, = has more than one tariff line at the 8-digit level, (1)
0, if otherwise.

More tariff dispersion is expected at the HS4 level than at the NCM level.
This is because even when they belong to the same HS4 code, products might
still be very different. On the contrary, products belonging to the same NCM
are more likely to be similar, and they will also have the same CET since the
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Figure 3. Tariff dispersion at the HS4 level — DIE

Source: Authors, based on Ministry of Economics of the Republic of Argentina (n.d.)

CET was defined at the NCM level. Therefore, to have tariff dispersion at the
NCM level, Argentina’s government must be deviating from the CET using
one of the allowed mechanisms.

Our analysis covers 2015 to 2018. The dataset is only available for those
years and periods, and therefore, data availability is the only restriction guiding
our analysis. In 2015, 58.2 per cent of the headings (HS4) had only one tarift
line — that is, no tariff dispersion — as shown in Figure 3. At the HS6 level,
tarift dispersion is lower but still high: around 20 per cent of the subheadings
have more than one tariff line (Figure 4). As expected, tarift dispersion is very
low at the NCM level (Figure S). The three figures show us that as we change
the definition of tariff dispersion (Equation (1)), the number of products
belonging to a heading, subheading or NCM with tarift dispersion changes
significantly: 41.8 per cent of the headings have more than one tariff line, while
this number is 19.6 per cent for the subheadings and just 5.2 per cent for the
NCM.

We wanted to know if products belonging to headings (4-digit), subheadings
(6-digit), or NCMs (8-digit) with tariff dispersion are more likely to be
classified through the red line.

3. Data

To address this question, we used data for Argentina’s 2015-2018 imports
obtained from the Direccion General de Aduanas (DGA, General Directorate
of Customs). This is our core dataset. It contained information about the
product (at the 12-digit level), origin, price, quantity, lane, importer, and date
for every import made during those four years. This information was obtained
from the Ministry of Production in Argentina.
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Figure 5. Tariff dispersion at the NCM level — DIE

Source: Authors, based on Ministry of Economics of the Republic of Argentina (n.d.)

We also constructed original datasets related to relevant commercial policies.
We tracked every policy related to ADMs and IRVs measures, and NAL
changes. For anti-dumping, we used information obtained from VUCE. For
IRV, we used information from Administracion Federal de Ingresos Piiblicos
(AFIP), Argentina’s Revenue Agency, and considered Resolution 2730/09 and
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Table 4. Variable description

Variable Description Source
Date Official Import Date (day, month, year) DGA
SIM Code at the 12-digit level DGA
Firm ID Firm (Importer) ID DGA
Import Tariff CET and DIE VUCE
Lane Lane through which the shipment was classified (red, DGA
orange, green)
Origin Import Country Origin DGA
Custom Custom in which the shipment was entered DGA
Unit Measure Unit Measure being used (kilos, units, dozens, etc.) DGA
Cost, insurance, CIF Value (USD) DGA
and freight (CIF)
Kilos Quantity (Kilos) DGA

Import
Reference Value
(IRV)

Takes value 1 if the HS needs to comply with Import
Reference Values and O otherwise

Authors based on InfoLEG and Ministry of
Economics of the Republic of Argentina (n.d.)

Anti-dumping
(current)

Takes value 1 if the HS position has currently an
antidumping measure and O otherwise

Authors based on InfoLEG and Ministry of
Economics of the Republic of Argentina (n.d.)

Anti-dumping
(investigation)

Takes value 1 if the HS position is under a current
investigation for antidumping and O otherwise

Authors based on InfoLEG and Ministry of
Economics of the Republic of Argentina (n.d.)

Non-Automatic
Licensing

Takes value 1 if the HS position is under the Non-
Automatic Licensing system

Authors based on InfoLEG and Ministry of
Economics of the Republic of Argentina (n.d.)

Firm’s Size

Number of employees

AFIP

Source: Authors

its modifications. For Non-Automatic Licensing (NLA), we tracked measures
S/15 - E 292/17, 2/16 - 32/16 — 114/16 - 264/16 - E 301/16 - E 152/17
- E 523/17 - E 898/17 - E 5/18 170/18 - 507718 — 526/18. Every measure
was read and analysed using the website Information Legislativa y Documental
(InfoLEG), an online portal with information about every law and measure
published by the government (Argentina National Congress, n.d.). All this
information is publicly available.

Lastly, we also added controls using the importer’s size, measured by the
number of employees, obtained from AFIP. Table 4 describes each variable.

Since we had information at the product level, we knew if the product was
subject to other measures, such as anti-dumping or N'TBs like import licensing
systems. We created different datasets to merge them into the one obtained
from the DGA following findings from Colagiovanni (2020) on which
variables are used the most frequently in Argentinian Customs to classify
shipments into the three lanes, such as IRVs, AMDs, NTBs such as NALs,
TBT and PSM.

As previously mentioned, we needed to keep only those shipments with a
single product, which we called ‘homogeneous’ shipments. If there was more
than one HS code in a shipment, we could not determine which product
generated the red lane.
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4. Methodology

To estimate if ‘similar products’ with different tariffs are, on average, more
likely to be classified through the red lane, we used the following regression:

}/;lpoct = /Blet + 6Xipoct + Yt + Uy + )\i,o,c + Ccp + Eipoct (2)

where Y, ., is a dummy that takes a value of 1 if import of firm 7 and
product p ffom origin 0 and custom office ¢ in year # was assigned to the red
lane and 0 otherwise; Dpt is a dummy that takes a value of 1 if the product p
being imported in year ¢ belongs to a sub-heading (HS6) with tariff dispersion
and 0 otherwise. The variable Xz‘p 4 18 a set of control variables related to each
importer 7, product p, origin o, custom office ¢ in year # (mainly variables
strongly correlated with the probability of being classified in a red lane). y,
and 7 , Are year and product (chapter — HS2 level) fixed effects. 1 fo,c € fixed
effects by importer 7, origin 0 and customs office ¢. £ is the interaction between
product (chapter) and customs office ¢, and also works as a fixed effect. ipoct is
the error term, and we used cluster standard errors at the firm level (Bertrand et
al., 2004).

Another important aspect is how we generated D,,. In our main regression,
we used the CET import tariff structure. That is, we considered all the codes.
In the robustness check subsection, we generated D,, considering only those
codes where there were imports in Argentina during the period 2012-2019*
and then during the period 2015-2018 in only homogeneous shipments.

Our main interest was on /8;. This parameter answered our question about
the link between tariff dispersion and the red lane. It could be said that because
tarift dispersion is not randomly generated, we were not capturing a causal
effect. Even though it is true that the import tariff structure is not randomly
defined, we argue that the tarift dispersion at the HS6 level is generated by
reasons not correlated with any variable in the error term. In most cases, tarift
dispersion appeared when some products had an import tarift of 2 per cent.
The general rule in MERCOSUR is to assign a 2 per cent import tariff to
those products without regional production. In other words, products have
an import tarift higher than 2 per cent if they are produced by one or more
countries and 2 per cent otherwise. Therefore, we generated Dpt at the HS6
level, like in the example in Table 3. This allowed us to strengthen our
methodology and identification strategy. Since tarift dispersion was mostly
generated by exogenous reasons related to regional production criteria, and
since we added fixed controls by year, origin, customs, chapter HS, importer,
and the interaction chapter and origin, we believe that £, captured a causal
effect. In other words, it is tarift dispersion that increased the red lane
classification.

4 Our paper is focused on 2015-2018 because we did not have data about lane classification for 2012, 2013, 2014 and 2019.
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In the robustness check subsection, we ran the model generating D,, at
the HS4 and NCM levels. Selection bias was more likely in the latter. This is
because when looking at tariff dispersion at the NCM level, we were looking
for those NCMs with different tariff lines at the SIM level. If this is the case, it
is because Argentina changed the import tariff, and this is done in very specific
cases, mostly related to protectionism, which might correlate with tougher
inspections at Customs and higher barriers to import.

5. Results
5.1. Regression results

Table 5 summarises the main findings from Equation 1. As expected, new
importers, products with anti-dumping investigations or current measures,
IRVs, or NTBs such as NAL were more likely to be classified into the red
lane. More importantly, our coeflicient of interest, the tariff dispersion, was
positive, significant and stable over different regressions with different controls.
In other words, products belonging to subheadings with more than one tariff
level were more likely to be classified into the red lane. The coeflicient was high,
2.9 percentage points, implying that products associated with tarift dispersion
were 10 per cent more likely to be classified in the red lane.

In addition, Table 6 shows that the effect was larger when the tariff
heterogeneity was high (i.e., the difference between the tariff levels was high,
and higher than 12 percentage points). The results held for the definition of
tarift dispersion at the 4-digit level (column 1) and the 6-digit level (column
3), but not at the 8-digit level (expected positive (+) effect with high dispersion
but not statistically significant), but it makes sense since having tarift dispersion
at the 8-digit level is not common (Figure 5), since it requires a specific and
unilateral change of the import tariff by Argentina. In other words, in the first
column, Equation (1) takes the value 1 when a SIM code belongs to a HS4 with
more than one duty level, while in the second column Equation (1) takes value
1 when the product code at the SIM level belongs to a HS6 with more than one
duty level, and lastly, the third column takes value 1 in Equation (1) when the
product belongs to a NCM with more than one duty level.

5.2. Robustness check

In this subsection, we ran the model using different definitions of tariff
dispersion and for all the tariff dispersion levels. In our calculations, we
considered all the HS codes. In this section, we modify the dataset to see if the
results held.

First, we considered only those HS codes with imports higher than 0 during
the period 2012 to 2019. Our argument says that when you have two NCMs
with the same HS6 but a different import tariff, then the red lane might be
more likely due to the need to get the right classification for the product
being imported. In the previous section, we defined tariff dispersion following
Equation (1) using every NCM and its import tariff. Now, we define tarift
dispersion following the same equation but dropping those NCMs that were
never used. If an NCM is never used to classify a product, then the red lane
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Table 5. Regression results

(1) (2) (3) (4)
Tariff Dispersion HS6 0.014** 0.021*** 0.026*** 0.029***
(0.004) (0.003) (0.003) (0.003)
IRV 0.454*** 0.421*** 0.416**
(0.012) (0.011) (0.012)
New importer 0.681*** 0.087*** 0.103***
(0.004) (0.005) (0.007)
AD (investigation) 0.046*** 0.029*** 0.027***
(0.011) (0.01) (0.01)
AD (current) 0.064*** 0.064*** 0.058***
(0.012) (0.01) (0.01)
Non-Automatic Licensing 0.031*** 0.031*** 0.028***
(0.004) (0.003) (0.003)
log (imports USD) -0.022***
(0.001)
log (imports, kg) 0.007***
(0.001)
log (employment) -0.025***
(0.006)
Observations 1,028,675 1,028,675 1,020,953 1,001,167
R-squared 0.08 0.124 0.334 0.323
Constant Yes Yes Yes Yes
Chapter fixed effects Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes
Importer, Origin, Customs fixed effects Yes Yes
Chapter and Origin fixed effects Yes Yes

Note: *** significant coefficients at the 1% level; ** significant coefficients at the 5% level; * significant coefficients at the 10% level. Note: Tariff Dispersion HS6
is a binary variable that takes a value of 1 if the subheading has more than one tariff line at the NCM level. All models are estimated by Ordinary Least Squares,
including constant and fixed effects. Standard errors are calculated using firm-level clustering.

Source: Authors

is more unlikely: no matter the tariff dispersion, it is unlikely that a product
could be classified using an NCM that was never used. The results are shown
in Table 7, in columns (2), (4), and (6). We did not see significant changes in 8,
between column (3) — the original estimation at the HS6 level — and column
(4).

Conclusion

Even though delays in Customs have been widely studied in terms of their
impacts, there is little evidence concerning their cause(s). This paper addresses
a new hypothesis. In some cases, it might be the complex and dispersed import
tariff structure that creates unnecessary delays through physical inspection at
customs.

We exploited a detailed and original dataset with information about
Argentina’s imports between 2015 and 2018 and the fact that in
MERCOSUR, most tarift dispersion was generated due to ‘regional
production’ criteria to run a model with fixed effects and estimate the link
between tarift dispersion and the red lane in customs clearance. In other words,

World Customs Journal 43



Inspections in Customs: A Case Study of the Role of Tariff Dispersion on Red Lane Classification in Argentina

Table 6. Regression results — high and low dispersion

Tariff Dispersion

HS4 level HS6 level NCM level

High dispersion 0.022*** 0.050*** 0.007
(0.004) (0.003) (0.012)

Low dispersion -0.042*** 0.004 -0.006
(0.005) (0.003) (0.00)

New importer 0.413*** 0.416*** 0.415***
(0.011) (0.012) (0.012)

IRV 0.104*** 0.103*** 0.104***
(0.007) -0.007 (0.007)

Anti-dumping (investigation) 0.031*** 0.024** 0.029***
(0.01) (0.01) (0.01)

Anti-dumping (current) 0.051*** 0.054*** 0.061***
(0.009) (0.01) (0.01)

Non-Automatic Licensing 0.027*** 0.028*** 0.028***
(0.003) -0.003 -0.003

Log (imports USD fob) -0.022*** -0.022*** -0.022***
(0.001) -0.001 -0.001

Log (imports, kg) 0.007*** 0.007*** 0.006***
(0.001) (0.001) (0.001)

Log (employment) -0.024*** -0.025*** -0.025***
(0.006) (0.006) (0.006)

Observations 1,001,167 1,001,167 1,001,167
R-squared 0.324 0.324 0.323
Constant Yes Yes Yes
Fixed effects Yes Yes Yes

Note: *** significant coefficients at the 1% level; ** significant coefficients at the 5% level; * significant coefficients at the 10% level. High Dispersion is a binary
variable that takes a value of 1 if the subheading has more than one tariff line at the NCM level and the difference between them is higher than 12 percentage
points. Low Dispersion is a binary variable that takes a value of 1 if the subheading has more than one tariff line at the NCM level and the difference between them
is lower than 14 percentage points. All models are estimated by Ordinary Least Squares, including constant and fixed effects. Standard errors are calculated using
firm-level clustering.

Source: Authors

some products have a 2 per cent import tariff because there is no regional
production in MERCOSUR, while another product in the same subheading
might have 12 per cent. Since the tarift difference, and therefore tarift
dispersion, was generated by this ‘regional production’ criteria, we can estimate
the link.

Our results showed that products that might be classified into two different
codes with different import tariffs were more likely to be classified through the
red lane. We also found that new importers and products with either ADMs,
NAL, or IRVs were also more likely to go through the red lane, as predicted.

We found that shipments of products belonging to an HS6 with tariff
dispersion at the 8-digit level (NCM dispersion) were 2.9 percentage points
more likely to be sent to the red lane. When the import tariff difference was
low, the effect disappeared; when it was high, the number increased to 5.0
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Table 7. Regression results — robustness checks

(1) (2) (3) 4) (5) (6)
HS4 Level HS6 Level NCM Level
Tariff dispersion -0.005 -0.005 0.029*** 0.027*** -0.001 -0.001
(0.004) (0.004) (0.003) (0.003) (0.006) (0.006)
IRV 0.414*** 0.414** 0.416*** 0.416*** 0.414*** 0.414***
(0.011) (0.011) (0.012) (0.012) (0.012) (0.012)
New importer 0.104*** 0.104*** 0.103*** 0.104*** 0.104*** 0.104***
(0.007) (0.007) (0.007) (0.007) (0.007) (0.007)
Anti-dumping (investigation) 0.030*** 0.030*** 0.027*** 0.027*** 0.029*** 0.029***
(0.010) (0.010) (0.010) (0.010) (0.010) (0.010)
Anti-dumping (current) 0.061*** 0.061*** 0.058*** 0.058*** 0.062*** 0.062***
(0.010) (0.010) (0.010) (0.010) (0.010) (0.010)
Non-Automatic Licensing 0.028*** 0.028*** 0.028*** 0.028*** 0.028*** 0.028***
(0.003) (0.003) (0.003) (0.003) (0.003) (0.003)
log (imports USD FOB) -0.021*** -0.021*** -0.022*** -0.022*** -0.022*** -0.022***
(0.001) (0.001) (0.001) (0.001) (0.001) (0.001)
log (imports, kg) 0.006*** 0.006*** 0.007*** 0.007*** 0.006*** 0.006***
(0.001) (0.001) (0.001) (0.001) (0.001) (0.001)
log (employment) -0.025*** -0.025*** -0.025*** -0.025*** -0.025*** -0.025***
(0.006) (0.006) (0.006) (0.006) (0.006) (0.006)
Constant 0.528*** 0.528*** 0.515*** 0.515*** 0.524*** 0.524***
(0.027) (0.027) (0.027) (0.027) (0.027) (0.027)
Observations 1,001,170 1,001,170 1,001,170 1,001,170 1,001,170 1,001,170
R-squared 0.323 0.323 0.323 0.323 0.323 0.323
Chapter fixed effects Yes Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes Yes
Firm fixed effects Yes Yes Yes Yes Yes Yes
Origin fixed effects Yes Yes Yes Yes Yes Yes
HS2 and Origin fixed effects Yes Yes Yes Yes Yes Yes
Custom fixed effects Yes Yes Yes Yes Yes Yes

Source: Authors

percentage points. Considering that around 40 per cent of imports are sent to
the red lane, this implies that high levels of tariff dispersion are associated with
a 10 per cent increase in the probability of being classified in the red lane.

These results have important implications. Having an import tariff structure
with high levels of tarift dispersion might add unnecessary costs to imports in
terms of time and money. Considering the advantages of a fast and efficient
Customs (Marti et al., 2014; Martincus et al., 2013; Sanchez et al., 2003),
simplification of the tariff import structure to avoid unnecessary tarift
dispersion is recommended. The red lane should be used for essential
verification and controls (those related to quality standards or hazardous
materials or drugs, for example), not to discuss product classifications.

These results highlight a new, different and positive side to having a simple
and homogeneous import tariff structure. When ‘similar products’ have
different import tariffs, misclassification, or problems at Customs might arise,
generating unnecessary delays.

If a flat import tarift structure is not feasible, then countries must ensure
they do not have tariff dispersion at high levels of the HS code. In other words,
even though different headings (HS4) may have different import tarifts due
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to industrial policy goals or specific tariff protection for some products, it is
important to have low tarift dispersion when comparing subheadings (HS6) of
the same headings (HS4).
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