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Objective and Justification

The overall objective is to support e-commerce and the security of the logistic chains
through the use of new technologies. The specific objective is to improve the
capabilities of customs risk management systems through Atrtificial Intelligence and
Blockchain to unlock the potential of e-commerce in the LAC region.

Trade institutions, border authorities and the private sector worldwide are undergoing
major structural transformations. New technologies are driving forces for new
processes for the production, trading, logistics, marketing, control and even
consumption of goods and services. As the Industry 4.0 progresses, hew technologies
are at the core of innovative trade tools that have the potential to revolutionize trade
and logistics.

E-commerce is thriving with an increase access to the Internet, to electronic devices,
and to the improvement of transport logistics. This new form of trade is full of
opportunities for businesses and consumers. However, it also poses challenges for
governments, especially for regulatory entities, such as customs and border agencies.
These challenges are related to their limited capacity to cope efficiently with increasing
volumes of cross border e-commerce. Furthermore, some of the small shipments and
parcels may be used to smuggle illicit goods or to contravene the laws and not pay the
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duties and taxes due. Government authorities find it difficult to fulfill effectively their
mandates to protect revenue collection and the security of their citizens while
facilitating the legitimate flow of goods generated by e-commerce.

An efficient and effective risk management system is an essential tool for customs and
border authorities to mitigate the risks associated with e-commerce. At the heart of a
sound risk management system, data is the holy grail for successfully profiling the
identified risks. The vast amount of structured and unstructured data (including
images) available in trade operations is a perfect ground for new technologies such as
Artificial Intelligence (Al) and Machine Learning (ML) to strengthen the potential of risk
management systems.

Emerging technologies, such as Al, when applied to customs management of e-
commerce can unlock the potential benefits of this form of trade for the LAC region. Al
can support and enhance customs and border agencies’ own risk management
systems by helping process and analyze the large amounts of data produced and
created by e-commerce with the aim of pinpointing the risks associated with it. In doing
so, Al can assist them to reduce the percentages of manual and physical interventions
of packages and parcels while improving trade facilitation rates for e-commerce.

Traceability of the tsunami of shipments that arrive at the borders of LAC countries is
another challenge for authorities, as it affects the quantity and quality of the data
necessary for implementing risk controls. Blockchain technology has already
demonstrated its potential for establishing provenance and sharing data among
multiple stakeholders. E-commerce could benefit from blockchain technology to help
customs and border authorities collaborate with carriers to share data to bring visibility
and fluidity to this growing type of trade.

Although Al, blockchain and other new digital technologies are in a nascent stage,
proof of concepts and pilot projects are already bearing fruit for those entities looking
to innovate in the search for new solutions to their operational challenges. Being near
the forefront of this worldwide technical discussion is critical to leading and facilitating
innovation for our trade institutions in LAC, and for the Bank’s operational agenda
promoting trade and integration.

Description of Activities and Outputs
With resources of this TC the following activities will be funded:

i) Consultancy to draft a report on the opportunities and challenges to apply new

technologies to trade and border management. This report will set the stage to present
the potential impact of using Al, blockchain, lot, 3D printing, and others in trade in
LAC. The report will consider macroeconomic elements of the technology (productivity
improvement, economic growth), integration factors such as the impact in Global
Value Chains and Trade Agreements. The report will tackle efficiencies in trade
(investment opportunities, services) and in customs administrations by enhancing their
controls and improving the levels of trade facilitation and improving business
opportunities and reducing costs. Finally, it should also include challenges related to
the regulatory aspects around the availability and privacy of data when applying new
technologies. A closer look to Al and blockchain applied to e-commerce will be
considered.

i) Regional workshop: during the workshop the participants will be exposed to worldwide

initiatives applying Al and blockchain in order to mitigate the risks of e-commerce. The
participants will identify the business rationale and the functionalities of a use case, as
well as the technical requirements in order to draft the specification terms for the pilot
projects.



iif) Consultancy for a pilot project to assist two countries in the design and development of an

Information System (IS) to improve customs risk management for e-commerce. The
architecture and functionalities will use Al capabilities to improve risk management
systems and will be developed to address a specific use case previously identified
during the regional workshop.

iv) Consultancy for a pilot project to assist two countries to develop a blockchain application

to provide traceability and visibility to packages, parcels and shipments entering the
country through e-commerce. A strategic alliance will be formed with carriers and
customs authorities to jointly work on the pilot project. Synergies with members of the
Americas Business Dialogue will be established.

3.2 The expected outputs are: i) a report on the opportunities and challenges to apply new
technologies to trade and border management with the focus on Al and blockchain; ii)
a regional workshop on the application of Al and blockchain in e-commerce; iii)
practical solutions developed on pilot projects on the use of Al and blockchain to
improve e-commerce by enhancing the capabilities of risk management in the
beneficiary countries.

3.3 Component I: Knowledge and technical capacity to apply new technologies
enabled and strengthened. This component will contribute to create knowledge and
capacity in new technologies related to trade in the LAC region, and to assist in the
drafting of the technical specifications for the use cases to be developed in the pilot
projects.

3.4 Component Il: Pilot Projects to apply and validate the use of Al and Blockchain
to harness the potential of e-commerce. This component will contribute to the
design and development of a solution to improve customs risk management and to
develop a blockchain application to provide traceability and visibility to packages,
parcels and shipments entering the country through e-commerce

3.5 Component lll: Supervision and Monitoring. Given the regional scope, to create a
coordination point to oversee and monitor activities undertaken in this TC, which
include the production of status reports, communication with stakeholders, logistical
and content-related organization for meetings and for pilot projects implementation.

IV. Budget

Indicative Budget
Activity/Component IDB/Fund Funding Counterpart Funding Total Funding

Knowledge and technical

capacity to apply new

technologies enabled and $ 100,000.00 $0.00 $ 100,000.00

strengthened

Pilot Projects to apply and

validate the use of Al and

Blockchain to harness the $ 225,000.00 $0.00 $ 225,000.00

potential of e-commerce

Supervision and

Monitoring $ 25,000.00 $0.00 $ 25,000.00

V.  Executing Agency and Execution Structure

5.1 The Bank will be the project’'s executing agency, through the Trade and Investment
Division (INT/TIN) of the Integration and Trade Sector (INT/TIN).

5.2 This regional project requires high level of coordination and interdependence.

Likewise, the Bank has the technical experience and capacity, and well-established
collaboration relationships with public and private stakeholders working with these
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technologies to ensure a high quality of products and activities to be carried out for this
project.

Project Risks and Issues

Implementation of a regional project implies a higher level of complexity, as well as
risks related mainly to inter-institutional coordination and asymmetries in information. It
is expected that these risks will be mitigated by having the IDB as the executing
agency, especially considering that the Bank has and will continue coordinating
relevant and related activities with the different public institutions responsible for trade
and customs in the LAC region. Another risk to this project is the nascent nature of the
two new technologies to be validated. This will be mitigated by selecting countries in
the LAC region for the pilot projects where some capabilities on Al and blockchain
exist. Also, another mitigation measure to be implemented by the Bank will be to
establish communication and technical exchanges with other countries outside the
region where they are already conducting proof of concepts on these areas.

Environmental and Social Classification

The ESG classification for this operation is "C".



