ADDING VALUE

A Policy Tool Box for SADC Member States to Manage
Economic Transformation and Value Chain Development




Industrialization
Pathways to Economic
Transformation

Growth in the Southern African Development Community (SADC) has not
been accompanied by sufficient structural shifts in production and increases
in employment. This is particularly relevant for the low-income countries
in the region. SADC Member States have struggled to diversify production
and exports into more complex or higher value-added activities, especially in
manufacturing. At the same time, growth has not been sufficiently inclusive
or supportive of social development. National unemployment and poverty
levels remain high.

The need to improve the quality of growth through economic transformation
is therefore recognized by more and more actors within the SADC region.



What is Economic Transformation?

resources from less productive to more productive activities. At the firm level, this may involve
increasing the efficiency of existing firms or, alternatively, reallocating resources away from the
least productive firms in a sector and towards their more productive counterparts.

Economic transformation involves a continuous process of reallocating labour and other

This can occur through either of the following two processes:

1. Structural changes whereby resources shift between sectors from lower- to higher-productivity
sectors. This occurs, for example, when labour shifts from agriculture to manufacturing.

2. Increased productivity growth within sectors. This occurs, for instance, when subsistence farming
shifts to the production of high-value crops.!

Economic transformation typically involves diversification in both production (for example through
the creation of new subsectors) and export structures (through changes in the type of products
exported and/or the addition of new trading partners). Additionally, upgrading of domestic production
capabilities may be necessary, which includes improvements to management systems and product
standards.

Inthe SADC context, considerable gains can be made from shifting production from low- to higher-
value goods, raising the level of domestic value addition: Greater diversification through economic
transformation will better shield SADC countries from the potentially adverse impacts of price shocks and
price cycles. It also provides more scope for traders operating in SADC countries to extend their markets
regionally and globally. The growth generated through economic transformation will help to create jobs
and facilitate the generation of income in a more equitable manner. Finally, economic transformation
facilitates the creation of linkages and synergies both within and between sectors and countries, thereby
creating a broader array of opportunities for future economic growth in SADC countries. Through these
channels, sustained economic transformation in SADC countries can generate the sort of growth that
contributes to poverty reduction in the region.

Different Paths to Industrialization

Industrialization and economic transformation are intricately related: Countries industrialize to
generate social and economic change. This process involves a transition from primarily agrarian
activities to large-scale manufacturing, thereby establishing an industrial base. Moreover, success in
raising productivity within the agricultural sector underpins the process of industrialization. Economic
transformation involves further broader reallocations of resources from less to more productive activities,
including within and between sectors other than agriculture and manufacturing.

The SADC Industrialization Strategy and Roadmap prioritises industrialization as a core mechanism
for generating economic transformation in the region. Industrialization has many benefits — it
contributes to wealth creation and income generation, creates jobs, promotes economy-wide resilience
and generates tax revenues. Moreover, the positive experiences in countries such as China and Vietnam
demonstrate how industrialization can enforce rapid structural change through a shift in resources
away from the traditional sector and into modern sectors of the economy.

There are four different potential pathways to industrialization in SADC countries: 1) import
substituting industrialization; 2) export-oriented industrialization; 3) resource-based industrialization;
and 4) industrialization through innovation). 2

"McMillan, M., Page, J., Booth, D. and te Velde, D.W. (2016) ‘Supporting Economic Transformation: An Approach Paper, Overseas
Development Institute Supporting Economic Transformation Programme, May 2016.

“Low, P. and Tijaja, J. (2013) ‘Global Value Chains and Industrial Policies, Think Piece of the E15 Export Group on Global Value Chains:
Development Challenges and Policy Options, December 2013.



Import substituting industrialization (ISI) involves the use of trade policy and other instruments
to reduce imports and increase domestic production. This relies on the notion that explicit support
to domestic enterprises and industries will enable them to overcome cost disadvantages through
learning-by-doing and economies of scale. Such support is typically provided through access to low
priced imported inputs and protection from competition from foreign imports of final products. In
some cases, this may be directed towards specific products to provide inputs into targeted production
activities through import substitution.

While ISI may stimulate domestic production and create jobs in the short-run, it relies heavily on the presence
of a sufficiently large domestic market — which does not exist in most SADC economies. More importantly,
shielding domestic industries from foreign competition creates dynamic inefficiencies by disincentivising local
producers from reducing their costs. They therefore do not raise their productivity levels or improve the quality of
their products. This makes it difficult to achieve the productivity growth that drives economic transformation. The
resulting inefficiencies also make it difficult for domestic firms to attain the levels of competitiveness necessary to
integrate effectively in regional or global value chains. In addition, ISI leads to higher prices for consumers and
intermediaries and lower welfare. Ultimately, ISI results in the development of uncompetitive production, as the
multiple examples of failed ISI policies implemented in Latin America and Africa attest.

Export-oriented industrialization (EOI) focuses on diversifying the economy through state
intervention to promote exports of products in which a country has a comparative advantage.
Such intervention may take the form of direct subsidies, policies to attract foreign direct investment
(e.g. low taxes), the creation of export processing zones, special economic zones and industrial
clusters, or unrestricted access to cheaper and better quality imported inputs (through duty free
imports). This support is removed within a specified timeframe, thereby creating incentives for the
beneficiaries to become internationally competitive in order to survive. EOI policies can stimulate the
productivity improvements that underpin economic transformation by exposing domestic firms to
competition. This includes competition in international export markets and from foreign imports of final products
in the domestic market.

EOI proved successful in several East Asian countries (first Japan, but later Singapore, Hong Kong, Taiwan and
South Korea). These countries were able to utilise abundant factors of production efficiently in order to exploit
comparative advantages in export industries in different stages (involving progressively more advanced production).
Ultimately, they could drive domestic growth through exports to foreign markets. More recently, in Africa, Ethiopia
has achieved some success through EOI in promoting cut flowers exports by putting in place the necessary incentives
and infrastructure to attract and retain investors.

The success of the EOI approach, however, depends critically on external demand in foreign markets, thereby
heightening sensitivities to exogenous shocks. The success of EOI policies is also likely to be limited in economies
experiencing declining terms of trade, because export prices will be rising at a slower rate than import prices. It may
also be difficult to retain footloose investors attracted to the country by the initial support provided through
EOI policies. Such policies thus need to be complemented by efforts to stimulate backward and forward linkages
with local enterprises, support domestic firms to upgrade along the value chain, and encourage skills and knowledge
transfers from foreign to domestic firmes.

Resource-based industrialization (RBI) may provide an opportunity for SADC countries with
notable endowments of exportable raw materials by concentrating on processing raw materials
into manufactures. This may be promoted through policies that discourage exports of unprocessed
products, although export restrictions generally only work under very specific circumstances.
Governments may impose an export tax on raw material, which lowers the domestic price of
raw materials and effectively subsidises domestic downstream manufacturing. This is designed
to ensure a steady supply of raw materials to domestic downstream processing industries. In this
way, RBI policies can provide opportunities for local firms to integrate into existing natural resource value chains as
suppliers, and help to integrate activities at various stages of the value chain within one country. RBI has the benefit of
providing financial inflows that can be used to finance investment in infrastructure and skills development necessary
for industrialization. RBI can facilitate economic transformation by supporting the transition from less productive
activities involving the extraction of raw materials to more productive processing. This movement may occur within
the same sector (e.g. through downstream processing of minerals) or between sectors (e.g. when minerals are used
as inputs into the production of manufactures).

The success of RBI relies — besides on general good governance — on the presence of sufficient domestic
downstream processing capacity and the availability of the correct incentives and conditions to attractand retain
beneficiation and transformative industries, as indicated by the experiences of SADC countries such as Botswana,
Mozambique and South Africa. This also includes access to sufficiently well trained staff and support industries. It
should also be noted that downstream industries of the extractive sector need a high and stable supply of energy and
water. Moreover, they often do not provide a lot of jobs, thereby limiting the potential for social transformation.



Industrialization through innovation (ITI), on the other hand, focuses on stimulating change
within domestic firms by upgrading their capacity and capabilities. This involves targeted, sector-
specific interventions to strengthen systems of innovation, e.g. through more applied research in both
companies and academia, but also through better linking the two sectors. Additionally, technological
capabilities need to be improved in order to enable firms to produce higher value-added goods and
upgrade within value chains. The upgrading of domestic firm capabilities inherent in I'TI can be an
important source of productivity growth and, in this way, help to drive economic transformation.

ITI may not yield short-term results and may be most appropriate for countries that already have a good research
base.

The country specific context in which industrial policies are implemented is critically important. Historical
experience suggests that some of these approaches, particularly ISI, have not been successful, especially when
applied in an exclusive manner. Specific country characteristics (including endowments, geography and other
factors) have an important bearing on the types of pathways to industrialization best suited to each SADC Member
State. Moreover, regardless of the approach to industrialization, maintaining macroeconomic stability remains a
prerequisite for sustained success.

The different paths to industrialization are also not mutually exclusive and the most appropriate pathway may
differ from one sector to another within the same country. If well-conceived and properly implemented, the
different paths to industrialization can work together. For example, RBI may be successful in providing a ready supply
of raw materials for further processing in industries that benefit from state support to export under the guise of EOL

Services in Industrialization

Services play an increasingly important role in supporting industrialization and promoting economic
transformation, in part due to rapid advances in information and communications technology. The share
of services in employment and output is growing across the world, and empirical evidence shows that services
contribute significantly to productivity growth, especially in developing countries. Many services play an important
role in enabling growth in other sectors:

« Financial services facilitate capital accumulation and foster innovation.

* Telecommunications services allow for the dissemination and diffusion of knowledge.

« Transport services facilitate access to markets by enabling the movement of goods across borders and along
transport corridors.

» Business services enable the transmission of business process innovations across firms and industries.

e Healthcare and education services are vital to creating and sustaining the type of workforce required for economic
transformation.

Many services perform an intermediation role as inputs into the production of goods or other services; and
services value added is increasingly embedded in goods exports. Moreover, trade in services provides opportunities
for countries to exploit their comparative advantage, and some service sectors (such as tourism or business process
outsourcing) are important generators of employment and foreign exchange earnings (especially in land-locked
countries which usually face high costs to transport goods).

A Role for Value Chains?

International production networks are increasingly fragmented across countries and continents. Lower
transportation and communications costs stemming from technological advances have made it possible and often
more efficient to locate different stages of production along a value chain in different countries. The increasing
standardisation of production processes across the world further supports this.

The offshoring of manufacturing tasks and other business functions and services are thus increasing in
popularity. Moreover, today there is a narrower focus on stages of production or activities within a value chain rather
than on entire sectors.

As aresult, an expanding share of global trade is now comprised of trade in tasks, rather than finished products,
within global or regional value chains. The cost, quality and efficiency of services (particularly transport and logistics
services) are key determinants of whether or not firms and countries can participate effectively in global and regional
value chains.



SADC countries can now specialise in particular stages of production rather than looking to develop entire
vertically integrated industries. This offers a pathway - with less onerous entry requirements — for SADC
economies to integrate into global and regional value chains by contributing specific skills or products to regional
or global production processes. In turn, participation in global and regional value chains can help to improve access
to technology and upgrading assistance for domestic firms in SADC countries, enabling them to add value to their
products. This relies critically on the presence of effective policies and mechanisms to facilitate the transfer of
technology and diffuse information among people, enterprises and institutions.

Quality infrastructure supporting trade and the removal of non-tariff barriers to trade are key to facilitating
integration into regional or global value chains. The availability and quality of hard infrastructure (e.g. roads,
railways and ports, reliable power and water supply, information and communications technology) and soft trade
infrastructure (e.qg. logistics services, standards and technical regulations governing trade) are important determinants
of trade competitiveness. Improvements in hard and soft infrastructure within and between SADC countries can
reduce trade transaction costs, which may increase trade flows in volume and variety. Such improvements also
play a crucial role in facilitating trade in goods, both intra-regionally and with the rest of the world, while promoting
collaboration in productive activities across borders and within international supply chains.

What Role For the Region?

When it comes to industrialization, the value of the region is worth more than the sum of its parts: A regional
market is a prerequisite for many viable industrialization paths and regional mechanisms can help facilitate
needed policy changes. The adoption of the SADC Industrialization Strategy and Roadmap and the revised
Regional Indicative Strategic Development Plan reflect the commitment by SADC Member States to pursue a joint
industrialization path.

Regional collaboration can help to facilitate intra-regional trade and contribute to economic transformation, e.g.
in the management of border posts, harmonisation of customs processes and requirements, and in the development
and maintenance of multi-country trade corridors and other forms of cross-border infrastructure, and cross-country
transit management systems.

Mutltilateral mechanisms and bilateral agreements involving SADC countries can help to facilitate the

development of regional value chains and enable cross-country collaboration in the development of products;

this includes agreements to gradually eliminate restrictive rules of origin for specific products. This can be supported

in the long-term by continued efforts to:

« harmonise standards (e.g. quality or sanitary and phytosanitary standards, SPS) and legislation (including
legislation on national competition policy) across the region;

« produce agreements between SADC countries that facilitate the movement of skilled professionals and exchange
of workers across borders; and

e improve platforms for information sharing in the region.

These regional policies need to be backed by the presence of robust institutions in individual SADC Member
States.
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Short-term policy tools

Export processing zones (EPZs) are industrial areas offering special incentives and
1 favourable conditions to attract domestic and foreign investors into the processing of
materials for export-oriented production.
The incentives and conditions offered in these zones can include duty-free imports of raw
materials, inputs and capital goods, long-term tax concessions, flexibility in labour laws and
advanced infrastructure. These are mostly used to attract investment for export-oriented
production in labour-intensive light manufacturing (e.g. leather, wood, footwear, textiles
and garments, assembly of light electrical goods and consumer electronics). The creation of
EPZs can help develop skills and productive capabilities in light manufacturing as a way to
integrate into regional or global manufacturing value chains. This can provide a stepping
stone to eventually produce more technologically advanced products. Governments can
establish EPZs to overcome infrastructure or business climate deficiencies that discourage
investment and to fast-track non-traditional exports. They can also boost foreign exchange
earnings, create employment (particularly for relatively unskilled workers and women) and
generate income through tax revenues.

Note: Investments from EPZ firms may be short-term as they are able to relocate with
relative ease; they typically only generate very limited backward linkages to the host country's
economy and job creation may be limited to a specific location. Additionally, governments
may want to ensure that companies do not just target windfall gains.

Reference Material:

1. UNCTAD (2015) Enhancing the Contribution of Export Processing Zones to the Sustainable
Development Goals: An Analysis of 100 EPZs and a Framework for Sustainable Economic Zones.
New York and Geneva: United Nations.

2. Stein, H. (2009) ‘Africa, Industrial Policy and Export Processing Zones: Lessons from Asia,
Paper prepared for J. Stiglitz, A. Noman, H. Stein and K. Botchway (eds.) Good Growth and
Governance in Africa: Rethinking Development Strategies.

3. Engman, M., Onodera, O. and Pinali, E. (2007) ‘Export Processing Zones: Past and Future
Role in Trade and Development, OECD Trade Policy Working Paper No. 53.
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Designating disease or pest free zones for exportation of animal products can facilitate
2 market access in foreign markets.

This includes separating disease free zones from potentially disease infected regions through
a buffer zone or physical barrier combined with preventative measures, to demonstrate
compliance with international standards. [t is particularly effective when combined with strong
quality and certification infrastructure that enables producers to prove compliance prior to
exportation. Recognition of certification documents at foreign entry points further facilitates
trade, thus strengthening the export competitiveness of products from the designated zones.
For example, compliance with the Global Partnership for Good Agricultural Practice’s globally
accredited pre-farm gate food safety certification standards and protocols can provide better
assurance of disease-free status to trading partners.

Note: Effective monitoring of disease free status zones requires considerable investment in
institutions and resources to establish and maintain systems of surveillance. It can be difficult
for small-scale producers located within these zones to absorb the associated costs. Moreover,
even with disease free zones in place, some importing countries may be reluctant to trade
with countries in which diseases are present and assurance should be sought in advance, as
possible.

Reference Material:

1. World Organisation for Animal Health (2016) 'Zoning and Compartmentalisation’, Chapter
4.3 in Terrestrial Animal Health Code (2016), Volume 1. Paris: OIE.

2. World Organisation for Animal Health (2016) 'Application and Compartmentalisation’,
Chapter 4.4 in Terrestrial Animal Health Code (2016), Volume 1. Paris: OIE.


http://unctad.org/en/PublicationsLibrary/webdiaepcb2015d5_en.pdf
http://unctad.org/en/PublicationsLibrary/webdiaepcb2015d5_en.pdf
http://www.gla.ac.uk/media/media_141210_en.pdf
http://www.oecd.org/officialdocuments/publicdisplaydocumentpdf/?doclanguage=en&cote=td/tc/wp(2006)39/final
http://www.oecd.org/officialdocuments/publicdisplaydocumentpdf/?doclanguage=en&cote=td/tc/wp(2006)39/final
http://web.oie.int/eng/normes/mcode/en_chapitre_1.4.3.pdf
http://web.oie.int/eng/normes/mcode/en_chapitre_1.4.4.pdf
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Special economic zones (SEZs) are designated geographic areas that seek to attract
3 investment and skilled labour in priority industries by providing regulatory, financial
and other incentives.
Incentives can include strategically reformed business and trade laws that facilitate the
establishment and operation of certain businesses, supportive regulation, tax and tariff
incentives, streamlined customs procedures and guaranteed access to essential infrastructure.
Establishing SEZs can help to attract foreign direct investment (FDI) and create employment
opportunities. They can also catalyse wider economic, regulatory and legislative reforms by
providing a testing ground for reforms seen as too difficult to implement across the whole
country, as has been done successfully in China. Establishing SEZs can also help diversify an
economy from agriculture to higher value manufacturing activities (as done successfully in
the Dominican Republic).

Note: SEZ must be positioned to leverage a country's comparative advantage. For example,
Bangladesh established SEZs for labour-intensive sectors such as garments to exploit
comparative advantage in low-wage labour. Guaranteed reliability of essential infrastructure
services — such as reliable power supply and transport infrastructure to connect zones to
global markets - is also a critical ingredient in successful SEZs. Support for SEZ programmes
should be provided consistently for an extended period of time as successful SEZs may take
several years to build momentum and attract sustainable levels of investment. To aid structural
transformation, domestic participation, forward and backward links with the domestic
economy, and technology transfer from SEZ investors to local firms should be encouraged.
Implementing governments should also be aware that the fiscal and non-fiscal incentives
provided in SEZs may result in the loss of government revenue and their presence may
generate distortions within the domestic economy (such as disparities in regional economic
development or windfall gains).

Reference Material:

1. Zeng, D.Z. (2015) ‘Global Experiences with Special Economic Zones — With a Focus on China
and Africa’, World Bank, Trade and Competitiveness Global Practice, February 2015.

2. Farole, T. (2011) Special Economic Zones in Africa: Comparing Performance and Learning from
Global Experiences. Washington, DC: The World Bank.

3. Farole, T. (2011) 'Special Economic Zones. What Have We Learned?, World Bank Poverty
Reduction and Economic Management Network, Number 64, September 2011.

4. FIAS (2008) Special Economic Zones: Performance, Lessons Learned, and Implications for
Zone Development. Washington, DC: The World Bank.
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Industrial parks are complexes which provide firms with access to affordable industrial
4 land, modern services, physical infrastructure and business support services.

They are typically used to achieve economies of scale in one sector. Their establishment
can attract investment, improve industrial competitiveness and stimulate the relocation of
industries to semi-urban or rural areas. Businesses located in industrial parks benefit from
reduced start-up costs and risks (especially for small and medium enterprises), close proximity
to other buyers, producers and suppliers, and thus reduced transaction costs and economies
of scale.

Note: The establishment and running of industrial parks may require sizeable investments
from government. These parks need to be located in areas zoned for industrial use and
with sufficient labour, reliable power and ICT supply and competitive factor costs. The use
of industrial parks has helped to develop industries in China, where the parks have mostly
focused on manufacturing textiles, furniture or electronics.

Reference Material:

1. Dinh, HT, Rawski, T.G, Zafar, A, Wang, L. and Mavroeidi, E. (2013) Tales from the
Development Frontier: How China and Other Countries Harness Light Manufacturing to Create
Jobs and Prosperity. Washington, DC: The World Bank.

2. Monga, C. (2011) 'Cluster-Based Industrial Parks: A Practical Framework for Action, World
Bank Policy Research Working Paper 5900.


http://www.worldbank.org/content/dam/Worldbank/Event/Africa/Investing in Africa Forum/2015/investing-in-africa-forum-global-experiences-with-special-economic-zones-with-a-focus-on-china-and-africa.pdf
http://www.worldbank.org/content/dam/Worldbank/Event/Africa/Investing in Africa Forum/2015/investing-in-africa-forum-global-experiences-with-special-economic-zones-with-a-focus-on-china-and-africa.pdf
https://openknowledge.worldbank.org/bitstream/handle/10986/2268/600590PUB0ID181onomic09780821386385.pdf?sequence=1&isAllowed=y
https://openknowledge.worldbank.org/bitstream/handle/10986/2268/600590PUB0ID181onomic09780821386385.pdf?sequence=1&isAllowed=y
http://siteresources.worldbank.org/INTPREMNET/Resources/EP64.pdf
https://www.wbginvestmentclimate.org/uploads/SEZs - Performance, Lessons Learned and Implications for Zone Development.pdf
https://www.wbginvestmentclimate.org/uploads/SEZs - Performance, Lessons Learned and Implications for Zone Development.pdf
https://www.google.co.uk/url?sa=t&rct=j&q=&esrc=s&source=web&cd=5&cad=rja&uact=8&ved=0ahUKEwi9q-ammfXNAhWBrRoKHWl4CEcQFggwMAQ&url=https%3A%2F%2Fvi.unctad.org%2Fresources-mainmenu-64%2Fdigital-library%3Ftask%3Ddl_doc%26doc_name%3D923_tales_from_t&usg=AFQjCNFTJUxJJ-xL1EqwMNlhj6Kd7am9Kg&bvm=bv.127178174,d.ZGg
https://www.google.co.uk/url?sa=t&rct=j&q=&esrc=s&source=web&cd=5&cad=rja&uact=8&ved=0ahUKEwi9q-ammfXNAhWBrRoKHWl4CEcQFggwMAQ&url=https%3A%2F%2Fvi.unctad.org%2Fresources-mainmenu-64%2Fdigital-library%3Ftask%3Ddl_doc%26doc_name%3D923_tales_from_t&usg=AFQjCNFTJUxJJ-xL1EqwMNlhj6Kd7am9Kg&bvm=bv.127178174,d.ZGg
https://www.google.co.uk/url?sa=t&rct=j&q=&esrc=s&source=web&cd=5&cad=rja&uact=8&ved=0ahUKEwi9q-ammfXNAhWBrRoKHWl4CEcQFggwMAQ&url=https%3A%2F%2Fvi.unctad.org%2Fresources-mainmenu-64%2Fdigital-library%3Ftask%3Ddl_doc%26doc_name%3D923_tales_from_t&usg=AFQjCNFTJUxJJ-xL1EqwMNlhj6Kd7am9Kg&bvm=bv.127178174,d.ZGg
http://www-wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2011/12/06/000158349_20111206131502/Rendered/PDF/WPS5900.pdf
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Industrial clusters are groups of interlinked companies and institutions that gather
5 together in close geographic proximity to form either an entire value chain from
suppliers to end producers (vertical clusters) or to specialise in similar/related products
(horizontal clusters).
Across the world, successful industrial clusters have emerged for a wide-range of different
sectors from biomedical products and pharmaceuticals to information technology (IT),
electronics and automotives. In these clusters, firms, suppliers, distributors, support service
providers and associated institutions (e.g. researchers, academic institutions) are drawn
together to reduce transaction costs along a value chain. Clustering may occur as firms look
to take advantage of knowledge spillovers, as was the case in the IT clusters in Silicon Valley
in the United States and Bangalore in India. It can also be driven by geography, with firms
looking to locate close to local or international markets or major transport infrastructure
connecting to markets. This has occurred, for example, in Tunisia's manufacturing industries,
where factories have historically located in clusters along the coast and in proximity to port
infrastructure. Clustering can produce positive productivity improvements for firms by
fostering competition and encouraging innovation through collaboration with research
institutions and technology labs. It also provides firms with ready access to input suppliers
and a common pool of skilled workers, technical experts and information.

Note: Even successful industrial clusters can eventually decline if they do not innovate or
re-invent in the face of changes in the global economy. In the long-run, industrial clustering
may lead to lock-in wherein overspecialisation hampers the ability of regions to develop new
technologies.

Reference Material:

1. Newman, C. (2015) 'Industrial clusters: Who benefits?, Learning to Compete Working Paper
No. 5.

2. UNIDO (2013) The UNIDO Approach to Cluster Development: Key Principles and Project
Experiences for Inclusive Growth. Geneva: UNIDO.

3. World Bank (2011) Industrial Clusters and Micro and Small Enterprises in Africa: From Survival
to Growth. Washington, DC: The World Bank.

4. World Bank (2009) Clusters for Competitiveness: A Practical Guide & Policy Implications for
Developing Cluster Initiatives. Washington, DC: The World Bank.

5. GTZ (2007) Cluster Management - A Practical Guide. Part A Overview and Part B Tools.
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Sector-specific facilitated access to land through land tenure policies and legislation
6 is necessary to facilitate investment in productive activities in national and regional
priority sectors.
[tis especially important for the development of the agriculture sector and, more generally, for
rural development interventions, which can help to ensure food security, provide employment
opportunities in rural areas and stimulate economic growth. Targeted interventions to make
land available for productive use may also be necessary in sectors such as manufacturing,
where land is required to build factories and other production facilities. This is often necessary
when establishing SEZs or industrial parks and clusters. Policies to facilitate sector specific
access to land need to be backed by appropriate legal and institutional frameworks that ensure
effective land administration and security of national property rights. Individual titling, land
redistribution (with adequate compensation) through state-led or market-assisted approaches,
enhanced access to common property resources, and multiple-user arrangements can also
be used to promote access to land.

Note: Sustainable land management (e.g. increasing land productivity, better agronomic
practices) is required to ensure that efforts to facilitate access to land do not result in the
overuse and degradation of land resources. Alterations to land tenure policies risk generating
conflict between traditional norms and national laws over land rights, especially in rural areas.
Broad stakeholder participation in land allocation decisions and adequate conflict resolution
processes can help to mitigate this risk.

Reference Material:
1. International Fund for Agricultural Development (2008) Improving access to land and
tenure security. Rome: IFAD.
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http://www.brookings.edu/~/media/Research/Files/Blogs/2015/11/19-industrial-clusters-newman/L2CBrief2_agglomeration_FINAL.pdf?la=en
https://www.unido.org/fileadmin/user_media_upgrade/What_we_do/Topics/Business__investment_and_technology_services/CUP/UNIDOs_CLUSTER_APPROACH.PDF
https://www.unido.org/fileadmin/user_media_upgrade/What_we_do/Topics/Business__investment_and_technology_services/CUP/UNIDOs_CLUSTER_APPROACH.PDF
https://openknowledge.worldbank.org/bitstream/handle/10986/2546/588500PUB0Indu101public10BOX353816B.pdf?sequence=1&isAllowed=y
https://openknowledge.worldbank.org/bitstream/handle/10986/2546/588500PUB0Indu101public10BOX353816B.pdf?sequence=1&isAllowed=y
http://siteresources.worldbank.org/INTRANETTRADE/Resources/cluster_initiative_pub_web_ver.pdf
http://siteresources.worldbank.org/INTRANETTRADE/Resources/cluster_initiative_pub_web_ver.pdf
http://www2.giz.de/wbf/lred/library/detail.asp?number=3981
http://www2.giz.de/dokumente/bib/07-1498.pdf
http://www.cpahq.org/cpahq/cpadocs/Land Access Rural Communities.pdf
http://www.cpahq.org/cpahq/cpadocs/Land Access Rural Communities.pdf
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Bilateral and multilateral agreements for the exchange of skilled professionals can be
7 used to facilitate access to specialised skills, address skills shortages and increase skills
development.
This may involve, for example, agreements to harmonise or relax work and study permit
requirements. Skills exchange agreements help match the supply and demand for skills
in a region, addressing skills shortages by facilitating the temporary movement of skilled
professionals from skill-surplus to skill-deficit countries. They can raise the stock of
human capital in areas necessary to develop capacity for industrialization and economic
transformation. They also encourage the circulation of innovative ideas and knowledge
flows within a region. Skills exchanges are typically focused around specific professions and
sectors such as health (e.g. doctors or other healthcare personnel) or education (e.g. teacher
exchanges).

Note: Skills exchange agreements should target priority skills linked to national priority sectors
for development. The development of a regional skills matrix that maps available and needed
skills and processes facilitating agreements among sector relevant professional associations
can facilitate the negotiation of such agreements at regional level.

Reference Material:

1. Sumption, M., Papademetriou, D.G. and Flamm, S. (2013) 'Skilled Immigrants in the Global
Economy: Prospects for International Cooperation on Recognition of Foreign Qualifications’,
Migration Policy Institute International Program, December 2013.
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Centres of excellence for research and training concentrate expertise and knowledge
8 resources to promote technological innovation and support the development of
advanced capacity in specific industries.
They can be particularly effective in supporting high potential or high growth industries in
science, engineering, manufacturing and agriculture. Centres of excellence provide leadership
and advice on best practices, conduct skills-based or vocational training, or undertake research
and development (R&D) activities to boost innovation in a particular discipline or focus area.
They can also focus on specific regions or geographic contexts, undertaking research or
developing innovations that support businesses to thrive in local or regional conditions. This
can help to develop local or regional competitive advantages in targeted sectors. For example,
centres of excellence can help to develop innovations to adapt farming practices to local
climatic or disease conditions, boost crop quality or enhance agricultural productivity.

Note: The activities of centres of excellence rely critically on funding supportand the availability
of highly qualified human resources. Government support should be targeted towards centres
whose activities are most closely linked to industry needs and national priority sectors. The
positive effects of centres of excellence are magnified if they are linked to industrial parks
to promote shared learning and ensure that firms and industries benefit directly from their
support. Selection of services and their pricing may be a sensitive issue, but necessary not to
distort services markets.

Reference Material:

1. Hellstrom, T (undated). ‘Centres of Excellence as a Tool for Capacity Building, OECD
Programme on Innovation, Higher Education and Research for Development.

2. Guimon, J. (2013) 'Building Research Centres of Excellence through Competitive Public
Funding’, The Innovation Policy Platform Policy Brief.
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http://www.migrationpolicy.org/research/international-cooperation-recognition-foreign-qualifications
http://www.migrationpolicy.org/research/international-cooperation-recognition-foreign-qualifications
https://www.oecd.org/sti/Draft_OECD synthesis report_final.pdf
http://innovationpolicyplatform.org/sites/default/files/rdf_imported_documents/BuildingResearchCentersOfExcellenceThroughCompetitivePublicFunding_0.pdf
http://innovationpolicyplatform.org/sites/default/files/rdf_imported_documents/BuildingResearchCentersOfExcellenceThroughCompetitivePublicFunding_0.pdf
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Business incubation or support centres are virtual or physical centres that help
9 to create and grow start-ups, early stage companies and small businesses. They
usually provide access to facilities and commercial space, business services, as well as
coaching and networking support for a confined period of time. These centres encourage
entrepreneurship and the creation of new businesses, which helps to create jobs and sustain
economic growth. Business incubation and support centres come in many guises and may
serve businesses from a variety of different sectors (mix-use incubators) or exclusively support
businesses in specific sectors such as technology or manufacturing.

Note: Businesses housed permanently in incubators may become complacent and lack
incentives to boost profitability, making sunset clauses an essential element of contracts
with tenants. To be particularly successful, incubation centres may be linked to centres of
excellence, clusters and industrial parks, ensuring that the centres benefit from sufficiently
experienced management and coaching staff and exposure to existing industry.

Reference Material:

1. Davies, M. (2009) Mixed-use Incubator Handbook: A Start-up Guide for Incubator Developers.
Information for Development Programme and World Bank.

2. OECD (2010) 'Technology Incubators’, OECD Innovation Policy Platform.

3. Information for Development Programme (2010) Global Good Practice in Incubation Policy
Development and Implementation. Washington, DC: The World Bank.
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One stop shops for businesses provide multiple services — including business
10 registration and the issuing of permits and licenses - in a single location.

This reduces the administrative burden and costs faced by businesses and frees up resources
for more productive uses. This can be especially beneficial for small and medium enterprises
which tend to have fewer resources and are thus disproportionately affected by the burden
of compliance. The presence of one stop shops makes locations more attractive to domestic
and foreign investors and may encourage the creation of new businesses, which generates
new jobs. They can also help to formalise the business sector by eliminating many of the
frustrations that drive enterprises to operate in the informal sector.

Note: In most countries, one-stop shops are only available in a limited number of cities in
central locations, meaning that businesses in more isolated rural areas may struggle to access
their services. This can reinforce or create regional disparities.

Reference Material:

1. USAID (2011) 'One Stop Shop Best Practices: A Methodology to Implement One Stop Shop in
the Public Sector’.

2. World Bank (2009) How Many Stops in a One-Stop Shop? A Review of Recent Developments
in Business Registration. Washington, DC: The World Bank.
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Warehouse receipt systems (WRS) enable farmers or traders to deposit their produce
11 in exchange for a receipt which may be used as a collateral to access loans or to reduce
post-harvest loss by selling produce at a later stage.
The receipts state the quality and quantity of produce deposited, and the issuing warehouse
operator thereby guarantees delivery of the specified quality and quantity against the receipt.
Warehouse receipts can increase access to finance for both farmers and traders as they can
be used as collateral to access loans from a bank or other financial institutions. By providing
storage facilities, WRS also allow producers to reduce post-harvest losses and engage in time
arbitrage by selling crops later in the season rather than immediately after harvest. WRS are
used exclusively in the agriculture sector, and particularly for non-perishable produce that
can be stored for a significant period of time (e.g. grain warehouses in Kenya). WRS may be
run by the government or the private sector, or through public-private partnerships in which
state-owned warehouses are leased to licensed private operators.

Note: In order to function properly, WRS require good information on prices and crop
forecasting, a legal environment that recognises warehouse receipts as equivalent to stored
commodities, a viable storage industry and sufficient hard warehousing infrastructure, and
adequate grades and quality standards to assess the quality of commodities.

12


http://www.infodev.org/infodev-files/resource/InfodevDocuments_733.pdf
http://www.oecd.org/innovation/policyplatform/48136826.pdf
https://www.infodev.org/infodev-files/resource/InfodevDocuments_834.pdf
https://www.infodev.org/infodev-files/resource/InfodevDocuments_834.pdf
http://www.frp2.org/english/Portals/0/PDFs/OSS summary E, Oct 25, 2011.pdf
http://www.frp2.org/english/Portals/0/PDFs/OSS summary E, Oct 25, 2011.pdf
https://www.wbginvestmentclimate.org/uploads/Howmanystopsinaonestopshop.pdf
https://www.wbginvestmentclimate.org/uploads/Howmanystopsinaonestopshop.pdf

Reference Material:

1. Wehling, P. and Garthwaite, B. (2015) Designing warehouse receipt legislation: Regulatory
options and recent trends. Rome: Food and Agricultural Organization of the United Nations.

2. Onumah, G.E. (2013) 'Better grain marketing with warehouse receipt systems’, Rural21 Focus.

3. Onumah, GE. (2010) ITmplementing Warehouse Receipt Systems in Africa: Potential and
Challenges', Paper prepared for the Fourth African Agricultural Markets Program Policy
Symposium, 6-7 September 2010, Lilongwe, Malawi.

4. Hollinger, F, Rutten, L. and Kiriakov, K. (2009) 'The use of warehouse receipt finance in
agriculture and transition countries, FAO Working paper presented at the World Grain
Forum 2009, St. Petersburg, Russian Federation, 6-7 June 2009.
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Tax incentives can be used as tools to attract local and foreign investment into
12 productive industrial activities by providing investors with a higher net rate of return.
Incentives can include tax deductions, exemptions, credits and tax breaks or holidays. These
incentives can be used, for example, to channel investment into priority industries or sectors,
as instruments to encourage R&D activities that help to develop competitive industries, or
to incentivise companies to source from local businesses. Tax incentives can be offered to
businesses operating in a variety of different sectors, but are generally most effective when
they target specific sectors regarded as important for national economic development
objectives (as Singapore has done with considerable success).

Note: The use of tax incentives results in the loss of current and future government tax
revenues and requires large administrative resources. Tax incentives may also distort the
allocation of investment between activities by creating differences in effective tax rates. The
availability of tax incentives may encourage rent-seeking and corruption and create new
loopholes for tax evasion. These incentives may also attract footloose firms rather than long-
term investment. Tax incentives may not be sufficient on their own to attract investment in
settings where the investment climate is otherwise poor.

Reference Material:

1. IMF OECD, UN and World Bank (2015) 'Options for Low Income Countries’ Effective and
Efficient Use of Tax Incentives for Investment, Report to the G-20 Development Working
Group.

2. Tuomi, K. (2012) 'Review of Investment Incentives. Best Practice in Attracting Investment,
International Growth Centre Working Paper, June 2012.

3. OECD (undated) 'Tax and Development. Principles to Enhance the Transparency and
Governance of Tax Incentives for Investment in Developing Countries’.
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Investor performance requirements in investment laws or contracts are designed to
13 incentivise local participation and development of domestic industries.

These can include requirements to establish a joint venture with a domestic company, to
employ or train local workers, or to transfer technology or proprietary knowledge. Investor
performance requirements can be used to strengthen a country's industrial base and
promote domestic value addition, develop local expertise in a specific sector or aid the
creation of upstream and downstream linkages. They can also be used as tools to enhance
the developmental benefits of inward FDI by, for example, facilitating technology transfer.
Investor performance requirements tend to be targeted towards specific sectors. For example,
technology transfer requirements are often used in the manufacturing and oil and gas
sectors (e.g. in Nigeria) and China successfully used joint venture requirements to foster the
development of competitive national champions in manufacturing and heavy industries.

Note: Even though investor performance requirements are used widely by governments,
some are explicitly prohibited or discouraged under international trade and investment law,
including bilateral and regional investment agreements. In negotiating such agreements,
countries wishing to rely on such requirements, should thus insist on specific pre-
establishment exceptions for investors and investments. Furthermore, itis important to design
performance requirements in a manner that is not excessive and does not deter investors, and
that encourages cooperation that can result in competitive core business practices.

Reference Material:
1. UNCTAD (2015) Investment Policy Framework for Sustainable Development. New York and
Geneva: United Nations.
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http://www.fao.org/3/a-i4318e.pdf
http://www.fao.org/3/a-i4318e.pdf
http://www.rural21.com/uploads/media/rural2013_02-S12-15.pdf
http://fsg.afre.msu.edu/aamp/sept_2010/aamp_lilongwe-onumah-warehouse_receipt_systems.pdf
http://www.fao.org/3/a-i3339e.pdf
http://www.fao.org/3/a-i3339e.pdf
https://www.imf.org/external/np/g20/pdf/101515a.pdf
https://www.imf.org/external/np/g20/pdf/101515a.pdf
http://www.theigc.org/wp-content/uploads/2014/09/Tuomi-2012-Working-Paper.pdf
http://www.oecd.org/ctp/tax-global/transparency-and-governance-principles.pdf
http://www.oecd.org/ctp/tax-global/transparency-and-governance-principles.pdf
http://unctad.org/en/PublicationsLibrary/diaepcb2015d5_en.pdf
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Export restrictions for raw materials are designed to increase domestic processing,
14 thereby creating local value addition.

Such restrictions include bans, quotas, high duties and other quantitative restrictions. They
can be used to protect domestic consumers from increases in world prices and reduce the
price of production inputs, thereby implicitly subsidising domestic industries involved in
downstream production.

Note: Export restrictions can only be effective in building domestic value addition when
domestic processing capabilities exist and when there is scope to further strengthen and
expand these in a competitive manner. Hence, export restrictions should be combined
with concerted government efforts to provide the necessary infrastructure and business
environment to support the domestic processing of raw materials.

Also note that many free trade agreements (FTAs) prohibit certain forms of quantitative export
restrictions, as does the SADC Trade Protocol. This is due to their trade-distorting effects;
but export restrictions also often incentivise uncompetitive industries, thereby increasing
the overall cost to the economy. Export restrictions are mostly used by large developing and
emerging economies (e.g. China uses export quotas) and generally target exports from the
agriculture and mineral sectors.

Reference Material:

1. Mendez-Parra, M., Schubert, S.R. and Brutschin, E. (2016) '‘Export taxes and other restrictions
on raw materials and their limitation through free trade agreements: Impact on developing
countries', Paper prepared for the European Parliament’'s Committee on Development.

2. UNEP, International Trade Centre and International Centre for Trade and Sustainable
Development (2012) 'Trade and Environment Briefings: Export Restrictions’, Policy Brief 2,
June 2012.

3. Korinek, J. and Kim, J. (2010) '‘Export Restrictions on Strategic Raw Materials and their Impact
on Trade and Global Supply’, OECD Trade Policy Working Paper No. 95.
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Local content requirements (LCRs), which are designed to increase demand for

15 domestically produced products, require that a specified percentage of intermediate
inputs (goods and services) used in the production of final goods are sourced from
domestic producers.
LCRs are often imposed as a condition for government procurement and may be mandatory
for publically funded projects. LCRs are seen as a short-term policy tool to support the
development of infant industries, create jobs domestically, channel business to local firms
rather than foreign competitors and, ultimately, stimulate local industrial development.

Note: For LCRs to be effective, the stipulated percentage of local content should not be
too restrictive. They should also be linked to learning benefits and target specific infant
industries and those with high potential for learning-by-doing. Functional enforcement
and monitoring mechanisms are also required to ensure that LCRs are applied correctly. At
a broader scale, note that LCRs impose economic costs and create market distortions in the
domestic economy. These effects are greater when higher rates of local content are required.
They result in the inefficient allocation of resources, higher prices and inflated manufacturing
costs which undermine competitiveness. They can also act as a constraint to local production
of processed goods when a country does not produce sufficient quantities or the appropriate
quality of the targeted input. Moreover, although LCRs are widely used, many are actually
prohibited under World Trade Organisation (WTO) rules and regional FTAs, including the
SADC Economic Partnership Agreement (EPA).

Reference Material:

1. Ramdoo, I. (2016) 'Local content policies in mineral-rich countries: An overview', European
Centre for Development Policy Management Discussion Paper No. 193, May 2016.

2. Ovadia, J.S.(2015) 'The Role of Local Content Policies in Natural Resource-Based Development,
in Austrian Development Policy, Annual Report 2015: Commodities and Development.
Vienna: Austrian Foundation for Development Research.

3. UNCTAD (2014) Local Content Requirements and The Green Economy. Geneva: United
Nations.
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http://www.europarl.europa.eu/RegData/etudes/STUD/2016/534997/EXPO_STU(2016)534997_EN.pdf
http://www.europarl.europa.eu/RegData/etudes/STUD/2016/534997/EXPO_STU(2016)534997_EN.pdf
http://www.europarl.europa.eu/RegData/etudes/STUD/2016/534997/EXPO_STU(2016)534997_EN.pdf
http://www.intracen.org/uploadedFiles/Policy Brief 2 Export Restrictions.pdf
http://www.oecd-ilibrary.org/docserver/download/5kmh8pk441g8.pdf?expires=1469094727&id=id&accname=guest&checksum=9D5ACCCE507ACFE6EC8E41894CDE12DD
http://www.oecd-ilibrary.org/docserver/download/5kmh8pk441g8.pdf?expires=1469094727&id=id&accname=guest&checksum=9D5ACCCE507ACFE6EC8E41894CDE12DD
http://ecdpm.org/wp-content/uploads/ECDPM-Discussion-Paper-193-Local-Content-Policies-Mineral-Rich-Countries-2016.pdf
http://www.oefse.at/fileadmin/content/Downloads/Publikationen/Oepol/Artikel2015/Teil1_03_Ovadia.pdf
http://unctad.org/en/PublicationsLibrary/ditcted2013d7_en.pdf

$

ad @

(&on

11, 12, 13, 14, 15, 16, 17,
18, 19, 20, 21, 22, 23,
24, 25, 26, 27, 28, 29,
30, 31, 32

Compulsory licensing granted by governments allows third parties to produce a
16 patented product or utilise a patented process without the consent of the patent
holder.
These licenses are granted on the condition that the patent holder retains the rights over the
patent, including the right to be paid royalties. WTO Member States have the right to grant
compulsory licenses under international law and are free to determine the grounds for their
use. The latter may include public interests (especially public health), anti-competitive conduct
or for non-commercial government use. Compulsory licenses are employed primarily
to facilitate production for use in the domestic market. They can help to offset production
shortages, ensure affordable access to essential or lifesaving medicines, and enable countries
to build their own industries, thereby also generating employment. Compulsory licensing
can be complemented by company initiatives for additional licenses, such as the global
patent pool. This is a pooled resource from which manufacturers and innovators can access
rights provided voluntarily by patent owners to develop new products for sale in developing
countries.

Note: The use of compulsory licenses may discourage investment in research and
innovation and disincentivise the invention of new products. Compulsory licensing needs
to be complemented by the establishment of centres of excellence to support research and
innovation and quality infrastructure institutions to ensure learning-by-doing and develop
skills and productive capabilities in domestic industries. This is evident in the experience
of Bangladesh, which has successfully developed a competitive, fast-growing local
pharmaceutical manufacturing sector that meets almost all domestic demand while also
exporting pharmaceuticals (including high tech, specialised products).

Reference Material:

1. Serrano, O. and Burri, M. (2016) 'Making use of TRIPS flexibilities: Implementation and
diffusion of compulsory licensing regimes in Brazil and India’, World Trade Institute Working
Paper No. 1, March 2016.
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Reform of rules of origin (RoO) can strengthen the competitiveness of local producers
17 by enabling them to utilise cheaper imported inputs and materials used in the
production of final goods for exportation.
This is particularly beneficial for smaller and least developed countries, where possibilities for
local sourcing of inputs are limited. In the SADC region, the SADC RoO and the SADC EPA
RoO are particularly relevant. Given that SADC RoO are product-based, SADC Member States
could relax RoO on specific products, targeting those that are essential to develop regional
value chains and to promote industrialization. Agreements on relaxing RoO could be made
bilaterally or between groups of SADC countries. These could then be taken to the regional
level for eventual implementation across all SADC Member States. In this way, a stepwise,
product-based approach to relaxing SADC RoO could form the basis for a wider phasing out
of RoO on intra-regional trade. Greater convergence in preferential RoO with other regional
economic communities can also help to boost inter-regional trade.

Note: Efforts to relax RoO should not discount the positive role that RoO criteria play
in determining national origin. RoO enable the correct implementation of trade policy
instruments such as import duties or quotas and to determine whether exported products
quality for preferential treatment. They can also be helpful in implementing measures
designed to correct unfair trade (e.g. anti-dumping and safeguard measures). Transparent
and clear RoO administered in a non-burdensome manner are critical.

Reference Material:

1. Estevadeoral, A., Blyde, J., Harris, J. and Volpe, C. (2014) ‘Global Value Chains and Rules of
Origin’, Chapter 5 in Strengthening the Multilateral Trading System, Global Value Chains
Group Proposals and Analysis, Bali, December 2013.

2. Trade Advocacy Fund (2014) ‘Rules of Origin in International Trade: A Practical Guide',
Advisory Toolkit 3, March 2014.

3. Brenton, P. (2003) 'Rules of Origin in Free Trade Agreements, World Bank Trade Note, 29
May 2003.
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http://www.wti.org/media/filer_public/2a/ce/2acebafa-e64b-4276-93da-064e9a2d7caf/serrano_burri_book_chapter_wp.pdf
http://www.wti.org/media/filer_public/2a/ce/2acebafa-e64b-4276-93da-064e9a2d7caf/serrano_burri_book_chapter_wp.pdf
http://e15initiative.org/publications/global-value-chains-and-rules-of-origin/
http://e15initiative.org/publications/global-value-chains-and-rules-of-origin/
http://www.tradeadvocacyfund.com/toolkitsvol3
http://www-wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2003/10/10/000090341_20031010144742/Rendered/PDF/269220TradeNote04.pdf
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Spatial development initiatives (SDIs), including corridors, channel large external
18 investments in a concerted effort to best connect regions to each other and to trade-
related infrastructure including ports.
They can combine many elements, including clusters, industrial parks and SEZs, but also
economic and transport corridors. SDIs help to raise productivity within and between sectors
by reducing input and transport costs and supporting regional trade. They also play an
important role in linking industries with farms and local businesses, thereby boosting rural
development. The development of SDIs should be driven by national and regional strategic
interests and development objectives. This requires coordinated planning among multiple
stakeholders, including government ministries, public sector agencies, investors, donors and
the private sector. Cross-country coordination, including through bilateral or multilateral
agreements, is necessary to develop multi-country or regional SDIs. Investments to improve
hard transport infrastructure and the reliability of power supply, as well as soft infrastructure
(e.g. border and port management, transport services, warehousing, distribution and reliable
ICT), should be key elements of corridor-related SDIs. The Central Corridor in the East African
Community is a good example of corridor management.

Note: The development of SDIs and economic corridors may draw resources away from
other areas, thereby creating or exacerbating regional disparities. It is important to ensure
that small-scale operators and more remote locations also benefit from corridor initiatives by
providing appropriate linkages.

Reference Material:

1. Byiers, B. (2015) 'Corridors as industrial policy? Linking people, policies and places’, GREAT
Insights Magazine, Volume 4, Issue 4, June/July 2015.

2. Mtegha, H, Leeuw, P. Naicker, S. and Molepo, M. (2012) ‘Resources Corridors: Experiences,
Economics and Engagement;, A Typology of Sub-Saharan African Corridors, School of
Mining Engineering and Centre for Sustainability in Mining and Industry, University of
Witwatersrand.
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Coordinated border management (CBM) involves direct cooperation between
19 adjacent border control agencies to ease the flow of people and goods across borders,
thereby reducing trade transaction costs.
This can involve direct interventions to improve the operational efficiency of border posts
through, for example, the construction of one-stop border posts (OSBPs). Immigration and
customs procedures at OSBPs are carried out just once in each direction, with entry and exit
formalities performed sequentially in one facility. This cuts processing times at the border,
reduces transit times, and boosts the reliability and competitiveness of supply chains. Border
crossings along corridors and those receiving high volumes of traffic should be prioritised
for conversion to OSBPs. Alternatively, national or regional single windows can be used to
integrate customs declaration and other processes. These enable parties engaged in trade
or transport activities to lodge all standardised information and documentation relevant to
import, export and transit-related requirements with a single entry point.

Note: The tendency to construct concessioned infrastructure at border posts in the SADC
region means that significant investment may be required to modify physical infrastructure
to convert border posts to OSBPs. Similarly, significant monetary investment is required to
set up national or regional single windows, particularly in relation to costs involved in initial
set up, maintenance and staff training. Compatibility between ICT systems and regional
interconnectivity is necessary for regional single windows to function effectively. It is also
important to ensure that the introduction of OSBPs and other CBM initiatives does not produce
specific negative impacts on informal workers and small traders whose economic activities
rely on inefficiencies at border crossings.

Reference Material:

1. United Nations Economic Commission for Europe (2013) Connecting International Trade:
Single Windows and Supply Chains in the Next Decade. New York and Geneva: United
Nations.

2. McLinden, G. (2012) 'Collaborative Border Management: A New Approach to an Old Problem!,
World Bank Economic Premise, Number 78, April 2012.

3. McLinden, G, Fanta, E, Widdowson, D. and Doyle, T. (eds.) (2011) Border Management
Modernization. Washington, DC: The World Bank.
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http://ecdpm.org/great-insights/territorial-development-2/corridors-as-industrial-policy-linking-people-policies-and-places/
http://www.eisourcebook.org/cms/files/EISB Resources Corridors.pdf
http://www.eisourcebook.org/cms/files/EISB Resources Corridors.pdf
https://www.unece.org/fileadmin/DAM/trade/Publications/ECE-TRADE-402.pdf
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Regional transit management systems are instruments for harmonising and
2 O standardising procedures for the transit of goods within a region in order to ensure
that procedures are not duplicated.
This includes, in particular, the use of customs seals, track and trace measures, or regional
customs bonds. The latter enable transporters crossing multiple countries to take out a single
bond for their entire journey rather than being required to acquire a national customs bond
for each country that they transit through.

Note: The effective functioning of regional customs bonds requires cooperation from multiple
stakeholders including insurance firms, bankers, transporters and freight forwarders. More
generally, training of stakeholders in the implementation of regional transit management
systems is required to ensure that they are effective.

Reference Material:

1. World Customs Organization (2014) Transit Handbook: To Establish Effective Transit Schemes
for LLDCs. Brussels: WCO.

2. Yasui, T. (2013) 'Trade Facilitation for Regional Economic Integration and Competitiveness/,
World Customs Organization Research Paper No. 28, April 2013.
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Hard warehousing infrastructure supports trade and the functioning of supply
21 chains by providing storage facilities and handling points where raw materials,
intermediate and processed goods are collected, sorted, stored and distributed to the
point of consumption or sale.
For many products, including mining and agricultural products, the availability of sufficient
warehousing infrastructure is necessary to sustain supply chains and support trade.
Warehouses can be used by producers and traders to store iterms that may only be produced at
specific times of the year or where demand is seasonal. They also allow producers to store raw
materials to avoid shortages or to guard against price increases. Warehouses also play a critical
role in the coordination of logistics, minimising transport and distribution costs. Different
types of warehouses offering different facilities may be used for industrial goods, perishables,
grains and industrial raw materials.

Note: To be most effective, the development of hard warehousing infrastructure should be
done in a coordinated manner in alignment with corridors and other SDIs and in response to
trade flows/peaks.

Reference Material:

1. Engel, J, Jouanjean, M-A. and Omanga, P. (2015) 'Infrastructure for the participation of
smallholders in modern value chains: Lessons from the development of warehouse certification
and receipting systems for maize in Kenya, Overseas Development Institute Report,
December 2015.
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Power pools can boost trade in electricity between countries and address a region’s
2 2 energy deficit.

In the SADC region, the Southern African Power Pool (SAPP) provides a platform for regional
cooperation in energy that also promotes cross-border energy trade by integrating national
utilities.

Note: There is significant scope to boost the regional energy supply by tapping into the
region's considerable hydropower potential. Further investment is required to address
transmission congestion within transit countries and at the interconnection level between
countries, which currently hampers regional power trade. The contribution of the SAPP to the
creation of a competitive regional power market can also be strengthened by interconnecting
the remaining SADC Member States (at present only nine SADC countries are interconnected
through the SAPP). The generation capacity of the power pool can also be enhanced by
extending the SAPP beyond the national power utilities in SADC countries to include
independent power producers (IPPs) and transmission companies.

Reference Material:

1. Mutanga, S. and Simelane, T. (2015) ‘Electricity Generation: A Driver of SADC Regional
Integration?' Economic Policy Forum Policy, December 2015.

2. Maupin, A. (2013) ‘Building a Regional Electricity Market: SAPP Challenges’, PERISA Case
Study 4 Public Goods.

17


http://www.wcoomd.org/~/media/A8435CBA5050486D9C1A2D208ADFF0C7.ashx
http://www.wcoomd.org/~/media/A8435CBA5050486D9C1A2D208ADFF0C7.ashx
http://www.wcoomd.org/en/topics/research/activities-and-programmes/~/media/30EA73887EED41E1A3E774175C7FE097.ashx
https://www.odi.org/sites/odi.org.uk/files/odi-assets/publications-opinion-files/10148.pdf
https://www.odi.org/sites/odi.org.uk/files/odi-assets/publications-opinion-files/10148.pdf
https://www.odi.org/sites/odi.org.uk/files/odi-assets/publications-opinion-files/10148.pdf
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Power Purchasing Agreements (PPAs) with IPPs can facilitate private investment in
23 the power generation sector.

This eases the burden on national governments to invest in energy generation infrastructure
and addresses the energy deficit in the region. A PPA is a long-term contractual arrangement
through which a purchaser (often a state-owned energy utility) buys the electricity generated
by a power plant. These agreements can stimulate competitive market reform in the energy
sector (beyond the current domination of national utilities), and expand energy provision.

Note: It is important to consider how the financial risks associated with PPAs are allocated
between the parties to the agreement. These may include construction period risks such as
increases in financing costs or delays in completing the power plant or associated facilities.
Once operational, there is the risk that the IPP will not be able to produce the contracted
power volumes. PPAs should clearly stipulate which parties bear the financial risk of losses
that arise as a result. Currency fluctuations or inflexible consumer pricing can put pressure on
the financial viability of projects if the IPP's operating costs increase and the tariffs in the PPA
are set in advance. Finally, there may be limited scope for renewable energy development in
PPAs if the long term price for electricity set in the PPA is insufficient to encourage renewable
energy generation.

Reference Material:

1. Eberhard, A, Gratwick, K, Morella, E. and Antmann, P. (2016) Independent Power Projects
in Sub-Saharan Africa: Lessons from Five Key Countries. Washington, DC: The World Bank.

2. Périou, C. (ed.) (2013) 'Independent power producers: a solution for Africa?, Private Sector &
Development No. 18, November 2013.

3. Eberhard, A. and Gratwick, K.N. (2011) 'Independent Power Projects in Sub-Saharan Africa:
Determinants of Success, Energy Policy, 39 (9): 5541-5549.
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Mutual recognition of product licenses, registrations and certificates allows national
24 product authorisation for certain types of products (such as pharmaceuticals or
medicines) to be extended to other markets without the need to harmonise all national
technical rules.
Mutual recognition agreements (MRAs) are typically concluded bilaterally. They allow
pharmaceutical products registered in one country to be sold in another, and ensure licenses
to manufacture, import or distribute medicines are valid across countries. For exporters, MRAs
mean a product that can legally be produced or sold in one SADC country would not need to
meet additional requirements in the export destination. This reduces the costs associated with
exporting products to different markets and facilitates intra-regional trade in these products.
It also reduces the cost of accessing inputs, especially in the agricultural sector. For example,
the harmonisation of registration increases the tradability of products such as fertilizers or
veterinary medicines.

Note: The implementation of MRAs can be costly for both administrators and regulators.
MRAs also rely on the presence of high quality regulatory systems, structures and procedures
for accreditation in the countries that are party to the agreement.

Reference Material:

1. deBrito, A.C., Kauffmann, C. and Pelkmans, J. (2016) 'The Contribution of Mutual Recognition
to International Regulatory Co-operation’, OECD Regulatory Policy Working Paper No. 2.
Paris: OECD Publishing.

2. GIzZ (2012) 'Harmonisation and Mutual Recognition of Regulations and Standards for
Food Safety and Quality in Regional Economic Communities: The case of the East African
Community (EAC) and the Common Market for Eastern and Southern Africa (COMESA)'

3. World Customs Organization (2011) Guidelines for developing a mutual recognition
arrangement/agreement. Brussels: WCO.
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Harmonisation of standards and technical regulations affecting intra-regional trade
25 is intended to reduce compliance costs faced by exporters serving multiple export
markets.
This may involve, forexample, the harmonisation of sanitary and phytosanitary standards (SPS),
labelling requirements for food products or registrations for seeds and veterinary medicines.
Such harmonisation can play an important role in enhancing trade competitiveness,
promoting market access, and reducing unnecessary product adaptation costs for would-be
exporters. SADC Member States should identify areas for harmonisation within specifically
defined value chains, focusing, for example, on harmonising SPS or standardising technical
regulations for products involved in these value chains. Countries may also distinguish
between the level of standards and regulations applied in regional versus international export
markets, allowing for variation in standards in accordance with the intended target market.

Note: It is important to avoid a lowest common denominator approach to the harmonisation
of standards or technical regulations, which may result in lower quality levels or standards of
protection.

Reference Material:

1. GIZ (2012) 'Harmonisation and Mutual Recognition of Regulations and Standards for Food
Safety and Quality in Regional Economic Communities: The case of the East African Community
(EAC) and the Common Market for Eastern and Southern Africa (COMESA)'.

2. Wilson, J. (2012) ‘Standards and Technical Barriers to Trade: Prospects for Country-Level
Reform', World Bank Development Research Group Brief, August 2012.
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Strengthening access to quality assurance infrastructure provides greater assurance
26 to trading partners that the goods and services they trade are safe and of sufficiently
high quality.
Effective quality assurance infrastructure is necessary to ensure access to markets for regional
products while also protecting consumers in the region from unsafe products. Existing quality
assurance mechanisms can be strengthened by pooling shared quality assurance resources,
infrastructure and information. It can also be achieved by developing conformity assessment
standards and procedures and upgrading conformity assessment infrastructure. Conformity
assessment bodies in the region should be technically competent and internationally
accredited. This infrastructure can be complemented by privately managed, regional reference
laboratories for testing for residues and toxins in animal or plant products.

Note: Not every country may need its own institutions nor may it be able to finance them by
itself; therefore pooling such institutions in the region is a necessity. For privately managed
regional reference laboratories to be viable, businesses must be encouraged to make use of
their services in order to ensure a critical mass of users.

Reference Material:

1. International Organization for Standardisation and UNIDO (undated) 'Fast Forward:
National Standards Bodies in Developing Countries’.

2. International Trade Centre (2011) 'Export Quality Management: A Guide for Small and
Medium-Sized Exporters’, Second Edition. Geneva: ITC.

3. Gongalves, J. and Peuckert, J. (2011) ‘Measuring the Impacts of Quality Infrastructure: Impact
Theory, Empirics and Study Design’, PTB, Guide No.7 /2011.

4. Harmes-Liedtke, U. (2010) 'The Relevance of Quality Infrastructure to Promote Innovation
Systems in Developing Countries, PTB Discussion Paper 3/2010.
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https://www.ptb.de/cms/fileadmin/internet/fachabteilungen/abteilung_q/q.5_technische_zusammenarbeit/q5_publikationen/303_Discussion_3_Innovation/PTB_Q5_Discussion3_Innovation_EN.pdf
https://www.ptb.de/cms/fileadmin/internet/fachabteilungen/abteilung_q/q.5_technische_zusammenarbeit/q5_publikationen/303_Discussion_3_Innovation/PTB_Q5_Discussion3_Innovation_EN.pdf
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Long-term policy tools

Targeted skills policy to develop human capital in key areas such as science,

27 technology, engineering and maths is important to generate the sustained
productivity growth necessary for economic transformation.
Accelerated investment in education (including technical and vocational education and
training) and skills development can help to facilitate entry into global value chains. This
should be complemented by efforts to integrate knowledge and understanding of standards
into education curricula. At the firm level, targeted skills development extends to softer skills
such as entrepreneurship, management skills and practices. These skills can be important
drivers of productivity differences among firms.

Note: Policy efforts to develop skills should be complemented by the introduction of incentives
to retain skilled personnel. These may include bonuses for workers in scarce skill categories or
non-financial incentives such as housing allowances, access to further training opportunities
and improved working conditions.

Reference Material:

1. Marope, PT.M., Chakroun, B. and Holmes, K.P. (2015) Unleashing the Potential: Transforming
Technical and Vocational Education and Training. Paris: UNESCO Publishing.

2. International Labour Organisation (2010) A Skilled Workforce for Strong, Sustainable and
Balanced Growth: A G20 Training Strategy. Geneva: ILO.
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Harmonisation of regional qualifications frameworks and basic education standards
2 8 can facilitate the circulation of skilled personnel within the region.

Harmonisation and assurance of standards and qualifications across educational and training
institutions and countries is necessary to achieve mutual recognition of the compatibility and
competencies of skilled professionals and those with technical and vocational qualifications
from different countries. By enabling the movement of skills from skill-surplus to skill-
deficit areas, such harmonisation can help to address shortages in human capital that hinder
economic transformation and value chain development in SADC countries.

Reference Material:

1. FormPRO (2012) ‘National Qualification Frameworks. What experience has shown', September
2012.

2. Bergmann, H. and Mulkeen, A. (2011) 'Standards for Quality in Education: Experiences from
Different Countries and Lessons Learnt, Eschborn, Germany: GIZ.

3. Keevy, J. Chakroun, B. and Deij, A. (2010) "Transnational Qualifications Frameworks'. Italy:
ETF.
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Liberalisation of domestic regulatory frameworks for telecommunications, transport
29 and financial services promotes competition and improves efficiency.

Thisrequires pro-competitive legislation that ends monopolies and eliminates exclusive rights
to allow the entry of new players into these sectors. This can help to ensure that exports of these
services from SADC Member States are competitive in international markets. Domestically,
more competitive local telecommunications, transport and financial services can also help
to attract FDI. Greater efficiency in these sectors also enhances the competitiveness of other
sectors. For example, the efficiency of transport and logistics services plays a key role in
determining the competitiveness of exports of manufactures in international markets.

Reference Material:

1. Feidieker, T. (2011) 'Transport and Logistics Facilitation as an Effective Means of Promoting
Trade and Regional Integration within the SADC', Eschborn, Germany: GIZ.

2. Hagj, J, Kato, T. and Pilat, D. (1995) 'Deregulation and Privatisation in the Service Sector, OECD
Economic Studies, 25.
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Competition legislation and enforcement helps to eliminate barriers to market entry
3 O and ensure equitable access to opportunities for market participants, while also
helping markets to function efficiently.
Competition authorities can be strengthened through targeted capacity building for technical
staff, competition commissioners and legal personnel that improves their investigative
capacity and ability to enforce national competition laws. This is especially important to
counteract cartels and monopolies that constrain the development of regional value chains.

Note: Competition authorities need to be backed by strong national legislation on competition
policy in order to function effectively.

Reference Material:

1. International Competition Network (2003) 'Capacity Building and Technical Assistance:
Building credible competition authorities in developing and transition economies, Report
prepared by the ICN Working Group on Capacity Building and Competition Policy
Implementation’
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Investment promotion policies aim to create a favourable environment for investors
31 with a view to attracting FDI.

This may include the enactment of legislation that protects the rights of investors and assures
them that the security of their investments will be guaranteed. Governments can also create
investment portals to provide easily accessible information on investment regulations as
well as incentives available to investors. Similarly, trade promotion portals can be used to
provide a single access point for up-to-date and comprehensive trade-related information to
assist traders to comply with import, export or transit requlations. These portals aid investor
decision-making by providing a single authoritative reference point for transparent and
accurate information.

Note: Investment policy instruments can be applied to attract investment in any sector, but
may be front-loaded to target specific priority sectors, source countries and even companies
that best serve particular industrialization or value chain development goals. Specific
investment policy instruments are most effective in attracting investment if combined with
general reforms to create a conducive environment for profitable investment.

Reference Material:

1. GIZ (2015) 'Developing countries and the future of the international investment regime’,
German Federal Ministry for Economic Cooperation and Development.

2. World Bank (2012) ‘Global Investment Promotion Best Practices 2012, Washington, DC: The
World Bank.

3. World Bank (2012) '‘Developing a Trade Information Portal. Washington, DC: The World
Bank.

4. OECD (2011) 'Investment Promotion and Facilitation, Chapter 2 in Policy Framework for
Investment User's Toolkit. Paris: OECD.
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Transparent, streamlined and sector specific tax laws help to ensure that a country’s
32 tax system does not discourage investors and producers from financing and
engaging in productive industrial activity.
The nature of the tax system plays an important role in influencing decision-making regarding
investment and production. Cumbersome or complicated tax compliance procedures and
the presence of multiple nuisance taxes can affect production patterns and act as a constraint
to industrialization and value chain development.

Reference Material:

1. GIZ (2014) ‘Environmental Fiscal Reform: Case Studies, German Federal Ministry for
Economic Cooperation and Development.

2. IMF, OECD, United Nations and World Bank (2011) 'Supporting the Development of More
Effective Tax Systems, Report to the G-20 Development Working Group.
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,! B: Develop economies of scale, ensuring better
connectivity to small-scale producers and
diversification of supply sources, thus reducing

risks of fluctuating supply and quality. BARRIER 7

Material currently imported due to
A: Preferential tariffs for final
products, disadvantaging regional
manufacturing with foreign
inputs, and

B: Inconvenient rules of origin.

BARRIER 5

Car seats currently manufactured on the

basis of imported textiles and leather due to

A: Limited and fluctuating supply, and

B: Varying quality of regional products 'Y
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BARRIER 6

Low productivity due to \il

management failure
SOLUTIONS TO BARRIER 7

18. Adjusting

A: External tariffs and 74 74
B: Regional rules of origin, including y{ ‘/&

1,345 ’ under regional preferential trade
L agreements, to incentivize regional
[4 7 © mim— 0, ©. = production.
! =
= g 1 ' s
o

iy

SOLUTIONS TO BARRIER 6

8, 4. Management training, including long-term
skills development, and encouragement of
secondments through secondment visas.

\\’ BARRIER 8
\ Only limited smelting activities in the

region, amongst others due to lack of
stable water and electricity supply.

SOLUTIONS TO BARRIER 8
22. Strengthen power and water supply through targeted
hard infrastructure investment and support for a regional
power pool to increase power supply.

BARRIER 9 .
Intra-regional exports from local Original \\1

Equipment Manufacturers (OEMs) are
limited due to
A: Lack of harmonization of local content

ALUMINIUM requirements, and
B: Preferential tariffs for final equipment

from abroad.

BARRIER 10

Local catering companies have
limited capacities and struggle to
professionalize their businesses.

CATERING SERVICES

SOLUTIONS TO BARRIER 9

15. A and B: Make use of full innovation
# potential in the region by harmonizing tariff

SOLUTIONS TO BARRIER 10

9, 10. Support local SMEs through
one-stop shops (including online) for
business registration and
professionalization and support for
gaining accreditation with corporates’
local supplier programs.

‘A

¢ A and local content policies

SOLUTIONS TO BARRIER 11

4, 5. Supply can be increased through
A: Targeted skills development in a
“ regional Centre of Excellence, and

B: The strengthening of a regional hub
along the main resources belt.

BARRIER 12 =
Regional production

disrupted due to lack BARRIER 11
of harmonzation of Local supply of mining related services and

regional local content repair services is limited, amongst others due to
requirements A: Lack of skills, and
B: Lack of industry concentration.

These illustrations are part of “Adding Value: A Policy Tool Box for SADC Member States
to Manage Economic Transformation and Value Chain Development” (SADC, 2016).



Comments & Feedback

This is the first edition of “Adding Value". The aim is to create "Adding Value" as a living document in
print and electronic form and as an interactive website to which public and private stakeholders in
the SADC region contribute on a continuous basis. Comments and suggestions, especially regarding
already included or omitted policy tools, are therefore highly encouraged. Please send them to Dr.
Monnane Monnane at mmonnane@sadc.int.
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