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Foreword

"The enlightened ruler lays his
plans well ahead; the good general
cultivates his resources."

(Sun Tzu, Art of War)

International trade is the UK's economic lifeblood. Even though we have been importing
more goods than we export, our total annual two-way trade in 2007 was over £520
billion. Adding in our trade in services (which runs in surplus) our total international trade
was over £760 billion.t We like to think of the UK as an easy trading partner - and on the
whole it is - although the World Bank's Doing Business 2008 report2 suggests we could
do even better since it ranks the UK as the 27th easiest country with which to trade
across horders. One way towards improvement is trade facilitation, in which SITPRO is a
world leader.

Changing trade procedures takes time. Many of the issues that SITPRO is engaged with
have been under discussion for a long time - because new, inexperienced businesses
are forming all the time, and because trade facilitation itself is continually being
challenged. Consequently, SITPRO's role is as important now as it ever was. Supported
by a positive review by our sponsor department, BERR, SITPRO is launching its
strategic plan for the future. It is important that we take a longer term view of the horizon
for trade facilitation and plan our business around it, so that we are not only reacting to
proposals put forward by others but leading business and governments towards an
international trading environment that maximises the benefits of trade facilitation
measures and minimises the barriers to legitimate trade.

L www.statistics.gov.uk/pdfdir/trd0208.pdf
2 www.doingbusiness.org
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The proposals outlined in this five year strategy build upon SITPRO's traditional areas of
expertise. We will progress towards national and international implementation of the
electronic messaging standards that have evolved from the documents that SITPRO
introduced to the UK when it was first established. We will be pressing for the full UK
implementation of the International Trade Single Window concept, which SITPRO started
promoting more than ten years ago, supported by those open international standards.
And we will be working to improve the procedures at borders to enable the potential
benefits of Europe's Modernised Customs Code, adopted this year, to be fully realised.

Security remains a key issue, as it has been since 2001, and we will be promoting our
vision of a supply chain that balances security with facilitation and rewards legitimate
traders who are compliant while preventing threats. In another area of work that began in
2001, we will continue to work to support the successful completion of the WTO Doha
round of trade negotiations. However, the benefits of trade facilitation to the global
economy are too great to be restricted to this one area of trade negotiation, so SITPRO
will also be working to promote trade facilitation in developing countries through other
agreements and partnerships aiming to build capacity.

Lastly SITPRO will be working to expand its reach by applying to the international trade
in services our knowledge of simplifying trade procedures. The importance of services to
the UK economy is widely acknowledged and, if we are to realise the benefits of this
expanding area of business, efforts must be made to ensure that excessive paperwork
and bureaucracy do not impede our progress.

During this five-year period we will celebrate SITPRO's fortieth anniversary and by that
time we should be halfway through this five year strategy. Some of the activities
predicted in this document may change in detail, so this document will necessarily be a
living document that will be reviewed annually. However, the principles will remain the
same and we should be able to celebrate not only forty years of history, but a growing
agenda for trade facilitation for many years to come.

Norman Rose
Chairman
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Executive Summary

SITPRO enters its next five-year period promoting trade facilitation against the
background of a changing world. The balance of economic power is moving towards
emerging developing countries such as China and India. The role of Customs is
changing from a border agency primarily focused on revenue collection and controls on
trade to one with a broader border management role including border security. And
technological advances provide opportunities for traders to track the movement of goods
more precisely and enable greater data capture.

All these developments create challenges for trade facilitation, and SITPRO's role as the
world's premier trade facilitation agency needs to evolve with those changes.

For example:

As trade with China and India increases, there is a need for UK traders to enjoy
market access in those countries that is not hampered by over complex border
procedures. SITPRO will strengthen its relationships with these emerging markets in
order to contribute to efficient and equitable border management.

As security measures play an increasingly important part in border management,
SITPRO will continually strive to ensure that the compliance burdens placed on
business are kept in proper perspective and that trade facilitation principles are not
ignored.

As Europe increasingly drives border regulation through the Modernised Customs
Code, SITPRO will create a stronger European business voice for trade facilitation.

As the service sector gains in economic importance in global trade, SITPRO will see
how far the principles of trade facilitation can be applied to trade in services.
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Against this background, SITPRO's strategy for the next five years will focus on four
main workstreams:

electronic business and documentation;
international trade practices and procedures;
trade agreements and capacity building;

trade facilitation for the services sector.

This five-year strategy sets out our ambitions and a roadmap for each of these areas. By
the end of the next five years we will aim for:

a clear and accepted international standards architecture to be in place, ideally based
on a combination of the UNeDocs and WCO data models, with an unstoppable
momentum on the way to integrated paperless trading using open international
standards for data exchange that can improve the productivity and competitiveness of
UK companies and facilitate one-time data entry for international trade transactions
through the implementation of single windows;

improved border agency co-ordination, an effective balance between border security
and trade facilitation with mutual recognition of authorised trader schemes, and
sufficient progress with the European Modernised Customs Code to ensure that
Europe is able to compete effectively with other emerging economic regions;

the conclusion of multilateral, regional and bilateral trade agreements containing
provisions to encourage trade facilitation measures to be introduced in countries
around the world, supported by capacity building to allow developing countries to
modernise their border procedures and reap the benefits of simplified trade flows;

trade facilitation for the services sector recognised as an important issue in its own
right for services, as well as complementing trade in goods.

As for SITPRO itself, we will have reinforced our role as the world's premier trade
facilitation agency and be recognised and admired as a centre of excellence in this field.
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The Challenges Ahead

Much has been written about how the world may change in the 21st Century. Key policy
challenges focus on human rights and the threat of terrorism, the alleviation of poverty,
climate change and protection of the environment.

Most of this is outside SITPRO's immediate remit. As the world's leading trade facilitation
agency, our primary interest is in changes in the world economy, the impact they will
have on international trade, and the consequences for cross-border trade flows. In so
doing, we will continue to promote the benefits of trade facilitation to developed and
developing countries.

Interest in trade facilitation has never been higher - and this is partly due to trade
facilitation being one of the issues in the World Trade Organisation's Doha Development
Agenda. But why is trade facilitation so important? Part of the answer is that it improves
the flow of trade through faster clearance times, makes countries that have embraced
trade facilitation more attractive to trade with, reduces trade transaction costs and
improves business competitiveness. A frequently quoted study by Walkenhorst and Yasui
(2003) estimated that just a 1% reduction in trade transaction costs could bring global
welfare gains of $40 billion; while another study by Francois, van Meijl, and van
Tongeren (2003)3 found gains of around $78 billion from a 1.5 per cent reduction in
transaction costs for merchandise trade. Increasingly, the emphasis is being placed on
"trade management". Get this right, the argument goes, and revenue, which remains a
priority for many developing countries, will flow automatically from higher compliance and
faster clearance.

SITPRO’s role is therefore to raise awareness of the benefits of trade facilitation, not
only in the UK and Europe but also further afield, with the UK's principal trading partners
and with the developing world as a whole.

3 OECD, Quantitative Assessment of the Benefits of Trade Facilitation; OECD, The Economic Impact of Trade
Facilitation, OECD Trade Policy Working Paper No. 21, October 2005, p.9.
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The World Economy in the 21st Century

Most commentators look to the emerging developing markets as the source of the
biggest changes to the world economy in the 21st Century. This is evidenced by the
International Monetary Fund (IMF - see figure below)* and by other commentators.
According to the IMF's World Economic Outlook,5 growth in China is projected to be 9.3
percent in 2008 (from 11.4% in the second half of 2007, year over year) and 7.9% in
India (from 8.5%). In emerging Asia growth is expected to decelerate but remain robust
at about 7.5% in 2008 and 7.8% in 2009.

The shift in global economic power: regional output 2006 and 2020
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Similar predictions by the Economist Intelligence Unit in July 20076 suggested that the
so-called BRICs economies (Brazil, Russia, India and China) and other large emerging
markets have been growing much faster than the world average, with China expected to
achieve double-digit structural growth rates for the next few years. Another by Global
Insight noted recently” that while the Chinese economy was expected to cool off a little, it
was still expected to achieve 10.8% growth in 2008 compared with 11.5% in 2007. India
has also been contemplating double-digit growth, having registered a growth rate of
9.6% in 2007 and likely to touch almost 9% this year, according to the Indian Prime
Minister in February 2008.8

Extract from "Commitment to Business", BERR: www.berr.gov.uk/files/file42100.pdf
www.imf.org/external/pubs/ft/weo/2008/01/pdf/text.pdf
w3.cantos.com/07/eiu-707-wd490/econ-g046-transcript.php
www.globalinsight.com/publicDownload/genericContent/TopTenPredictions2008.pdf
Speech inaugurating FICCI Annual General Meeting: pmindia.nic.in/Ispeech.asp?id=657

Lo N o o b
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A frequently quoted Goldman Sachs paper by economists Dominic Wilson and Roopa
Purushothaman in 20039 predicted that over the next 50 years the BRICs could become

a much larger force in the world economy, e —
together accounting by 2025 perhaps for over | 1202 ussen) The bargestEcanomosin 2050
half the size of the G6 and in less than 40 ey

years could be larger than the G6 in US dollar | 4occe

terms. Of the current G6, only the US and 35000

Foo

Japan may be among the six largest

economies in US dollar terms in 2050 ;z
(although they also predict that the UK will 15000
still rank 7th as Europe's largest economy), 10000
by when the list of the world's ten largest s . . T
economies may look quite different from how g 1 BN R e B

they rank now.

This suggests that SITPRO's five-year strategy should reflect the advances made by
these emerging markets, by ensuring that trade facilitation is a necessary component in
the way they manage trade.

Customsin the 21st Century

SITPRO's traditional field of expertise has centred on controls on the international
movement of goods. Most people will immediately think of Customs as the principal
agency involved. And it is true that Customs, as the agency operating at the border and
elsewhere on behalf of other government policy responsibility centres (trade policy,
revenue, environment), finds itself at the front line of policy implementation. At some
ports in the UK it is estimated that 70% of all physical inspections relate to public health
control, exercised by or on behalf the Department for Environment, Food and Rural
Affairs (Defra).10

The World Customs Organisation (WCO) has embarked on the development of a new
vision for the role of Customs in the 21st Century. That role has been expanding in
recent years, reflecting the changing environment in which Customs operates, and
changes in government priorities. This has come at a time of increased trade volumes
and technological advances that have revolutionised trade and transport, but also

9 www2.goldmansachs.com/ideas/brics/book/99-dreaming.pdf
10 www.sitpro.org.uk/news/articles/Irn.pdf
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heightened concern about border security, all of which have increased the workload of
Customs. According to Pravin Ghordan, the Commissioner for the South African
Revenue Service and a former Chairman of the WCO Council, 1 key strategic drivers
that are having impacts on Customs administrations include:

Growing trade volumes;

Trade liberalisation and reduced tariffs and non-tariff barriers;
New trade rules (e.g. WTO);

Changing trade patterns and actors;

New logistics and supply chain models;

Transnational organised crime networks;

Security threats;

Growing concerns regarding public health and the environment.

Alongside these, pressure continues to mount from the international business community
for reduced government intervention and a growing expectation on Customs to place an
increased emphasis on the facilitation of legitimate trade. As Professor David
Widdowson, Head of the Centre for Customs and Excise Studies at the University of
Canberra, recognised recently,12 business is looking for the simplest, quickest, cheapest
and most reliable way of getting goods into and out of a country. It seeks certainty,
clarity, flexibility and timeliness in its dealings with government. Driven by commercial
imperatives, it is looking for the most cost-effective ways of doing business. This is true
not only for businesses in the developed world but - as SITPRO has found through its
developing country contacts, and the former Deputy Commissioner for the Kenya
Revenue Authority has recognised?3 - in all countries of the world.

Largely through its inclusion on the agenda of the World Trade Organisation's Doha
Development Agenda and other trade agreements, trade facilitation is on the global
agenda as never before. Success, however, will depend upon Customs' ability to achieve
the right balance between trade facilitation and border management, including security.
Its expanding mandate and workload will require a greater emphasis on automation, risk
management and intelligence to facilitate the movement of legitimate goods and to focus
resources on high risk areas.

1 www.worldcustomsjournal.org/media/wcjl-2007/1/Customs_in_the_21st_century.pdf
12 \www.worldcustomsjournal.org/media/wcjl-2007/1/The_changing_role_of Customs_evolution_or_revolution.pdf

13 www.worldcustomsjournal.org/media/wcjl-
2007/1/Emerging_issues_on_the_role_of Customs_in_the_21st_century_an_African_focus.pdf
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Technology for Trade Proceduresin the 21st Century

A third key driver to influence trade facilitation in the 21st Century is supply chain
management and technology. A whole new science is being built around supply chain
management and the way companies can optimise their supply chain costs, while supply
chain efficiency remains conditioned by the available technology.

In the past paper documents were used, and regulatory systems built around them,
because electronic data interchange (EDI) was not available, but now electronic single
windows are possible. Radio frequency identification (RFID) has changed the way
individual container data is handled. GPS now enables tracking of lorries and containers
that hitherto have had to be monitored physically, and this could contribute to the way
border agencies deal with transit, for example. Other technologies will emerge, and
these will either facilitate trade further or allow border agencies to exploit them for the
additional data they will enable companies to provide, as is seen now in the border
security debate. While the level of play will change, it will remain a challenge for trade
facilitation to get the balance right.

Facilitation in the 21st Century: Implications for SITPRO

For SITPRO, the new world economic order will bring new challenges to border
management and trade facilitation, and new priorities. As the BRICs continue to emerge
and become stronger, SITPRO's relationship with those countries will also continue to
develop. The increasing focus on Europe as a driver for border regulation within the EU
will require a greater European profile and a new approach to EUROPRO. The
importance of the services sector to the UK will require increased attention to better
regulation and trade facilitation.

Meanwhile, documentation will continue to be an important facet of SITPRO's work,
including increased awareness-raising of the importance of integrated paperless trading
(also increasingly referred to as straight-through processing, or "STP"). The increasing
importance given to border security will also continue to present a major challenge to
trade facilitation. And through its Advisory Groups, SITPRO will aim to keep abreast of
technological developments that will have an impact on trade facilitation.

SITPRO has a clear role for the next five years - passing along the way SITPRO's 40th
Anniversary in 2010.
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The Government’'s

Priorities

As a non-Departmental Public Body largely funded by the Government, it is essential in
developing its forward strategy that SITPRO reflects the Government's own strategic
priorities. These are determined for the period 2008 2011 by "CSR 07", the
Comprehensive Spending Round. Under this 30 Public Service Agreements have been
established for the Government as a whole, for which there are individual Departmental
leads.14 These are captured under four areas and spelled out further in Departmental
strategic objectives of which the key ones for SITPRO are mentioned below:

Sustainable growth and prosperity, which includes targets for productivity, skills,
migration, transport, science and innovation, business success and regional growth;

Fairness and opportunity for all, which sets targets for employment, poverty
reduction, education and diversity;

Stronger communities and a better quality of life, which focuses on health,
housing, communities, justice and social protection;

A more secure, fair and environmentally sustainable world, which aims at climate
change, reduction of poverty in poorer countries, and reduced global conflicts.

Department for Business, Enterprise and Regulatory Reform (BERR)

SITPRO's sponsor Department, BERR, leads on raising the productivity of the UK
economy; delivering the conditions for business success in the UK; and improving the
economic performance of all English Regions and reducing the gap in economic growth
rates between Regions. It is also a key delivery partner for helping to lead the global
effort to avoid dangerous climate change (with the Department for Environment, Food
and Rural Affairs); maximising employment opportunity for all (with the Department for
Work and Pensions); and improving the skills of the population (with the Department for
Innovation, Universities and Skills).

14 HM Treasury, 2007 PBR CSR: Public service agreements
www.hm-treasury.gov.uk/pbr_csr/psa/pbr_crs07_psagrowth.cfm
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