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Introduction by Malcolm McKinnon, CEO of SITPRO

The trading community faces a serious security threat - not from terrorists, but from increasing
measures being put in place in the name of security that affect the international supply chain.
The stated aim of these measures is to improve border security, a goal no-one would oppose.
However, over the last few years, we have seen an avalanche of such initiatives presented by
governments nationally, regionally and internationally, and new requirements are being
introduced all the time. This creates uncertainty for traders that have to comply with them,
together with a compliance cost in the form of changes to their own control and data
management systems to meet them - costs which ultimately get passed onto the consumer.

Although none of the terrorist atrocities of recent years were caused through trade, governments
rightly feel that they cannot leave the trade 'stable door' open, if it ever was. Most of the new
measures address sensible concerns - indeed some of them could be in the interest of business
and, if implemented appropriately, actually facilitate trade. However, the measures have been
introduced piecemeal with little prior consultation with those that have to implement them. The
time has come to take stock of what has been implemented and is proposed, to address issues
concerning duplication of effort and conflicting approaches, and to establish a stable foundation
upon which a more secure supply chain can be built.

SITPRO commissioned this report to identify the security-themed trade procedures and controls
that may apply to UK businesses involved in international trade and to summarise recently
implemented initiatives and current proposals. In developing the framework for this report, we
asked Dr Olivia Bosch of Chatham House to work with SITPRO on conducting initial research,
and then Dr Andrew Grainger to complete the work into a final report. It is based not only upon
the primary legislation and published information about forthcoming proposals, but also upon the
experiences of the international trade practitioners who contribute to our work and of SITPRO's
own staff, who continue to impress that the supply chain should be efficient as well as secure.

This report is a milestone in the work by SITPRO and its stakeholders on the issue of supply
chain security and should be a valuable resource for the UK trading community, but it is not our
final destination. Having identified the threats and opportunities that these initiatives present,
SITPRO is committed to working with traders, governments and other international bodies to
eliminate the wasteful overlaps between similar initiatives, to reduce the costs and complexity
associated with compliance, to identify and develop the potential benefits for traders and to turn
this collection of separate initiatives into a single vision of a secure supply chain. 

The threat of new security initiatives is still there, but by working together we can ensure that
new measures enhance, rather than obstruct, the working of existing supply chains.
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Background

Over the last few years UK traders and operators have witnessed an avalanche of new security
motivated controls and initiatives. These measures add further to what is already a complex
regulatory environment. Recently added initiatives include, amongst others, the Authorised
Economic Operator concept, the soon to be implemented requirements for Customs pre-
departure and pre-arrival declarations, the Immigration, Asylum and Nationality Act (2006), the
UK implementation of SOLAS and the ISPS Code, and Programme Cyclamen. In addition, there
are a wide range of third country initiatives - especially from the USA - which have a direct
impact on UK firms trading with these countries or with operations in these countries. This review
provides an overview of the security initiatives that apply to UK trade operations today and the
ways in which players in the supply chain are affected. The report will form part of the
background to SITPRO's ongoing trade facilitation and security programme.

With 155,000 registered importers and exporters and year on year growth, trade in goods plays a
significant part in the UK economy. In 2006 the value of goods traded with non EU countries was
close to £232 billion. The value of goods traded between the UK and other Member States of the
European Union was worth a further £313 billion.1 For most UK businesses trade is a complex
logistical task. It requires the engagement of many specialists and intermediaries. Moreover, all
businesses involved in trading and moving goods need to ensure that they are compliant with a
wide range of trade and customs procedures. Seldom does any one business or government
body have full visibility of all operations that are required to facilitate trade. Nor are there fixed
trading practices: deciding who has responsibility for what is at the discretion of the transacting
parties. For example, depending on the Incoterm 2000 used, commercial and regulatory
obligations can lie with the buyer (EXW), the seller (DDP) or both (any of the remaining 11
Incoterms).2 In most commercial relationships a wide range of intermediary and agency services
will be used to enable the transaction.3

The form and shape of a supply chain can vary from one trade transaction to the next. Typically,
intermediaries include a transport operator or freight forwarder, a commercial bank and a range
of specialist agents - even where buyer and seller are part of the same organisation  (e.g. in
instances of intra-firm trade). Adding to this complexity, intermediaries are likely to further
subcontract specific tasks to specialists. For example, a trader may use the services of a freight
forwarder who will then contract the shipment to a shipping line, the customs declaration to a
specialist broker and inland transport to a separate haulage company.
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1 HMRC/UKTradeInfo [http://www.uktradeinfo.com] (Accessed 18/11/2007)
2 ICC, Incoterms 2000 (International Chamber of Commerce, Paris, 1999)
3 Grainger, Andrew, "Supply chain security: adding to a complex operational and institutional environment" in World
Customs Journal, Volume 1, Number 2, September 2007 [http://www.worldcustomsjournal.org/index.php?resource=17]



The regulatory side of trade operations is no less complex. Trade activity is governed by a range
of control regimes and customs procedures. Additionally there are other regulatory measures
that indirectly affect trade. In the UK, it is easy to count more than 60 distinct trade procedures.4
Each of these procedures carries a transaction cost. Transaction costs can be direct, relating to
preparing and submitting information, buying IT systems to facilitate compliance or the effort
involved in physically presenting goods to executive agencies. Transaction costs can also be
indirect, subsequent to delays, hold-ups at the border, missed business opportunities or
competition from businesses operating in less complex regulatory environments.5

Procedures tend to target goods, the transportation that moves them, the people that operate
them and the businesses and operators that manage or provide the infrastructure to make trade
happen (for example, manufacturers, ports, warehouse operators, transit shed operators, freight
forwarders and transport companies). In the UK it is not uncommon for logistics operations to be
run in tandem with passenger movements, especially if moving cargo by air or on ferries. In
these instances passenger specific controls, like immigration checks, have a further impact on
trade and freight operations.

Broadly, regulatory control in trade concerns itself with revenue collection, safety and security,
environment and health, consumer protection and trade policy (Annex 1). Within this regulatory
environment 'security and safety' is a significant component. The recent addition of new security
focused initiatives, without replacing, modernising and reforming existing trade procedures, adds
to the regulatory burden suffered by UK businesses.
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4 Linington, Gordon, "Single Window Cost Benefit Analysis Study" (SITPRO Ltd., London 2005)
[http://www.sitpro.org.uk/reports/sitproitswrpt.pdf] and Grainger, Andrew, "Trade Facilitation: A Review" Working Paper,
(Trade Facilitation Consulting Ltd., 2007) [http://www.tradefacilitation.co.uk/content/view/17/39]
5 OECD, "Quantitative Assessment of the Benefits of Trade Facilitation", Working Party of the Trade Committee,
OECD, TD/TC/WP(2003)31/Final (2003)
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