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Chapter 1. Harnessing Regional Integration for Trade and Growth in
Southern Africa

Introduction

1. The objective of this report is to provide practical policy recommendations for making
regional trade integration in Southern Africa work. The premise is that regional integration is an
important instrument to unleash the economic potential of the re§ytopting a pragmatic approach, the
reportexamines key trends and challenges in Southern African regional trade agreements. Based on a
body of new research provides a wealth of examples on the obstacles encountered by some of the
largest firms that traglregionally (e.g. Shoprite, Woolworths), as well as small ones for which the impact

of trade barriers is more severe. It also includes stirased evidence from services providers on the
regulatory barriers that they face.

2. Southern Africa is a highly diverse region with rich assets but also faces common
challenges The regioni ncl udes Afri cads | Bauth Africal dmhiehnateady has ount r y
significant manufacturing and services industries as well as superior logistics. And there are the smaller
countries many of which have untapped agricultural potential and natural resources (minerals and water,
including for power generation), often with endowments of capable labor that is trained, relatively
inexpensive and wefpositioned to compete globglINevertheless, Southern African countries also face
common problemsThey often have high rates of unemployment and poverty, particularly among the
low-skilled; large informal sectors; and, despite being ta@efgendent, need to diversify away from
reliance on just a handful of primary commodities to higher vallged manufactures and services. The
region is also comprised of a largamber of smalltates, some of which are landlocked. Of the fifteen
SADC-member countries, more than half have populatiohless than 15 million (see Table 1). On a
global scale, the region presents a multitude of -miaikets whose aggregation is complicated by policy

and infrastructural barriers. Efficient roads and railways, ports, power networks and even univegsities a
major factors and catalysts when it comes to regional economic integration and these are sometimes
lacking in Southern Africa. The region is also geographically remote from the major consumer markets of
Europe, America and Japan. It is also far awamf@hina, India, Indonesia and Brazil, the major markets

of tomorrow. But the distance from foreign markets is also a comparative advantage for deeper trade
integration within the region itself.



Table 1: Basic economic indicators for Southern Afritz09

GDP Population GDP per capita| Average annual| Exports of goods
growth in GDP & services
per capita
200009
(US$ millions) (millions) (US$) (%) (% of GDP)
Angola 75,493 18.5 4,081 7.7 52.2
Botswana 11,823 1.9 6,064 2.7 33.6
D.R. Congo 10,575 66.0 160 0.4 9.6
Lesotho 1,579 2.1 764 2.2 51.2
Madagascar 9,052 19.6 461 0.8 28.2
Malawi 4,975 15.3 326 1.2 20.1
Mauritius 8,589 1.3 6,735 3.3 48.4
Mozambique 9,790 22.9 428 4.6 25.1
Namibia 9,265 2.2 4,267 2.4 46.6
Seychelles 764 0.09 8,688 0.2 119.3
South Africa 285,366 49.3 5,786 2.2 27.3
Swaziland 3,001 1.2 2,533 2.0 59.8
Tanzania 21,623 43.7 509 3.6 n.a.
Zambia 12,748 12.9 986 2.7 29.8
Zimbabwe n.a. 12.5 n.a. -5.7 n.a.
Source:World Bank Development Indicators.
3. The region has been growing and transforming.From 2000 to 2008, Southern African

countries grew rapidly and at much higher rates that the world average, infusing the region with a new
commercial vibrancy. Growth was fueled, in part, by the commodity batich led to very high
increasesn export values, especialfpr South Africanminerals, to newastgrowing markets such as

India and Chinasee Figure 1)Growth also came from other sources. Telecoms, banking and retail
flourished. Constructiothrivedand FDI surged. And for the smaller SACU countries, large increases in
revenue transfers were derived on the back of significant increasefem highlytaxed South African
imports (especially motor vehicles and garments). Global markets were, and, rémagrimary driver of

the regionbés growth

Figure 1:SouthAfrican exports have growmuchfaster than the worldverage
Index of mn-fuel export growth (1992009

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

South Africa = -+ - -Restof SADC = = = BRICs =weeeeees World

Source:UN Comtrade; dathased on SITC Rev 2 (index 13980)




4, The key issue for the regionis how to transform its rich diversity into increased
competitiveness and employment for all countriedUnderut i | i zati on of Sout hern
factors means that there are opportunities for tomor8muth Africa haghe logistics, expertise and the

capital to compete globally but these factors need to be combined witbfisative endowments of

labor and natural resources located in the smaller courifredscountries were to open up to the region,
exploiting hese advantages collectively would encourage vertical specialization and the emergence of
regional value chains thereby creating employment and promoting export diversification.

Il. Realizing the vision: what are the barriers to effective trade integration ad how
much do they cost?

5. There are many opportunities for Southern African firms to increasetrade across regional
borders that currently remain unexploited due to high trade costsHarnessing regional integration
more effectively for both goods and sees would reduce trade and operating costs and help all Southern
African countries enhance their competitiveness in the world maBgetemoving tradebarriersthe
market size for any country in the regiwould be increased allowing the realization ailsazconomies.

And the diversity of the region could be better explofteateby improvinghe competitiveness @oods

and servicesroworld markets.

6. For South Africa, regional integration offers the opportunity to enhanceits exports on

world markets through the development of more advanced and integrated production networks
within the region. This will be essential to compete at the global level, where competitors are already far
ahead in availing themselves of such oppottesi The large economies of Northeast AsiaChina,
Japan, South Koreaare at the forefront of using regional trade to pursue their respective regional and
global trade strategieMoving aggressively and strategically on thgendawill enable mushroming of

new production and export opportunities for South Africa as well as scaling up existing ones, with
commensurate benefits in terms of job creatibhe smaller countries with their ample supplies of
inexpensive labocould take up the more labmtensive niches in the production chain, for example in
processingagricultural and mineral products and simple light manufactames allow the more human
capitatintensive production to be established in South Africa.

7. For the smaller countries, deeper egional integration offers the prospect of improved

access to neighboring markets as well as the potential to attract greater SABfientated FDI. In

some of these countries, effective exploitation of the regional market is critical to reduce reliance on
exports of a single product to a single market. For example, Lesotho has become the largest exporter of
clothing under AGOA on the back of Taiwanese investments lured there by tariff prefdretieeJS
marketwith simple rules of origirand easy accesst So ut h Afor tiarsoi isfragdruciore. Yet
despite showing some success in the highly competitive international market for these products,
L e s o tclothifigexports to the region are negligiblEollowing the financial crisisdemand for
Souhern African manufacturedexports from traditional OECD markets remains slow to recover.
Regional trade could therefore be an important source of Southern African trade gntwtlemand

10



from the rest of the global economyboeinds particularly in productsvhereincreased trade witlEhina
is not filling the gap(see Figure 2).

Figure 2 Southern Africa exports to traditional OECD markets have experienced sharp declines as a result of the
financial crisis and the recovery is nowdaly based on increased trade in primary commodities with China

Index of export growth (Q2 2008 through QR 2010)
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Source:lTC TradeMap.
8. Implementing this vision is already part of the Southern Africanregional trade policy

agendabut it remains to be realized Mo st of Southern Africads export
significant employment and has not come from increased regional CCadaepared to other regions,

Southern Africa is lagging behind: in Europe regional trade has reached 60 percent of total trade; in North
America, 40 percent; in ASEAN, 30 percent; and, in Southern Africa just 10 pevehite. Southern

African countries haw succeeded in increasing their trade with the rest of the world (mor¢rifiieny

between 2000 and 2008 from US$50 billion to USSbilion), increased regional trade himerefore

onypl ayed a relatively smal lexporetb the wrld astalpropertion or e x ¢
its GDP have increased from 20 percent to over 30 percent during the last decade, but theitshare of
exports to the region have grown much more slowly and account for just 3 percegional GDR(see

Figure 3). Unlikein Asia, where advanced production networks have deepened regionally and
underpinned its spectacular global export growth from a poor, underdeveloped agricultural backwater
becoming the global factory over a 58ay periodfi f act or y S o ustydt ® materidiferintliea 06 h a
case of Asia, multinationals have been instrumental in the construction of global production chains multi
located in the region. In Southern Afriday contrast, multinationals have tendedbe moneocated

production centersvith distribution networks in the regioin the 1960s, developing Asian economies

lacked natural resources and had high levels of poverty. There seemed to be little prospect of economic
advancement. However, Asian economies had ample supplies of ineepgmeductive manpower, not

unlike the poorer Southern African countries today. They were also close to an expandimgdngh

Japan, with firms seeking to expand to lower cost destinations, much like South Africa. Subsequently,
intra-regional trade irAsia increased significantly, particularly in the production of parts and components

11



with each process relocating to the most -effgctive destination in the region. But in Southern Africa
production processes have not been broken down into smallespescedue to the persistence of trade
barriers which raise trade costs and create uncertainty. And in those few cases where integrated
production networks have appeared, they have been stifled by restrictive policies.

Figure 3 Increased regional tradegpecially intraindustrytrade could play a strongaole in Southern African
export growth
Intra-industry trade by region (Grubdlioyd index, 2008}

SADCexports as a percentage of GDP

2001

——Esportsto region = = Export

sto W
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SourcesIMF Direction of Trade StatisticByIF World Economic Outlook Databasand,Brulhart, 2008

9.

10.

Policy barriers must be removed to tap the opportunities for Southern African firms to

increase trade across regional bordersThe world is changing and ehingredients for successful
regional integration and global competitiveness in 2011 are not the same as those that were assumed to be
indispensable three decades agthereas customs unions and the creation of a common external tariff
were once seen asetteading tools for integration, today the process is more likely to be influenced by
easy access to quality input services at low cost; efficient regulations in areas such as product standards
and rules of origin; the removal of ndariff barriersto trade and, streamlined border management. The
formula and toolbox for &ctive regional integration havkerefore changedit the global level, falling

trade barriers and logistical costs, technological progress and the continuous decentralization of
prodwction networks to the most cesftfective locations will make it ever more difficult for Southern
African countries to remain competitive without an outward reorientation of their regional trade policy.

For goodstrade, tariffs have been lowered but gjnificant barriers remain that must now be
urgently addressed.While regional integration efforts have made significant progress in lowering tariff
barriers (e.g. 85% of intr&ADC trade is now duty free; 98% in SACU) other barriers to trade persist.

Y Intra-industry trade can be measured using Gribeyd indices. The Grubdlloyd index for each country is
calculated asg; - [(Xi +M))- [Xi - Mi[l wherei is an industry with export¥; and importsM; . For each product the

i ndex

region

between zero (indicating no intiadustry trade) and one (indicating fudtra-industry trade).

tot

S

(X +M;)
t hen

weighted

by the

share

of

each

countryéos

(so all weights sum to unity) and then averaged across all products. TheiGlayzklindex varies
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Thesebarriers can be broadly grouped into five types and relate to: inefficiencies in transport, border
management and logistics; cumbersome fiscal arrangements; restrictive rules of origin; poorly designed
technical regulations and standards; and, othertawdfifi barriers(NTBs) such as import bans, permits

and licensing. These barriers are widespread. NTBs reported by firms in SADC countriegraffects

that account foonefifth of regional trade (US$3.3 billion in 2008) see Table 2This ignores the
impacts of barriers that prohibit trade altogether, constraints that go unreported as well as costs related to
inefficiencies in transport, logistics and customs which affect all goods trade. These remaining barriers
undermine the prediability of the trade regime and reduce investment in the region.

Table 2 NTBs that have been notified to SADC

Barrier Examples of products affected Intra -SADC trade potentially
affected
(% of total)

Import bans, quotas & levies Wheat, poultry, flour, meat, maize, 6.1%
UHT milk, sugar

Preferences denied Salt, fishmeal, pasta 0.4%

Import permits & levies UHT milk, bread, eggs, sugar, 5.4%
cooking oils, maize, oysters

Single marketing channels Wheat, meat, dairy, maiztea, 5.3%
tobacco

Rules of origin Textiles & clothing; palm oil; soap; 3.0%
cake decorations; curry powder;
wheat flour

Export taxes Dried beans, sheep, wood 4.8%

Source. Calculations based on complaints made by SADC countries to NTB Monitoring mechanism and UN
Comtrade.

11. The costs associated with these barriers are high, impeding competitiveness and limit
opportunities for regional sourcing. In Southern Africa bordes remain thick and logistical
infrastructurs, both physical and regulatory, remaimeak and underdevelopedn order to enter new
markets, or start exporting new goods and services to existing ones, Southern African firms must
overcome trade transactionssts and the higher these are, the less likely it is that firms will be able to
export. Unnecessary barriers to trade also shield domestic producers and consumers from import
competition and reduce the competitiveness of firms that use inputs subjeadaestrictions in both
regional and global markets alike. For example, Shoprite reports that each day one of its trucks is delayed
at a border costs US$500. And delays at the Durban Port cost the South African citrus industry US$10.5
million per seasorfon approximately US$400 million of exports). Differen@ed/AT systems applied

on intraSACU trade necessitate controls at the borders and cost up to 2 percent of the value of each
transaction. Red tape associated with securing regional tariff predereast firms up to orwalf of the

value of duty preferences. Shoprite spends US$6 million per year administering overly complex
certificates of origin to secure US$14 million in duty savings under SADC. Woolworths does not use
preferences at all. Shofeialso spends US$20,000 per week on import permits to distribute meat, milk
and vegetables to its stores in Zambia alone!

12. Many non-tariff barriers arise where tariff peaks persist.High tariffs are especially restrictive
because concerns of leakage frdrrd countries create the need for additional barriers at the regional

13



level as well as affecting trade in all sectors as border checks are intensified to prevent transshipments of
these products. For example, for tradéeixtiles and clothing South Afiéchas been a strong proponent of
double transformation rules of origin to protect its textile industry. The source of the probteen is
SACU common external tarithat is highon items of clothing (40 percent or moegjd on thémported

inputs of fabris used to produce them (around 20 percent). As long as South Africa clothing
manufacturers face high cost imports of fabrics it will not be possible for them to compete in the domestic
market against dutfree clothing from not6ACU SADC countries made fmoimported fabrics that pay

lower tariffs. Lower, more uniform external tariffs applied Bjl countries in the regiorwould
significantly reduce the need for these types of barriers.

13. Servicesare the most important part of Southern African economies and @ also important

inputs to production in all sectors.Services are crucial for growth and competitivenBss.progress in
liberalizing services trade and improving the efficiency of domestic regulation remains limited, despite
often strong imbalances idemand and supply between countries that point to a high potential for
regional trade. Greater regional and global integration could alleviate the constraints on the development
of key services sectors due to limited endowments of capital and skills inegoé\frican countries, as

well as the smallness of some markets. However, despite the striking growth in tourism exports from
some SADC states and the remarkable dynamism of the liberalized telecommunications sector, the gains
for the region from internienal integration seem small so far compared to the unexploited opportunities.
Professional services matter for development in SADE provide a good example of the issues at stake
Business services, including professional services, are among the most dynamic services sectors; and are
a key input for other sectors. Also, greater use of professional services by African firms is associated with
higher labor productivity. For exampliie average labor productivity of Southern African firms that use
accounting, legal and engineering professional services is 10 to 45 percent higher than that of firms that
do not. But there is a large gap between the potential contribution these seoiittbsnake and the
meager contribution they make today.

14. Regional cooperationin services could better integrate the Southern African market.
National markets for professionals and professional servicBADIC remain underdeveloped, whereas
regional markts are fragmented by restrictive policies and regulatory heterogeXiditye national leve)

price regulations, advertising prohibitions or restrictions on the ownership structure of professional
services firms, presumably designed to meet social geaidermine competition. Furthermore,
nationality requirements and discretionary limits through labor market tests on the entry of foreign
professionals or ownership restrictions affecting foreign professional services firms pS&A®ft
countries from takig advantage of gains from trade. Steps mustl$etaken to relax the explicit trade
barriers applied to the movement of natural persons, establishment of commercial presence,-and cross
border supply of professional servicegeally to all suppliers oa nonrpreferential basiBut an effective
reform agenda wilalsorequire coordination of trade liberalization with domestic regulatory reform and
regulatory cooperation at thregional leve] such as mutual recognition of professional qualifications or
development of appropriategional standards

14



Il A strategy for deepeningregional trade integration in Southern Africa

15. The focus for policymakers should be how tanaximize the benefits of regional trade
integration (e.g. better, more dependable marketaccess; cheaper inputs; access to skills and new
business opportunities) while minimizingthe costs (e.g. trade diversion; administrativeburden;
overlapping and complex regulations)Integration of goodandservices is needed to generate benefits

for all. For goodsa shift inregionaltrade policyis neededrom one with many exceptioribat allow for

NTBs to where there are general rules with fewer exceptions that are better justiBédt to a less
complex and more predictable trade regime woulowafor the simplification of customs and border
management procedures that would facilitate and expand trade for regular and reliable traders while
allowing officials to concentrate on legitimate concerns regarding issues of dumping, safety and trade
policy circumvention. For example, greater disciplines and limits on the use of infant industry protection
and simplifying preferential rules of origin would provide benefits to consumers and provide a transparent
signal for resource allocation that is lesopo industry lobbyingFor services, integration of markets
would help alleviate skill shortages, particularly in South Africa, and attract investment into the smaller
countries. The realization of regional value chains also requires efficient backdwiees such as
logistics and professional services.

16. In most areas of policy reform, barriers totrade integration can be addressed nationally.
Fewreforms need wait for regional agreement and much can be done both unilaterally and bilaterally to
increase regional trade in goods and servidéde. s t of what i s needed to i

international competitiveness and business climate can beatidrame. In particular, unilateral action

focused on the needs of firms and services providers would do much to take countries further along the
road to deeper regional integration by lowering the costs they face as they trade across borders. For
example,using regulatory impact assessment more systematicallyotbmew and existing regulations
would ensure that each countryés regulations are
designed to meet; are minimally tradistorting; and, thathose countries have the capacity to implement

them. Unilateral action also does not require all countries to move at the same pace. Countries that wish to
reform deeper or sooner can do so and in the process provide valuable experience to otheramuntries

what works and what does not, including through the use of regional knowledge platforms to share good
practice in regulatory reform for goods and services.

17. But for some reforms essential to trade such as stdards, regulatory harmonization,
mutual recognition, streamlined border management and the consolidation of fiscal arrangements
regional integration in Southern Africa can be used more effectivelyReducingthe costsassociated
with regional trades a precondition for private investment in regiovaue chains and a necessary step
for all countries to improve their global competitiveness. There are clear benefits from closer regional
coordination whera larger market is abl® generate scale economiesproductionand regional value
chainsbut also in regulation and standards, particularly where national agencies face technical skill
shortages or capacity constrairfeer the smaller countries it may be better to seek closer collaboration
within SACU or SADCby relying on fewer regulatory agersi and accredited regional providers of
testing, inspection and certification for both goods and services instead of the many national ones that
each requirerecurrent budgetaind oftenhave trouble with staffingand skills The development of
appropriateregional standards for goods and servisased on internationalgefined standards (where
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available),would alsoreduce the costs of market paifients operating across bordémsboth regional

and global markets as well ssduce the scope of captungmational private sector interests. Unlike other
regions in Africa, Southern Africa has the distinct advantage that world atlagsms authoritytesting

bodies and accreditation services are already available in South Africa. Regional integration could
leverage the capacity of these institutions to support exports and capacity in the less advanced countries as
well as eliminating the need for double testing or certification on regional t€mmtries couldalso

consider steps towards implementing aioegl framework for mutual recognition so that conformity
assessment procedures, for example, are recognized in other countries or qualifications and licenses for
professional service providers issued by one country are accepted by all. Otherwise ssangpbbtiged

to perform additional or repeated tests of their goods and services in regional markets or to invite foreign
inspectors, thereby increasing trade costs. For this to be achieved, countries would need to adjust their
certification, accreditatioand enforcement capacities to similar levels.

18. Deeper integration will necessarily entail adjustmentthat could threaten some sector
interests and create uncertainty about vulnerability and employment, at least in the shoterm.
Complementary policiesare therefore important to maximize the gains and minimize the losses

from more effective regional integration A certain amount of specialization will be required for
regional integration processes to be able to have any dynamic effect on dkewiith all trade reforms,

there will be winners and losers in the short term and adjustments will take place both within and across
sectors, skill groups and geographi€sncerns over the costs associated with these adjustments could
inhibit countries fom taking policies that deepen regional integration, promote international
competitiveness and stimulate leteym growth and job creation. Reforming the regulatory
infrastructures for both goods and serviogight dso be difficult politically and sdher is a need to
convince Government agencies, ministries or domestic firms to look past short term adjustment costs in
the pursuit of larger, longer term gains that benefit the wider ecorfadjiystment costs can be addressed
through several policy resporsselhe first might be to phase reforms gradually, so that costs are spread
over time. A second might be to consider interventions that can aid in the adjustment of sedadysrand
such as retraining schemes for displaced workersore effective sociasafety nets that are closely
targeted on the needs of the most vulnetable

19. Large increases inthe value of regional trade wouldalso raise the possibility of trade
diversion so regional tradereform must go handin-hand with multilateral liberalization. Increases

in regional trade might be at the cost of trade with more efficient third countries. In other words, while
extra output may be generated within member countries because of increased specialization and
economies of scale, such efficiency gains mayofiset if trade is diverted away from those countries
outside the region that have a comparative advantage to those within it. The possibility and the cost of
trade diversion depend largely on the difference between trade barriers imposed on imputis @ingl
services from the rest of the world (e.g. applied MFN tariffs) and those made available to preferred
partners.The obvious solution to avoiding trade diversion is to ensure regional and multilateral trade
reforms are complementary, and that effat the former do not substitute for progress in the latter. The
greatest gains will arise from simultaneous removal of trade barriers from all trading partners.

16



Chapter 2: Deepening Regional Integration to Eliminate the Fragmented
Goods Market in Souhern Africa

Regional integration efforts in Southern Africa have sought to liberalize trade between countries so as to
increase bilateral trade flows; diversify exports by overcoming the limits of small markets; and, deepen
specialization through achiewj economies of scalEor those countries which are landlocked, another
principal reason for integration has been to increase exports outside of the region through improved
access to regional routeklowever, despite more than a decade passing sinceatimeh of the SADC

Trade Protocol, and as SACU celebrates its centenary, the regional market in Southern Africa remains
fragmented. While efforts to reduce tariffs have largely been met with success, other forms of trade
restriction remain prolific, affectig considerably more thannefifth of regional goods trade, and are
critically hindering the competitiveness of firms and their ability to export to regional as well as global
markets. These barriers must now be addressed.

This chapter summarizes natudies on regional trade that fill a number of key knowledge gaps and
identify the most restrictive barriers that remain to the expansion of regional merchandise trade in
Southern Africa as well as making recommendations on what can be done to remov&hindirst
section analyzes what regional integration in Southern Africa has achieved so far. It presents the major
features of the regional trade arrangements currently in place and their impact on trade flows and export
diversification. The second semi highlightsexamples othe costs associated witlarriers that persist

to regional trade The third section describes the policies required to optimize the trade gains from
regional integration while the fourth section provides recommendations on hese tregional
integration reforms should be prioritized and implemented.

What has regional integration achieved so far in Southern Africa?

(1) Regional and bilateral trade relations

1. An important feature of global trade has been the proliferatiacegibnal trading arrangements
(RTAs) and Southern Africa is no exception. Member countries of SACU, SADC and COMESA have
over the years engaged in a series of regional trade liberalization activities. SADC has been trading on
preferential terms since 20@Md, based on the implementation of tariff phase down commitments under
the SADC Trade Protocol, formally launched a free trade éf@a) in August 2008. Under this, 85% of
intracSADC merchandise trade flows are now ditge with most of the remaining5% comprising
sensitive productsscheduled to be liberalized by 2012 (2015 for Mozambique). A SADC Regional
Indicative Strategic Development Plan (RISDP), finalized in 2003, recommended that SADC deepen

2 The FTA is being implemented by Botswana, Lesotho, Mauritius, Mozambique, Namibia, South Africa,

Swaziland, Tanzania, Zambia and Zimbabwe.

® Theremaining sensitive products mostly comprise textiles/clothing; cotton; cereals; dairy; and, motor vehicles.
17



regional integration further by establishing a costaunion by 2010, followed by a common market in
2015, monetary union by 2016 and finally a single currency by 2018.

2. A subset of five SADC membethiave an established customs union that has been in place for a
century. SACU was established in 19Tl asince then the agreement governing its operation has been
modified twice, first in 1969 and then in 2002. Traditionally (and formally2@@2) South Africa has

been central to decision making in SACU. Under the latest SACU agreement, decisions about th
common external tariff (CET) ostensibly require consensus among all members but in practice this
objective has not been fully met. For example, the SACU Tariff Board has not yet been established and
all decisions are still made by the International TrAdeinistration Commission of South Africa, only

after which do the other SACU members sign off on them before they are implemented. Customs tariffs,
customs valuation, trade remedies and excise taxes have been harmonized between SACU members but
VAT rates customs procedures, technical standards, rebates and exemptions differ. Customs tariffs and
excise taxes in SACU are distributed through a common revenue pool according to a formula: tariff
revenue is distributed among countries according to their sharea-SACU imports; most excise (85%)

is distributed according to a countryds share in
proportion to a countrybés GDP per capita. The f ol
from Saith Africa to the BLNS countries, with South Africa contributing around 98 percent of payments

to the revenue pool but receiving just 50 percent of the allocations made from it.

3. COMESA has had an FTA since 2000. Trade between’ R4 noAFTA’ COMESA caintries

is conducted on reciprocal terms under the Prefer
regional integration agenda is the formation of a customs union. After five years of negotiation,
COMESA member states agreed to a CET in May 200/ four band¥(with two bands at zero tariff)

for raw materials (0%), capital goods (0%), intermediate goods (10%) and final goods (25%) although,

for some products, discussions continue on which category they will be classified under. The customs
union was formally launched in June 2009, and all tariff lines carrying a rate above or below these rates

have been placed on sensitive product lists. Each member state has its own sensitive product list and
timetable to adjust to the CET, which should not exdedyears.

4. There are also a large number of bilateral trade agreements between Southern African countries,
most of which were signed and implemented long before the SADC Trade Protocol and the COMESA
FTA came into effect. To date, these include BarsaMalawi; BotswanaSouth Africa; Botswana
Zimbabwe; MalawiSouth Africa; MalawiZimbabwe; Mozambiqudalawi; South AfricaNamibia;

South AfricaMozambique; Zimbabw&lamibia; and, Zimbabw&outh Africa.

* The distinction between the Trade Protocol and the RISDP is that the former is a legally binding instrument,
whereas the RISDP is a strategicrpiehich can be adapted.
® Botswana, Lesotho, Namibia, Swazilafide BLNS countriesind South Africa.
® Burundi (since 2005), Comoros, Djibouti, Egypt, Kenya, Libya (since 2006), Madagascar, Malawi, Mauritius,
Rwanda (since 2005), Sudan, Zambia, Zimbabwe.
" DR Congo, Eritrea, Ethiopia, Seychelles, Swaziland, Uganda.
8EAC has three bands (0%, 10% and 25%).
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(i) Impact of regional trade arrangements in Soutern Africa

5. Since the miel990s, Souttbouth trade among all developing countries has grown faster than
world trade increasing, on average, by 13 percent per year compared to the global average of 9 percent,
and 10 percent for trade among developechttaes. The amount in value terms is equally impressive:
SouthSouth merchandise trade in 2007 amounted to US$2.4 trillmm20 per cent of world trade.

Growth in SoutkSouth trade has been accompanied by increased regional trade facilitated thrésgh RT

By eliminating tariffs and sometimes ntariff barriers to trade in goods, successful RTAs have had a
substantial impact on the expansion of trade in specific sectors among patrticipating countries, as well as
between them and the rest of the world EABI and MERCOSUR, for example, have maintained and
reached a relatively higdegree of regional trade2@50 percent of their total trade) often through
intensified intraindustry linkages. Regional trade among African countries, however, remgdtivel

low.

6. While regional integration processes in Southern Africa have also sought to liberalize trade
between countries so as to increase regional trade flows, statistics show that tariff liberalization has not
spurred a growth in intreegional trade, at least neal volume terms. For example, while SADC exports

to the world more thatripled between 2000 and 2008 from US$50 billion to USHdilion, the share of
intracregional exports remained relatively steady at around 10 percent of total exports: a prapaséon

to whidh it remains today (see Figurg 4

Figure 4 The proportion ofegional traden total trade among SADC has remained relatively constant over the last
decade

10%0

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

——SADC — —South Africa ====SADC excluding South Africa

Source:IMF Direction of Trade Statistics.

 Most of this growth is accounted for by increases in iAs&n trade which accounts for 90 percent of Seuth
South trade.
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7. It is important to also take intccounteconomicgrowth ratesothat home and abroad in order

to determine whetheor notregional trade has truly intensifieGravity frameworks are often used to do

this where other standadkterminants of trade are controlled.f@vhile regional trade in SAD@ay
haveremained relatively constant in proportional terms, if these countries have grown more slowly than
the rest of the world theastable trade share couddtuallyreflectincreasedtrade integrationHowever

the evidence points to the oppoditaling. Figure 5plots annual values of income growth in the region
versus that in the rest of the world against the share of regional exports in total éxparde seen that
despite SADC countries growing much faster than therld averageover most of the last decade,
regional trade has remained relatively constianbther words, Southern African trade has effectidly
regionalized.

Figure 5 Regional traddas laggedh e hi nd SADC i ncome growt hé

(annual values19992009
SADC SADC excluding South Africa

0 0.02 0.04 0.06 0.08 0.1 0.12

GDPgrowthin SADC versus the rest of the world
GDPgrowthin SADC versus the rest of the world
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SADC intra-regional exports as a proportion of exports to the world SADC intra-regional exports as a proportion of exports to the world

SourcesiMF Direction of Trade Statistics and IMF World Economic Outlook Database.

8. Figure 6 presents asimilar finding. It shows thatwhi | e SADC6és exports to
proportion of its GDP have increased dramatically over the past decade, the stmexgdrts to the

region have grown more slowlADC exports have been shifting from slower growing regional markets

to faster grwiing areas outside of Africdhe key policy issue for regional integration in Southern Africa,
therefore, isvhy has intraregional traddailed to increase as a proportion of regional GDP over the last
decade, whereas trade growth to the rest of thedvward surge?iPut another waywhy doeshe Southern

African market remains fragmented?
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Figure6é whi | e exports to the rest of the worl

SADC exports as a percentage of GDP
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9. Despite intraregional trade remaining low in proportional terms, regional trade is still important
for most Southern African countriés see Appendix 1lIin addition to SACU countries, which are all
highly integrated with South Afric®,a number of other SADC countries are also highly tdefgendent

on the regionFor example, Zimbabwe, Mozambique, Zambia and Malawi each export between 10
percent and 34 penaeof their total exports t&outh Africa alone (see Rkige 7. Only Madagascar is less
dependent, with exports to the region accounting for less than 3 percent of its exports to the world.

Figure 7 South Africa is an important export market for mosttBern African countries

as

10

Zimbabwe

— — Mozambique
------- Zambia

— —Malawi

o —eAngola

S e----eMauritius

% of exports to South Africa in exports to world

- e .-
[PUDIIRD S - U2
[« o t - . -
PRl SRPE S SEEE S S R e e T SLiils chise s

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Source:IMF Direction of Trade Statistics.

° For example, in 2007 Souh Africa accounted for 10% of Botswanaos

30% of Nami bi ads and 75% of Swazil andods.
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10. UNCTAD (2009) finds that the simple country average of the shares ofAfrican trade in
African countrieso6 t ot alAfricahesecondsnost imporRaht expaetmarleent . T
for most African countries behind Europe. The reason for the discrepancy between this finding and the

low aggregate (10 percent) figure is that the largest African exporters trade relatively little with other

African countries.

11 Traditional exports oégricultural raw materials and minerals continue to dominate regional trade
in Southern Africa. For SADC countries, many of these attracted zero MFN tariffs prior to the
implementation of the SADC Trade Protbdo 2000 so the FTA has had negligible impact on these
flows.

12, For most Southern African countries, integional exports also tend to be concentrated in just a

few productsFor example, in 2007 threpu ar t er s of Zi mbabwe @=inaickg,or t s t
threequarters of Zambiads exports to South Africa ar
countries then refine and export as copper) andttioi r ds of Mozambi queds i n na
energy (as part of the Southerfrida Power Pool).

13. For all countries, including South Africa which exports mostly primary commodities to the world,
regional integration could be a stepping stone to export manufaditset neighboring countries and

then to world markets. Buthis appears to have not yet happened. There has been limited impact of
regional integration on the structure of both South African exports to and imports from SACU as well as
the rest of SADC. In other words, diversification into higher vadded manufzturing exports to the
region has only been very modest for all Southern African countries.

14. Using an approach put forward by Edwards and Schoer (2002), Appendices 2 and 3 show South
Africads mer chandi se exports lwgntend (sex tApperalik B don |, di s
definitions). One might expect that South Africabd
would be in relatively high technology and human capital intensive products versus thieseltped

countries which wouldbe in labor intensive or agricultural products, in line with its comparative
advantage vijev i s t hese mar ket s. However, the structure
destination generally conf or ms ¢areatfdwaxceptiohs. FBsb,ut h A
there is a relatively greater share in itm@nal intensive exports to developeduntries and, especially,

China and India. Secondly, there is a relatively smaller share ohdiegyintensive exports to
developedcountries. Thirdly, while the proportion of unskilled labor interesiexports to developed

countries has fallen, it remains above the proportion to the world. These are all consistent with
comparative advantage. But looking at regional exports to SACU and tlué 88DC, one is still struck

by the relatively constant structure of Aammeral exports during the last decade. One might have
expected a greater shift away from unskilled labor intensive exports towards more high technology or
human capital intensive ea with these countries in light of regional trade liberalization, but this does not
appear to have happened.

15. The commodity structure of South African imports is shown in Appendix 4. This shows that
imports are more sharply defined along geogreadhiines than in the analysis of its exports. South
African imports fromdevelopedcountries largely fall within the technology and human capital intensive
sectors. As expected, imports from China and India have traditionally been largely unskilled labor
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intensive. Regional imports from SADC, which were once largely agricultural and unskilled labor
intensive, have shifted to being more mineral based. Appendices 5 and 6 illustrate these changes at the
country level and show that this shift towards minargdarts has mainly been driven by changes in the
import composition from Zimbabwe (nickel) and Zambia (copper). Two notable exceptions are Mauritius
and Madagascar whose main exports to South Africa have shifted towards more labor intensive sectors,
namely manufactured clothing. For the former, exports e§ i r t s, wo ol yarn and
grown so rapidly that they are now its largest exports to SADC, constituting 15 percent of total
merchandise exports to the region. For some of these productarhdsege margins of preference under
SADC (up to 45 percentage points in the South African market for bethT™ r t s and menobés
Mauritius has been successful in meeting SADC rules of origin requirements (double transformation) to
be eligible fo these preferences; rules that are often too onerous for-ioe@ne countries in SADC.

Among SACU countries the composition of South African imports is also quite different (see Appendices
7 and 8). For example, in recent years most South African imfiann Botswana were in mineral
intensive products (e.g. nickel), while from Lesotho they were in agricultural (e.g. water) and unskilled
laborintensive (e.g. trousers and footwear) sectors. Namibia supplies mostly -hapi&h intensive

exports (e.g. simps and stamped paper) to South Africa and Swaziland mostly technology intensive ones
(e.g. soft drinks concentrate).

16. Specialization in trade among Southern African countries has also remained relatively limited
despite regionarade liberalization. Table 3highlights the import and export profiles across the region
and shows, with the notable exception of South Africa, that the types of goods exported by the region
versus those imported are relatively dissimilar.

Table 3 Specialization in trade Wi regional partners is low v&vis global trade partner's

Complementarity indices | With South Africa | With all SADC countries | With all COMESA countries
Botswana 4.9 5.1 4.3
Lesotho 2.7 2.9 25
Madagascar 10.9 13.9 16.9
Malawi 4.3 5.1 6.2
Mauritius 12.3 13.8 12.1
Mozambigue 6.2 7.3 8.3
Namibia 8.1 9.3 8.9
Seychelles 55 7.7 11.9
South Africa - 25.2 26.7
Swaziland 5.9 8.9 8.8
Tanzania 4.0 5.4 6.7
Zambia 35 45 5.8
Zimbabwe 7.5 75 7.8

' The bilateral complementarity index between two countripsand k can be defined as:

Cip =100 — ) { My, — X5 | = E}Whereng- represents thehare of good in total exports from country andMj,
represents the share of gooth total imports to countrk. The index is a measure of the similarity between the

export basket of one country and the import basket of another. The ofatbe index ranges from zero to one
hundred, representing no complementarity and a perfect match, respectively.
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17. Assessing thpotentialfor increased specialization in regional trade is, however, more difficult. On

the one hand, differences between those products regional partners export versus those they import could
reflect limited opportunities for exploiting sources of comparativeaathge. On the other hand, they

could also reflect weak trade integration that has been insufficient to encourage firms in the region to
exploit opportunities, for which they have a comp

18 In the produabn of which exports might these relative comparative advantages lie? Country factor
endowments, taken from the Revealed Factor Intensity Indices database, can be used to provide some
insighs and are illustrated in Table Zhey show, for example, that @b Africa has a comparative
advantage in the region in relatively skilled labor intensive exports as well as those that are capital
intensive and pastureland intensive (dairy). The poorer countries are relatively lower skilled labor
intensive. Another exaple is Swaziland, which clearly has a comparative advantage in the region for
timberrelated exports.

Table 4 Factor endowments by country

Country No. of Capital stock | Average | Arable | Timber | Protected| Pastureland Cropland
workers per worker years of | land per| resourceg areas per per worker per
schooling| worker per worker worker
worker
(1000s) (%) (Ha) (%) (%) (%) (%)
Botswana 689 22,875 5.4 0.5 394 685 126 1,672
Lesotho 785 9,495 4.5 0.4 9 2 563 633
Mozambique| 9,260 764 1.2 0.4 649 17 498 109
Mauritius 515 32,150 5.5 0.2 0 0 1,321 142
Malawi 5,235 1,143 2.6 0.4 382 54 984 94
Swaziland 414 17,757 5.7 0.5 850 0 1,006 1,264
South Africa| 17,631 16,978 7.9 0.8 745 123 2,974 1,530
Zambia 4,135 3,997 5.4 1.2 654 185 1,130 232
Zimbabwe 5,434 9,859 4.9 0.6 473 157 785 579

Source UNCTAD (2010).

19. Specialization can also occwithin products, not only across them. Indeed, low values for
complementarity indices could also be consistent with a high volume ofiriduiatry trad& which in

itself would constitute deep specialization and has been one of the major sources of trade growth in other
regions likes the EU and ASEAN. But again, statistics shows thatimuustry trade among Southern
African countries is also extremelyrlited and among thewest in the world

2 |ntra-industry trade results from specialization within products as well as from specialization at different levels of
quality of the same product. The former is the source of trade in components and intermediate inputs that
characterizes global produatimetworks. The latter is a source of tway trade in similar products made possible
by differences in quality or branded products that often characterize trade in cars, clothing and food items such as
yoghurt, juice and ice cream.
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20. The lack of export diversification, specialization and Hiidustry trade among Southern African
countries means that strong trade imbalances persist between South Africa emdllliecountries (see
Figure §. Regional production chains remain virtually rexistent.

Figure8: South Africa maintains a trade surplus with the rest of SADC (US$ billions)

10

Source:IMF Direction of Trade Statistics.

Il. What are the costs associated with the fragmenteggional market?

21. A lesson from successful regional integration experiences in Asia and Latin America is that to
maximize the benefits of RTAs, countries should aim to facilitate trade in the region not only through
tariff reductiors but also thragh addressing other -aand behinethe-border issuessuch as tackling
restrictive product standardsontariff barriersand trade facilitation. The key policy issue that arises for
regional integration in Southern Africa, therefore, is that the regioasket remains fragmented and is
some way off better realizing the potential gains outlinedhiapter 1 As already discussed, while South
African imports from the region have increased, low value commodities have driven most of this growth;
intracregioral trade has diversified only slowly and regional tradea percentage abtal trade has
remained relatively constant despite Southern Afriegonomies(at least until the financial crisis)
growing must faster thathe world average Against this backgund, much remains to be done in
consolidating the various FTAs and to reduce market fragmentation. Notwithstanding sometimes
restrictive rules of origin pertaining to preferential treatment, tariffs have been reduced substantially. Yet
major obstacles toegional trade remain. In particular other barriers to trade, often not related to tariffs,
have become more important.

22. Appendix 10 maps the different types of NTBs reported by SADC countries to both the products
they affect and the regionahtte in these products. It shows that the set of NTBs that have been notified
by firmsin SADC affect products which, in 2008, jointly accounted for US$3.3 billion, offitihe of

regional trade. In other words, even those NTBs which have been repodestifars mapaveyet to be
notified) affect products in which there is already significant regional trBlis. is also a least cost
estimate of the impact of NTBs on trade in the region since some barriers are so restrictive that

25



preferential trade isfiectively prohibited (e.g. wheat flour) and, of course, others which affect all trade
and not just individual products (e.g. customs delays, transport costs) which are not captured here. So
NTBs are widespread in their effect on regional trade, even swthan these figures suggethe
mappingalso shows that some sectors are affected more than others by these barriers and individual
sectors are often affected by more than one type of barrier. For example regional trade in wheat is
affected by import lr@s, import quotas, import levies, single marketing channels and rules of origin (for
flour), although obviously not all countries impose all barriers. NTBs also disproportionately affect trade
in agricultural commodities, particularly sugar, maize, whaagt products (including poultry) and dairy
products. Regional trade in manufactures is mostly affected by restrictive rules of origin as well as
standards. Other barriers, such as those related to customs and transit, have the potential to affect all
tracers, regardless of the sector although here too some appear to be affected more than others.

23. The impact on firms dheseremaining barriers is also pervasive. In a recent survey by COMESA
(RTFP, 2009), which included five SADC countries, rougBly percent of respondents indicated that

they faced some level of trade barrier in the region. Over half of the respondents indicated the cost of
these was equivalent to 5 percent of the c.i.f. value of their imports. A further 24% of respondents
indicatad a 515% cost attribution to trade barriers; and, 23% faced increased import costs of over 15%.
There is also evidence to suggest that barriers persist in all countries throughout the region. In an
inventory of NTBs in SADC (RTFP, 2007), all countriesa&wer f ound t o maintain at
barriers.

24. Global evaluations of NTBs indicate that they are in most cases more restrictive than tariffs. While
guantitative assessment on their impact is challenging, in great part due to large gapsrantiatrr
persist in data on NTBs, there is a growing body of work that attempts to estimate their tariff equivalence.
A recent survey of analytical work (Carrere and De Melo, 2009a, b) indicates that on average the tariff
equivalent of NTBs is 40 percenthich for most products is higher than the MFN tariff applied by most
countriesMaking the rather weak assumption that the distribution of NTBs in SADC is the same as in the
rest of the world (i.e. with 40 percent ad valorem equivalehcine SADC NTBs cited above, which
affect US$3.3 hillion of regional tradejould costaroundUS$1.3 billion per year equivalent tomore

than halfthe GDP of LesothdRegardless of the precise magnitude, these barriers inceststaced by

both consumes of final productsand firms that source intermediate inputs from the redgton example,

in SADC, Woolworths reports that prices in its franchise outlets inRSAGU SADC countries are 1.8

times higher than those within SACU because of higher expeeslinssociated with sending goods to
these markets as well as the higher costs of doing business in them.

The rest of this section explains these barriargreater detailand providesexamples of the costs
assaiated with them

(1) Inefficiencies in transport, customs and logisticsaise trade costs

25. In order for RTAs to be effective, it is critical that integional trade be abl® move without
hindrance. ManySouthern African countries are landlocked, making road and raiboriet very
important in linking these countries to the regional market as well as to the rest of the world via the main
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ports in South Africa, Mozambique, Angola and Namilbi@awever, high transactions costre being
incurredfrom inacequate transport irdstructurejnefficiencies in customs procedur@sc{uding delays

at raad checks, borders and at pliress well as poor qualitgnd costiyogistics due to weak competition
among service providers. They serve to raise logistics costs; require supmpl@ep higher levels of
inventories; result in a higher percentage of goods not reaching final markets; raise the rate of spoiled
agricultural goods; and, ultimately stunt the development of new exported products. They also restrict the
potential of coumntes to scalaip existing production for global markets by first exploiting regional
sources of comparative advantage.

26. Transport costand transit delays Southern Africa are higher than in most other regions, in
particulr for the landlocked catries. Table 5shows the performance of nine SADC countries in terms

of the World Bankb6és Logistics Performance I ndex (
and quality of its transport and logistics, but the other Southern African ceupgitorm relatively

poorly and are generally not perceived as being logistics friekidhjle transport costs are inevitably

high for small countries because of small exported quantitiesiransport infrastructure of landlocked
countries in SoutherAfrica is dso asignificant penalty 7 percent worse than for coastal countribsit

it is not the worst among the dimensions of the LPIl. The competence of services or trade processes are a
larger penalty: on average about 10 percent worse than coastalies.Consequently, arridors with
infrastructure in average condition can sometimes be as slow as corridors with an infrastructure in bad
condition (Arviset al.,2010).

Table 5 Outside South Africa, logistics are weak in SADC countries

Country LPI ranking | LPI Customs Infrastructure International Logistics quality, Tracking Timeliness
(out of 155/ score ranking ranking shipment competence and tracing ranking
countries) ranking ranking ranking

South Africa 28 3.46 31 29 31 25 24 57

Mauritius 82 2.72 50 96 33 97 100 127

DR Congo 85 2.68 59 98 109 49 119 94

Madagascar 88 2.66 87 60 53 102 109 128

Botswana 134 2.32 126 119 152 119 99 123

Mozambique 136 2.29 145 124 87 130 135 150

Zambia 138 2.28 111 140 128 149 130 131

Angola 142 2.25 151 149 130 147 106 121

Namibia 152 2.02 152 148 145 144 144 151

Source:World Bank (2009).

27. Each day saved in shipping has been estimated to be equivalent to a cost reduction of 0.8
percentage points of ad valorem tariff (Hummels, 2001). And each piayglact is delayed prior to being
shipped reduces trade by one percent, equivalent to a country distancing itself from its trade partners by
70 kilometers (Djankoet al, 2006). Shoprite (a South African retailer) reports that each day one of its
trucks B delayed at a border co&tS$500(Charalambides, 2010).

28.  Port congestion is an important source of delay, particularly at Durth@nbusiest container port

in Africa. The Citrus GrowersoO6 AssocithebPodai i n So
Durban cost its growers US$10mbillion per seasor{on approximately US$400 million of exports)

based on an average delay per load of 12 hours for each of the 20,000 citrus laden trucks that enter the
port during peak season. One measure basegl to reduce these costs is to increasingly use the Maputo
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port for citrus exports, which can offer a savingupfto US$0.5(er carton loaded from the Maputo
Cold Store compared with the cost in Durban (Cargo Info Africa, 2010).

29. Another soure of delay within the region concerns the work permit regime for foreign truck
drivers crossing the border into South Africa. While lstanding, this requirement was largely
unimplemented until 1 July 2010 when the Department of Home Affairs startedfioiecesit. Until then

foreign truck drivers working for Southern African companies could enter the country with a Section
11(2) visitordés visa t ha tfouvbawh AfriGah dordparfiies being3glanteda y s .
a three month temporary régwe to the new arrangement by the Pretoria High Court, foreign drivers will
soon be required to obtain work permits that will require companies to prove that the skills being sought
outside of South Africa are not available domestically and mandatesattitapost be advertised locally.

There are between 1,600 and 2,000 foreign drivers in South Africa who will require these permits,
affecting 6,0088,000 deliveries per month. This will be costly and adversely affect trade within SADC,

in part because thesuing agency for work permitsghe Department of Home Affaiiisis months behind

in processing applications at its new central processing hub in Pretoria. While ostensibly designed to
protect empl oyment opportuniti eaghbord feaprocating witk m al s
similar requirements that will force South African citizens seeking to work in these countries to go
through similarly laborious work permit application processes. For example, Angola has already signaled
its intention to putin place a similar requément for Sath African drivers crossing itborder.Such
restrictions could significantly impede the movement of trucks in and out of countries and make trade
even more difficult for regional exporters than it is now.

30. Awae of the importance of transport facilitation, both SADC and COME®Aich began
reformingsooner and has gone furtherthis areahave adopted measures and rules aimed at liberalizing
market access for transport and international road freight, harmgmidies to ensure interoperability and
developing infrastructur€. But integration of the transport industry Southern Africa remains weak

see Box 1A key issue for the region going forward will be the need to distinguish between developing
good trasit arrangements and ease of entry into the national transport market: there is no reason why
countries such as South Africa could not agree to the former even if they are unwilling to liberalize the
latter.

131n COMESA, the guidig provisions are contained in the COMESA Treaty as a general chapter on transport while
in SADC there is a separate Protocol onnbpeort, Communications and Metelogy.
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Box 1: Weak competition among transpoperators in Southern Africa increases costs

Market access for regional transport operatokarket access regulations for transport operato8outhern Africa
are mostly governed by a system of permits that are issued for limited periods of time aeul dadilatera
agreements ostensibly designed to facilitate road transport on all major corridors. Permits are issued at the
the country of entry buwhile the bilateral agreements have several common elements, they do not alway9
the samdormat and in most cases the agreements have yet to be fully implemented.

Third country rule: Most bilateral agreements do not allow operation of trucks registered in a third cou
transport goods between two other countries even if the thirdrgaanised as a point of transit. Withime region
the third country rule is only applied on a reciprocal basis between Zimbabwe and South Africa and
specified periods of time, Malawi. For other countries, third country operators are prohibitdd serves as
protective measure for domestic transport companies and prevents the development of a more competitiv
market for trucking services.

Cabotage:Most bilateral agreements prohibit the carriagel@iesticmerchandise by foreign opsors, although
several South African companies have managed to bypass this rule by investing in trucking firms in nei
countries. In addition, South Africa is one of the few countries that issues cabotage permits, although
relatively expasive (up to R4,000 plus R4,000 per trailer) and valid only for a limited time (up to a maxim
one year).

Road user chargedll foreign-registered trucks in Southern African countries must pay road user charges
are collected to pay for roadaimtenance and are based on the gross vetiats (GVM) Domesticallyregistered

vehicles do not have to pay because these charges are supposed to be included in thedseratllizense feeq.

Both SADC and COMESA recommend cost recovery for transpietstructure from users, irrespective of wh

vehicles are registered, but on a +scriminatory basis. However, differences in the charges levied on fe:Leign

registered vehicles across the Southern African region have been identified as impedimeatie tand al
integrated regional market for transpbriee Table 6This is because they protect truck operators in some cou
(e.g. Mozambique) from foreign competition, often at the expense of transport quality and port volumes.

Table 6 Road ser charges in Southern Africa differ by country

US$ per 100km Country of destination
Country of entry: Malawi Mozambique Zambia Zimbabwe | South Africa Botswana
Malawi - 50 10 10 No user fees:;| User fees, no
Mozambique 50 - 50 50 road tolls distance
Zambia 10 50 - 10 related exept
Zimbabwe 10 50 10 - for Trans
Kalahari
(about
US$16/100km)

GVM restrictions: Differences in the allowable maximumross vehicle masbas important impacts on th
efficiency of regional transport operations. Because of differences in load limits, transport operators can bg
required to reduce their loads when transporting merchandise across regional Bandessample, the regnal
recommendation is 56 tons, but Kenya has a lower limit of 48 tons.

Insurance:Different methodsareused to provide third party liability insurance across borders. Transporting
regionally requires transport companies to obtain san@ Df insurance to cover liabilities that may arise fr
accidents that occur abroad. Howevbeg lack of a standardized regional third party insurance reggnves to raise
costs.
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(i) Cumbersome fiscal arrangements necessitate borders

31 Fiscal borders across Southern African countriesuareecessarily complicated, inefficient and
contributeto higher trade cost3.he three main reasons SACU retains internal border posts, even though
it is a customs union, are to capture data on-8&&U trade for revenue sharing purposes; administer
NTBs e.g. infant industry protection; and, because domestic sales taxes hgeé lmetn harmonized,
requiring refunds and paymerfsee Box 2).

32 The costs and delays associated with these procedures redudiowadeetween Southern
African countriesJitsing and Stern (2008) estimate that the costs arising from theagippl of different

VAT systems on int’BACU trade are up to 2 percent of the value of each transaction. The root cause of
these costs arises from the risk of consignments being taxed twice in both the exporting and importing
countries as well as delaysreceiving VAT refunds.

Box 2: VAT and sales tax in SACU

Botswana: VAT is charged on all goods a standard rate of 12% with the exception of basic foodstuffs which are
zero rated.

Lesotho: VAT is levied at a standard rate of 14% and charged at 15%cohddic beverages and tobacco and 5%
on electricity and telephone calls. Basic foodstuffs are zero rated while services such as education, financial
services, passenger transport, insurance services and medical services are exempt.

Namibia: VAT is levied at a standard rate of 15%. Financial services, medical services and education services are
exempt.

South Africa: VAT is levied at a standard rate of 14%. VAT exempt supplies include certain financial gervices,
education services, passenger transpattrasidential accommodation.

Swaziland Swaziland imposes a general sales tax of 14% for most goods (25% for alcoholic beverages) and 12%
on services

(iii) Restrictive rules of origin limit preferential trade

33 Onerous local content requirements in rules of origin (ROOs) reduce the utilization of tariff
preferences offered by RTAs, particularly in labor intensive sedtrs clothing)that use capital
intensive inputs not produced competitively in thgion(e.g.fabricg 7 see Box 3. A recent example of

the cost associated wittmeeting ROOs involves SACU moving to more restrictive rules (double
transformation) on selected clothing imports from Malawi, Mozambique, Tanzania and Zambia following
the expiration bthe MMTZ-SACU Market Access Arrangement at the beginning of 2010. This has
resulted in clothing producers in these countbiesig no longer able to compete in the regional market
(e.g. Bidserv in Malawi)lt has also further distorted investment decisi@as some of these firms have
relocated to the BLNS countries as a result of the change to avoid the loss of preferences in supplying the
South African marketFor other products where ROOs have been so contentious (e.g. wheat flour) or
simply not agreede.g. certain electrical products for which rules were only finalized as recently as April
2010) preferential trade within the region has been effectively prohibited (Naumann, 2008).
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Box 3: Rules of origin in Southern African RTAs

ROOs are particularlyestrictive in SADC as they are more produed processpecific than the simple value
added criterion that can be used under the COMESA FTA, for example.

SADC ROOs have also continued to evolve over the past few years. The treatment of productssecsomeas

remained subject to review and negotiation. One of the most contentious issues has been the differentiated tr¢eatment
afforded to SACU clothing imports from four of the Least Developed Countries in SADC. Mozambique, Malgwi,
Tanzania and ZambieMMTZ) have in the past received a derogation to rules of origin (single transformatign)
under which certain lines of clothing exports from these countries to SACU would qualify for preferences under

SADC even if they were cut and sewn (locally) from théodintry fabric. This derogation from the main rules hag

however been subject to various restrictions, including quantitative restrictions and administrative arrangemgnts to

ensure compliance as well as time limits. It was last granted at the end of A0@land was set to run through 31
December 2009. Since then, however, the derogation has not been renewed.

COMESA ROG have caused problems t&ghile COMESA has adopted a 35% valagded rule, not all countries

have adopted this. Egypt unilaterally inges a 45 percent local content rule. Until recently, Zambia, Uganda and

Malawi did the same. Rules in two sectors have also proven to be particularly contentious under COMESA.
wheat flour, the35% value added rulkasgenerated difficulties for exporein Egypt and Mauritius that do not

For

produce wheat grain, but import the raw material from the world market. In periods of high wheat prices, sugch as

those experienced in 2007, this meant that these countries were unable to meet the value added tedlittemen
palm oil, there have been disputes over ROOs (e.g. Zakghiga) because of difficultiegssigningvalue added.

These have arisen because a nhumber of products can be produced from the raw material such as cooking ¢il, soap

and margarine.

34. Compliance costs witAdministeringcertificates of origin also undermine preferential margins
and therefore the incentive to trade regionally. Shoprite, for example, dg&88s8million per year in
dealing with the re tape (e.qg. filing certificates @irigin; obtaining import permits) necessarily to secure
US$13.6million in duty savings under SADCsee Box 4.

Box 4: Obstacles facing the utilization of tariff preferences in SAQe case of Shoprite

Shoprite is a South Africabased retail anthst food companyhatoperates over 1,200 stores under variousazam
(e.g. Shoprite, OK Furnitur&heckers, Hungry Lion, Usave, House & Home) in 17 African courdisesell asn
India. The compangiccounts for @ percent of South African retail trade.

In 2009, over 15% of Shopriteds r even iIneeacuriogahasa kdyr (
challenge has been administering compliance with the rules of origin to q@alifADC preferences on
consignments sent to its stores adgsof SACU. In particular:

1 The value of SADCpreferences to Shoprite was US$1gdlion in 2009 onUS$550 millionof exports to the
region (implying an average margin of preference of 2.4%).

1 The cost of proving eligibility for preferences on this trades US$5.8million in the same year. These costs
comprised: 40% for staff to maintain customs data for shipments; 40%hwuge clearing and forwarding; and,
20% on the maintenance of a library to demonstrate compliance with rules of origin for suppliers

Source:Charalambides (2010).
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35. Woolworths does not use SADC preferences at all in sending regipnatlyced consignments

of food and clothing to its franchise stores in+8RCU SADC marketsnstead it simply pays full tariffs
because it currently deems the process of administering ROO documentation to be to&stosthyes
indicate that in 2009 it could have lefited from duty savings of US$O0r6illion on US$3.2 million of

exports to Mozmbique, Tanzania and Zambiaa cost saving on imports for franchise holders in these
markets of up to 19% and a strong incentive to source more of its products regionally (Charalambides,
2010).

(iv) Poorly designed technical regulations and staradds limit consumer choice and hamper
trade
36. As tariff barriers have come down on both regional and international trade, the way in which

technical regulations and standards are designed and implemented is playing an incrieasimtant

role in trade outcomes. Used correctly, technical reguldfiansd standards are a core part of any
countrydéds O6softd infrastructure. They form an i
influence the possible routes to securim@rket access in both regional and global markets. As
information, standards spread knowledge on the requirements for market acceptability, reducing
uncertainty for both producers and consumers. Efficient technical regulations and standards therefore
havethe potential to benefit all countries within the Southern African region, particularly for small firms
that often struggle to meet the costs associated with information about potential export markets.

37. However, standards regimes in SoutherncAfdre not achieving these objectives. Instead they
are often characterized by an oveliance on mandatory inspections and certifications, unique national
(rather than regional or international) standards, overlapping responsibilities for regulation and,
occasionally, heavy government involvement in all dimensions of the standards system.

38. This creates unnecessary barriers to trade, especially when technical regulations and standards are
applied in a discriminatory fashion against imports. Funioee, when domestic and foreign technical
regulations and conformity assessment regimes differ, additional costs are imposed on suppliers that cater
for domestic and export markets since they may have to produce under different standards for each and
the gpod or service may be subject to testing at both origin and destination. These costs are further
increased if different trading partners themselves impose different requirements.

39. The effectiveness of national standards bodies in Southern Afriea eansiderably, from world
class leaders to virtually ineffectivé-or the standards bodigsthe smaller countries it would, therefore,
be better to seek closer collaboratieith South Africa,within the context ofSACU or SADGC rather
than increasig recurrent budgets to establisdependentegulatory agencieasnd conformity assessment

14 A technical regulation is a compulsory specification imposed by a governmentute sepublic policy objective
such as health, safety and environmental or consumer protection. In contrast, standards are voluntary and market
driven and reflect the demands and tastes of consumers or the technical requirements of industrial buyers. Both
technical regulations and standards can of course be technical barriers to trade. For example, when a standard is
referred to within a contract of sale, conformity with it becomes mandatory for the purposes of the transactions
covered under the contract. dther words, while compliance with a standard can be legally voluntary, it might be
de factonecessary to ensure sales since voluntary standards can be enforced by the market.
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bodiesthat may otherwise always have trouble with staffilgwever, nost authorities in Southern
Africa still believe that they need tievelop regulations arabnduct testing themselves.

40. Internationalgood practice is to use technical regulations only to ensure core public policy
objectives such as maintaining safety. Standards should be used in all other cases, including indicating
product characterists to consumers (e.g. colour, taste, size). By using voluntary standards more
intensively, as well as applying more rigorous regulatory impact assessment (RIA), creates a more user
friendly system for businesses and traders. But in many Southern Afrazaniries, scarce public
resources are being wasted on developing and enforcing technical regulations that go well beyond issues
of purely public interest into other areas, like quality attribotesven classic protection

41. One example is shoes iMauritius where the Chamber of Commerce has proposed the
development of a regulation to govern their quality to prevent the entry of low cost Chinese sandals that
are perceived to have a tendency to break or tear more quickly than domegtimddigedones
However, these are often the only shoes that the poorest people in Mauritius can afford to buy.

42, Similarly, in most Southern African countri¢ere are also no procedures by which technical
regulations are assessed in terms of their consistency with public policy objectives; whether countries and

the private sector have the capacity to implement them; or, their impact on trade and compsstifiiene

main objective, therefore, should be to make regulations more efficient at achieving public policy
objectives while minimizing their impact on trade. In particular, n6 Of f i ce of Regul ato
similar structure esls in any Southern Africa country to review the justification fdsoth new and

existing technical regulations.

43. The absence of RIA causes problems and raises trade costs. For example, in Mauritius the
Dangerous Drug Act bans the importation of a list of toxic chemibailsthere is no capacity to test
imports of final products containing these, such as paints (Brexitah, 2009). South Africa has only

just started to provide routine impact assessment for new technical regulations, although problems persist
with a numier of regulations developed before this. For instance, the environmental levy on plastic bags
was introduced there to reduce problems associated with litter, but tméctdaegulation governing it

also ended up regulating unrelated issues such as tiraum thickness of the plastic to be used as well

as the size of thexethat could be printed on the bags

44, Multilateral accords such as the WTO TBT Agreement as well as regional ones including the TBT
Annex to the SADC Trade Protocol advocéttat countries adopt international standards where both
avail able and relevant to the countrybds stage of
create unnecessary barriers to trade. But in practice, natiglealbloped standards and technical
regulations often dominate in Southern Africa.

45.  An example where a lack of applied harmonization is restricting regional trade is Portland cement.
There are at least five types of Portland cement and differences in standards for the prodyct large
concern how these types are classified. While SADC has managed to agree on a harmonized standard
(based on the European one) for cement, some member states have not withdrawn their own competing
regulations based on old British standards that were ale®glin the 1950s. The difference in standards
(classification of cement) is important in practical terms because it determines the design of buildings that
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are built using it. Construction on the first Mozal plant in Mozambique, designed to be buiEWyith
classified cement, could not use locgdypduced material since this was not accounted for in the building
plan.

46. A second example in which differences in national technical regulations are restricting intra
regional trade in Southern Africa the transportation of hazardous chemicals. The classification used to
identify these differs among countries. This means that as chemicals cross borders they often have to be
reclassified, which can even involve changing the type of vehicle used tpdratiee chemical at the

border. Again, differences do not affect safety of the product, but are simply a matter of classffication.
South Africa is now proposing to adopt an internationally harmonized technical regulation domestically
(based on the UN sigm for classifying hazardous chemicals) that it then aims to extend regionally by
getting industries in neidgoring countries to participate

47. Standards bodies in most Southern African countries are often the same as those that do the
conformity assesnent and run their own laboratories. This can create (at least perceived) conflicts of
interest with frequent allegations from the private sector that testing requirements for technical
regulations are set in such a way that the laboratories are gudranteess. Within Southern Africa,

the regulatory function has been split for just one colintBouth Africai and this only very recently.

Until February 2009, the South African Bureau of Standards (SABS) assumed the responsibility to both
develop stamakds and make them compulsory (in its regulatory division). But it now only develops
standards and testing leaving a dedicated regulatory body (the National Regulator for Compulsory
Specifications) to do the enforcement work.

48, There is also no countryitin Southern Africa that bases its conformity assessment on a formal

risk assessment of the consequential costs should a good or service fail to meet the requirements of a
technical regulation. Consequently, in some Southern African countries theresappea a tendency to
implement technical regulations that are very difficult to justify on scientific and technical grounds as to
why protection is required. This is most often the case in those very countries that have national standards
bodies with thi& own laboratory capacity which tend to favor approaches for testing that use them. This is
contrary to international best practice and is costly for the country as a whole as it means the government
is obliged to keep on providing modern testing equigmée supplier may have to have the goods tested

and retested every time they transit a border; and, ultimately consumers pay a higher price for the end
product associated with these unnecessary services.

49, Within Southern African countries, the absenof clearly defined principles for regulation,
procedures and responsibilities often leads to duplication across ministries and agencies. This is often
reflected in the need for permits or licenses to trade from a number of institutions, all of which may
ostensibly be designed to achieve similar objectives. For example, in Mauritius the export of fish requires
permits from the Ministry of Fisheries and the Ministry of Agriculture which are used to collect
informationi information that is also recorded Bustoms and readily available from them (Brengbn

> The problem is aggravated by differences that also exist in national regsldfor example, South Africa itself
has six national regulations that cover the transport of dangerous chemicals. Transportation of chemicals by rail is
governed by one set of rules and road transport by another. Labor used in the transportationcafschamiyet
another set of regulations. Added to this, each municipality can require permits for hazardous materials passing
through their jurisdiction. For some, trucks must arrive empty before a permit is issued.
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al., 2009). And in South Africa, fixed telephony equipment such as fax machines have to comply not only
with technical regulations for safety (administered by SABS) but also overlapping specificdfiting re

to electromagnetic interference and connectivity (administered by the Independent Communications
Authority of South Africa). These impose additional costs for traders and the private sector due to
creating multiple requirements for the same produifferences in administrative measures and
confusion over which technical regulation takes precedence in case of dispute.

(V) Other nontariff barriers restrict opportunities for regional sourcing

50. Other barriers such as trade permits, export taxes, import licenses and bans als&pepsitt,

for example, spenddS$20,000per week on securing import permits to distribute meat, milk and-plant
based goods to its stores in Zambia alone. For afitdes it operates in, about 100 (single entry) import
permits are applied for every week; this can rise up to 300 per week in peak periods. Lack of coordination
across Government Minigés and regulatory authorities alsmises significant delays, partiatly in
authorizing trade for new produc#nother South African retailer took three years to get permission to
export processed beef and pork from South Africa to the Zambian market.

51. In SACU, national protection for infant industries has mfteeen used to justify import bans.
Seasonal import bans on maize, maize meal, wheat and wheat flour ensure that domestic production is
consumed first. Swa z i weraeffettigely prahfbicedor Isalf af Z009wdtauset f | o u

no import permi wereissuedfor six months of that year

52. Export taxes also impose costs and inhibit the development of regional supply chains. A case in
point is small stock exports from Namibia. Since 2004 the Namibian Government has established a
scheme to mcourage local slaughtering. Initially under this scheme quantitative restrictions on live sheep
exports were imposed coupled with a discretionary permit system. These have since been replaced by a
flexible levy. Under the former arrangement, the quartftyive sheep allowed to be exported from
Namibia was set as a function of the number of sheep slaughtered domestically, initially set at 1:1 but
later ondecreasedo 1:6. Under the latesirrangement, quotas for live sheep exports have now been
abolishedand, instead, replaced with a flexible ad valorem levy of betwee0 Jfercent® The new
arrangement is more restrictive than the old quota systenhasdrtually closel the border for the

export of any live sheep from Namibia to South Africa.

5. The i mpact of Namibiads export restrictions on
Africa has been significant, and particularly adverse on abattoirs situated in the Northern and Western
Cape. Examples are numerous. Between July 2004 ayd2BP@8, Namibian exports of live sheep to

South Africa decreased by 84%. Total sheep production in Namibia also fell from one million in 2008 to
800,000 in 2009 as traditional sheep framers have switthelternative activities such asttle and

game faming. There have also been cases of livestock smuggling from Namibia tothecidx In

South Africa, 975 fultime jobs are at risk due to the scheme, especially in the bigger abattoirs that focus

on slaughtering Namibian sheep during the low seasbatter utilize slaughter capacity (Talijagtal,

%The levies collected will be pooledto a special fund under the custody of the local Meat Board, and used for the
development and promotion of the sheep industry.
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2009). In addition, Namibian shefgrmershave become almost entirely dependent on the four Namibian
export abattoirs where they were previously able to sell more sheep to the South African market and
received a higher price (PWC, 2007). At least 90 percent of the carcasses from sheep slaughtered in
Namibia are exported to South Africa, so the small stock export abattoirs in Namibia have essentially
been granted an oligopsony where they do not haverform efficiently or pay a competitive price to
producers. These same abattoirs were supposed to do value addition to the primary product for the benefit
of the domestic industry but over the past six years have largely failed to do so apart fromratgughte

and skinning sheep locally.

(vi) Tariff peaks persist and necessitate NTBs

54, The restrictiveness of ROOs, lengthy delays at borders and other NTBs such as burdensome
administrative requirements for customs are often related to the pasistetariff peaks. South Africa,

for example, has the most developed textiles sector in the region as well as a mature clothing industry.
Both sectors are facing increased wage costs and so are heavily protected by a high SACU common
external tariff. In oder not to undermine this protection, South Africa has maintained a restrictive stance
on ROOs (requiring double transformation) for preferential imports of clothing from other SADC
countries to prevent the use of lowmrst third country fabrics (e.g.dim China) entering through SADC
countries (with lower MFN tariffs) for sale in South Africa.

55. Large differences in applied MFN tariffs between neighboring countries in the same RTA as well
as large gaps in tariffs between similar products thezefoeate incentives for trade deflection or even
fraud, misclassification and smuggling. These all require additional customs resources and measures to
deal with which, in the absence of these problems, could instead be used for trade facilitation.

56. Lower, more uniform tariffapplied across all countriegould significantly reduce the need for

many of the barriers which persist on regional trade in Southern Africa. While the objective that the
SADC FTA cover at least 85 percent of iRBADC tradce by value has been met for most countries, tariff
reduction commitments on the remaining sensitive products for which tariff peaks are most commonly
found (textiles, clothing, cotton, cereals, dairy, motor vehicles) are starting to lag. Some SADC ountrie
have also failed to formally join the FTA. Malawi still imposes its 2004 tariff commitments on SADC
imports, although it has recently announced that it will soon be taking steps to align its tariffs to meet its
current obligations (Kandodo, 2010).Zimbebwe is also lagging in its regional tariff reduction
commitments and is even proposing to increase duty on competing products imported under SADC to
relieve import competition. The proposal will affect imports of food preparations (from duty free under
SADC to 10% tariff); piping (to 15%), plastic packaging (to 15%), flexible containers (to 15%), and
galvanized steel sheets (to 20%) (Government of Zimbabwe, 2010). Angola has yet not yet presented a
market access offer under the SADC Trade Protocol and #moE€ratic Republic of Congo and
Seychelles have yet to accede to it. Madagascar

"specifically, the 2010/11 Budget Spimpodsofrawentiterieds t o r ed
from SADC.
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countries, there are also some sectors which will not be liberalized at all or for which regional trade is
more closely rgulated e.g. sugar (see Box 5).

Box 5: The SADC Sugar Cooperation Agreement

The SADC Sugar Cooperation Agreement under the Trade Protocol outlines the market access arrar
for regional trade in sugar between SADC member states. It is desigaewareciprocal market access
agreement for n6BACU SADC countries exporting to the SACU market with the goal of full liberalizaf]
and reciprocity by 2012. Each n@ACU SADC country is granted access to a portion of the SACU sug
market based ontlen n u a | growth in SACU demand. Each c
determined by the size of its net surplus (defined as domestic output minus domestic consumption al
exports to the EU and US under preferences) relative to total SADC net sugas gugoluction, with a
guaranteed minimum access of 138,000 tons. In addition, an annuditesutyriff quota of 20,000 tons of
sugar to the SACU market is open to #®ACU SADC net surplus sugar producers. Access is allocated
according to the net surplpsoduction of each country relative to total FPACU SADC net surplus
production.

57.  Tariff barriers to intraregional trade also persist in COMESA. While tariff elimination on intra
FTA trade is complete, most COMESA nBifA members (Demaocratic Republic of Congo, Comoros,
Eritrea, Ethiopia, Seychelles and Uganda) still impose relativigly tariffs on intraCOMESA trade
although a few (e.g. Seychelles) have shown a willingness to join the FTA soon.

58. Under SACU an established customs uniotariff barriers also persevere. The SACU Agreement
permits national protection for infamtdustries in the BLNS countries but not in South Africa. Under the
provisions for this, the BLNS countries can impose duties on imports from South Africa provided that the
same tariffs are also imposed on imports from the rest of the wéaltiibia has sed the provision to
protect a pasta manufacturer and broilers and maintains protection on Wkdraduction even though

the SACUmandated year limit to do this recently expired. Botswana has recently used the provision to
limit imports of specific vaeties of tomatoes and UHT milklowever, the economic evidence to support
infant industry protection based on developing globally competitive firms or creating significant numbers
of sustainable jobs remains very weak (see Box 6). The costs associaitdisviype of protection are

also high.Erasmus and Flatters (2003) find that infant industry protection for Namibian pasta increased
prices and limited choice, since quality imported pasta made using durum bdwsmne largely
unavailable but created ks than 20 jobs. Flatters (2010) estimates that Botswana protection for its UHT
milk production cost consumers there US$16 million per yesguivalent to at least US$160,000 per job
savedwhere the annual wage of factory worker in Botswana is no moreWs$1,500 While South

Africa is not allowed to protect its infant industries under the SACU Agreement it has managed to shield
its mature sectors from int®ACU competition througimposing antlumping duties (most cently on
imports of chicken).
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Box 6: Creating comparative advantageesiodustrial policywork?

Several countries, including South Africa, have encountered some disappointment with the results of
i ber al economic policies, al so t ecountias evertfoliosved\ha pu
form of these policies, some countries in East Asia adhered to some (but far from all) of its compongnts and
experienced extraordinary rapid growth for a period of three decades or more. Examples include South Korea during
the 1960s70 and Malaysia in the 197@9s. But other countries that managed to align their macroeconomic and
trade regimes much closer to the idealized consensus failed to experience comparable growth. Consequently in some
African countries, and many tin American ones as well, there is now an understandable search as to why and
many policymakers have expressed interest in exploring options for industrial policy which can include thg use of
infant industry protection.

So, is there a case for governminiérvention to actively promote particular sectors, at the expense of others?

Almost all countries, including Southern African ones, use one form of industrial policy or another. Market failures
often inhibit trade such that left unattended a markstesy may not yield socially efficient outcomes. The issue,
therefore, is not so much one of no intervention versus intervention buttfaifi@m these interventions take.

One view is that export growth and diversification are best promotadleashing the power of the market gnd

reducing the role of government as much as possible. In other words, problems with poor trade performance can be
associated with Agovernment failureso s ucBingdastorgoil ot ect i
production needed to grow efficient ones); creating barriers to competition; and, rent seeking. Consequently the
most appropriate role for government policy is simply to remove these constraints.

The opposite view, similar to that prevadj in South Africa today, assumes that firms may produce tradable goods
at an initial cost disadvantage, due to the limited industrial history of the country, for example, but if temporarily
nurtured can become more cost efficient to compete with impotisei local market or successfully export. This
process requires more activist seetpecific policies to create dynamic scale economies (infant industries).
Government interventions therefore require the proper identification of shortcomings and tlewmimation of
policies to deal with them (Rodrik 2004; 2007). However, even here, strategic trade policies (e.g. tar|ffs) are
unlikely to be the most efficient instrument and better policies will always be available.

So has industrial policy worked leson international experience and is it still relevant in an increasingly globalized
world?

Pack and Saggi (2006) show that the economic evidence in support of infant industry protection is weak. While
government intervention may -@xist with successpimany cases industrial policy has failed to yield any gaing and

the costs of mistakes (e.g. in providing subsidies) have outweighed the benefits even where industrial policy has
been successful. Four main reasons are cited for this. First, governmeimsfiaaive at picking winners. The
prospects for most new industries are uncertainnandneknows whether or not a particular infant industry will|be
profitable in the future. Secondly, strategic tariff policy is subject to capture by industrialdaisbli@bor unions
Thirdly, the evolution of globalization (i.e. the emergence of international production chains andleouyer
networks) makes industrial policy less relevant since simply achieving low costs is no longer sufficient tq realize
foreign sals. For example, retailers often place very large orders that are well beyond the production capacities of
smaller firms even if they have learned sufficiently to become cost competitive in small quantities. Finally, globally
competitive firms increasinglyequire the ability to adjust rapidly to demands for: improvements in their quiality;
changes in the characteristics of their existing goods and services; and, very fast innovation to produce rew goods
and services. Governments are simply too slow to respon
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59. Restrictive tariffs on third country imports also remain. Since-egjianal trade is, and will most
likely remain, more important than regional for most Southern African countries, it is essential that
regional integration policies beutwardorientated. High external tariffs lead to trade diversion and
reduce competitiveness of countries on both regional and global markets.

60. Table 7illustrates applied MFN tariffs across Southern African countries. It shows thato&ir m

countries in the region over oftfeird of tariff linesarepeaks(high tariffs with an ad valorem rate equal to

or over 15%) The table also shows that tariff structures vary greatly in terms of their complexity. The

most complex case by far is SACU ia, despite having 60 percent of its tariff lines dirge, has 36

nonzero ad valorem tariff bands rising to 100 bands if-adnvalorem rates are included. While
significant progress has been made i neadlyil®@syr al i zi |
tariff reductions largely stopped pek®99 once South Africa had met most of its WTO Uruguay Round
commitments.

Table 7 Most Southern African countries maintain a high number of tariff peaks

Country Average # nonzero ad| Maximum % of duty-free | % of tariff
applied MFN | valorem tariff | tariff tariff lines peaks
tariff bands
% % AL5%

Angola 7.3 6 30 0 10

DR Congo 12.0 3 30 0 35

Madagascar 12.5 3 20 2 38

Malawi 13.0 5 25 10 37

Mauritius 2.9 3 30 88 6

Mozambique 10.1 4 20 3 34

SACU 7.8 36 60 60 21

Tanzania 12.6 9 100 37 41

Zambia 13.8 3 25 19.3 33

Zimbabwe 25.5 18 60 6.2 35

Source:UNCTAD TRAINS

61. Thecurrent SACU tariff structure largely reflects the relative strengths of previous sector lobbying
efforts, and is riddled with inconsistencies that have inadvertent effects. For example, in 2004 the SACU
rates on salmon, trout and smoked fish were 25%ewthiha, sole, halibut, lobster and crab were duty

free. Rates were 35% for mangoes, 20% for strawberries, 10% for dried apricots, 5% for bananas,
oranges, grapes, pears and kiwi while nuts were duty free. Tea attracted lower duty if it was imported in
smaler packages (see Edwards and Lawrence, 2010). Tariff rationalization and simplification therefore
remain pressing issues for the region as is the persistence of high protection in sensitive sectors, such as
textiles and clothing.

62. South Africa, foits part, has chosen a growth and development path that prioritizes upgrading in
labor intensive sectors through industrial policy interventions in the economy aimed at generating
comparative advantage and promoting value added expist part of thisa strategic tariff policyis
being advocated in which import duties are decided on a dmegwector basis. Duties on mature
upstream input industries will be lowered or removed to lower costs for downstream production and
tariffs on downstream industrieparticularly employmenrintensive ones, will be retained or raised,
limited of course by binding obligations under the WTO or other regional trade commitrirgs.
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approachassumesll market failures systematically retarding trade growth can be dihlbw strategic

trade policy on a sectdny-sector basigHoweverthe types of institutional emngements needed to pursue

it might have a high probability of capture by lobbies and, therefoley chance of succesA. better
alternative would be to pvide supportvithout the use of specific trade policiasdin a way that has no

overt sector bias such as providing information; improving access to credit; or, providing training that
benefits all firms and not just those in favored activities.

[ll.  What is being done at the regional level and which further policy reforms are needed
to reduce fragmentation in the Southern African market?

63. The previous sections show that integgional trade in Southern Africa remaicenstraineddue

to remaining hrriers. This section explores those reforms already being undertaken at the regional level
to address some of these constraints and identifies what more needs to be done to further reduce market
fragmentation.

64. Recent analysis suggests theducing the width of borders to reduce trade costs and enable firms
to scale up production is crucial in allowing firms to access both regional and globalsniddwéver,

as shown in Figure 8conomic borders in Africa remain relatively thick compaiedther parts of the
world and, within Africa, borders in Southern Africa are thicker tthemsein East Africa. How can the
width of these borders be narrowed?

Figure 9 Economic borders in Southern Africa remain thfick

Source:World Bank (2008).

18 The wider the border, the more the country limits trade, travel and the flow of factors of prodTicianeasure
uses information for average tariffs (World Bank data), capital openness (Chinn and Ito, 2006), proportion of
countries that need a visa taivithat country (Neumayer, 2006) and a press freedom index that includes information
such as internet filtering (Reporters without Borders for Press Freedom, 2007).
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® Reduce inefficiencies in transport, customs and logistics

65. Efficient logistics are critical for trade. In order for RTAs to be effective, iréggonal trade must

be able to move at low cost and without incurringniigant delays. Efficiency improvements in the
transport sector in Southern Africa would therefore have significant effects on reducing import costs and
increasing export competitiveness. Easing pealagted constraints would also increase returnsete n
regional infrastructure investments.

Policy is often as important as infrastructure

66. High transport costs in Southern Africa are a combination of many determinants that are very often
countryspecific. The problem can be attributednarket structure and regulation (Rizet and Hine, 1993)
as well as weak infrastructure and distance to major markets (Pedersen, 2001).

Figure 10 Main regional transport corridors in Southern Africa
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67. Inthe past it was simply assumed that large investments in improving African infrastructure would
reduce transport costs. While such improvements have facilitated road and sea transport (the efficiency of
rail transport in the regiohas deteriorated dramatically over the past decade) and reduced the costs for
transport firms operating in these sectors, there has been relatively little impact on trarispert
Possible reasons for this included most projects covering only a $iagkport mode or agency and
focusing more on the development of physical facilities rather than policy constraints. For example,
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inefficiencies at border crossings and roadblocks are also important and can make a significant
contribution to transit delayand costs (Arvigt al, 2007)*° Regional agreementspridor operations

(see Figure 10and the streamlining of regulations affecting transport have often been neglected. This
means that in addition to improving transport infrastructure, transporsprécealso be reduced through
ensuring there is strong competition and effective regulation of the providers of key transport services
within the region as well as streamlined border procedures.

Reducing border crossing times throwgteamlinng borer management procedures and
implementingrade facilitatiormeasuresvould have the biggest impact

68. Among these policy interventions, lowering border crossing times has been estimated to have the
biggest impact on reducing transport prices, at least along the main transports corridors in Southern
Africa. Delays at Beit Bridge and Ressano Garcia oftea gakinimum of four days, for example. The

cost of these delays to trucking companies at these borders have been estimated at US$3.5 million each
year, equivalent to a 25 percent surcharge on transport along the corridor (Teravaninthorn and Raballand,
2009. Creation of oneatop border posts (OSBPs) would therefore be a good solution for Southern
Africa to facilitate trade between South Africa and its neighbors. However, implementation of most
OSBPs that have already been agreed (see Box 7) is lagglmghifad schedule. OSBPs are also just one

part of a more comprehensivieorder managemesblution for the region. Rationalizing the number of
border agencies involved in crelssrder trade as well as the number of requirements for consignments
(e.g. impot permits) would also shorten the time it takes for goods to cross borders. For example, the
OSBP at Chirundu has now been established but the main outstanding issue there is the harmonization of
customs procedures. Consequently border crossing timesaHratat they used to be but only for
personal traffic. Crossing times for commercial traffic have stayed largely the same due to different
procedures required by the two countriesd aut hor.i

Box 7: Onestop border post initiatives in Southern Africa

Implementing OSBPs has experienced substantial attention in Southern Africa in recentheaevelopment of
OSBPsis an important complement to trade liberalization and regional integration efforts to increasegitnal

trade and alleviating conmaints to transit trade for landlocked countriEse main operational principle of OSBPs ig
that all border agencies from the countries concerned operatbysgige in the same control zone and coordinate
and integrate their activities as much as pdssib

Current initiatives to create OSBPs in Southern Africa include those between South Africa and Mozambigue at
Lebombo/Ressano Garcia; South Africa and Lesotho at Maseru Bridge; Mozambique and Swaziland; Zambia and
Zimbabwe at Chirundu; between Zimbabwad Mozambique at Forbes/Machipanda; along the TKatehari
Corridor; Tunduma/Nakonde between Zambia and Tanzania; Kazingula between Botswana and Zambia; and,
Kasumbalesa between DR Congo and Zambia.

¥ For example, along the Norouth Corridor, a journey of 3,000 kilometers from Lustkéhe port of Durban by
road freight takes on average 8 days to complete, including 4 days of travel time and 4 days spent at border
crossings. Thus, even though trucks when mowgiggrunning at speeds of-B0Okm/h, the effective speed of freight
movemen is no more than 12km/h. The cost of delays for an eight axle interlink truck has been estimated to be
US$300 per day, which given traffic volumes represents a loss of more than US$50 million per year due to border
delays (Cudmore and Whalley, 2003).
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Improving competition among regional transpmperators would also lower costs

69. Road transport in the Southern Africa region is the dominant mode of transport, linking goods and
people to the regional market. However, barriers remain at the regional level which constrain
opportunities for reignal providers. Policy reforms that might ease these constraints are as follows.

70. Finalize a regional agreement on market access for transport operdmoas effort to bring some
standardization to the many bilateral transport agreements, k&f@d a multilateral agreement for
signature by all member states in 2002. This agreement, based on a similar one is SACU, provides the
regulatory framework for liberalizing regional road transport. However some countries remain unwilling
to sign the agrement.

71. Expand the third country rule and cabotadgoth cabotageestrictions and the third country rule
aggravate the problem of scale in the region. For example, one of the reasons trucking costs in Namibia
and Botswana are so high is that small local trucking companies do not always manage to fill full loads
and, een if they do, they usually do not have any backhaul. This means exporters in these countries may
have to pay up to twice for road transport than that charged to a trader in South Africa. Allowing third
country operators and cabotage would help overcorsethcaleelated problems in the transport sector

and would lower prices.

72. Adopt nonrdiscriminatory road user charge§Vhile efforts have been made to harmonize road
user charges across the region (e.g. SADC and COMESA have both recommendedithaer charges

for trucks be US$10 per 100km) it is most likely that these will remain a matter of negotiation and
reciprocity between Southern African countries. This is due, on the one hand, to the different unit costs of
road infrastructure betweemuntries linked to traffic volumes and, on the other, to the many different
sources of road financing arrangements in plage road tolls in South AfricaVhat matters most,
however, is that foreign users do not pay more than domestic ones.

73.  Harmonize GVM and other transport restrictionall countries in Southern Africa used standard
limits, a truck correctly loaded in one country would remain correctly loaded in another. However despite
the strong case for harmonizing GVM requirernseacross the region, progress has been uneven. While
most SADC countries have adjusted to the regionally recommended limit of 56 tons, a few have not e.g.
Botswana (50,200kg), and often use lower limits to protect their domestic transport sectorrd hése a

other restrictions that differ between countries (e.g. pontoon and bridge restrictions) and some (e.g.
Tanzania; Mozambique outside the N4 corridor) do not allow interlink trucks.

74. Adopt a standardized regional third party insuranschemeThere are currently three main
systems of third party liability insurance in use for cfossler transport operations in Southern Africa,
namely cash payments, fuel levies (SACU) and the Yellow Card Scheme (COMESA). The COMESA
Yellow Card schemés the most successful and is valid in a number of COMESA member states meaning
transporters and motorists do not have to purchaseainse coverage at each bordeegional efforts are

now focused on expanding the scham&ACU countries. In the wide8ADC region there is not yet a
harmonized motor vehicle insurance scheme.
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(i) Rationalize border procedures for indirect taxes

75. In the absence of actually harmoniziteyels of indirect taxes across countries, addressing
bottlenecks to regiai trade arising from thapplication of different indirect taxes should be a priority

and should start with a process that standardizes procedures for administering VAT at borders; sharing
information between countries through a VAT information exchangtes; and, creating common
arrangements. For example, Lesotho is currently the only country in the region to have a bilateral
agreement with South Africa on VAT. This arrangement has facilitated trade between the two countries
by removing the need for thmporter to pay VAT on imports entering Lesotho and then obtain a refund
from SARS. Instead the importer simply submits the invoices to the LRA and the revenue authorities then
settle refunds and payments between themselves. This streamlined arrangeamnthat VATrelated
administration costs on trade between Lesotho and South Africa have been reduced: to 0.5% of the value
of each transaction versus up to 2% elsewhere in SACU.

76. In other parts othe world some regions have been able to do avthyfiscal frontiers altogether.
Instead, VAT on goods traded regionally is collected either at the point of sale (origin) or delivery
(destination). In the EU, for example, goods supplied between VAT registered traders are exempt with a
right to deducthe input VAT (zererated) on dispatch if they are sent to another member state and the
recipient is able to give a VAT number, whiatan be checked using a VAT Information Exchange
System. The VAT due on the transaction is then payable on the acquisitiengmods by the registered
trader in the country where the goods arrive.

(i)  Simplify rules of origin

77. It is apparent that the emergence of domestic content suppliers in Southern Africa, one of the key
arguments used in favor of restivie ROOs, has not occurred in the absence of viable downstream
activities. To the contrary, the growth in some

example, shows that regional production is responsive to el ROOs not more resttive ones.
Increasing exports of final products results in a much larger downstream market that can create
opportunities for local input suppliers to invest and replace imported inputs (e.g. Lesotho denim).

78. Consequentiithe World Bank has proged fivereforms to ROOs that would encourage the
development of new export industries, namely:

)} Providingexporterswith achoiceas to which rule (defined simply and transparently) they
apply e.g.either achange in tariff heading tesidéally & a disaggregated product leyvelr a
reasonable valsadded rulg20 percent)

1)) Eliminating all productand processpecific ROOswhich set out how a product is to be
made for originating status to be conferred

i) Removing the requiremeror certificates of origin for products with nuisance tariffs i.e.
those with preference margins below three percentage points;
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iv) Enforcing these simplified rules more consistently and effectively at customs to mitigate
and concerns over leakage @de deflection; and,

V) Greater use of risk assessment, especially for large, trusted regional traders who should not
require a certificate of origin for each consignment but, instead, should be able to submit these
electronically per batch.

79.  As part of the COMESAAC-SADC Tripartite initiativeto create an FTA covering all twenrsyx
member countries, straightforward ROOs will need to be agreed if this is to be effeltola. this,

ROOs cannot simply be harmonized betweenetkisting RTAs because a process rule in SADC, for
example cannot be merged with a valadded one in COMESA. One option to addressidisisewould

be to adopt the simpler EAC or COMESA ROOs which would be a good way to ease procedures at
customs, particularly for Sdugrn African countries that are members of two of the three agreements. An
alternative would be to design entirely new rules that are simple but might, for exanolplge transport

costs. Thidgs of particular importance tandlocked countries since wrdsimple value addition rules
imports are valued at their factory gate price. Countries with high import container costs can therefore
struggle to meet originating status unless import transportation costs are taken into act@unsport

costs are dively targeted for reduction through increased trade facilitatitmwever, it should be noted

that historically there have been difficulties withgreeing ormore liberalROOsfor the region.For
example, wen the SADC Trade Protocol was negotiated, CGMEnembers of SADC proposed the
simpler COMESA rules then, but South Afrida not accept.

80. In additiorto reformingtherules other initiatives to reduce the costaaiministeringROOsshould

also be considered. Shoprite, for example, producde 8000 SADC certificates of origin per month,

all completed manually with up to 150 certificates of origin required per load. If a regional concession
allowing the grouping of HS codes for certificates of origin were granted, this could potentialtg redu
Shopriteds workload in admini sWS8x70,000per yearrfor thi§ pr ef
retailer alone. A move to arleetronic filing and an Authoremd Economic Operator Seime would

further cut costs by US$4riillion per year. In ZambigShoprite has become accredited with the Zambia

Revenue Authority to use a pnearket approval process (including for import permits). This has reduced

the time its trucks must wait at the Zambian border by dpuodaysi at an average saving US$50€r

truck per day.

(iv)  Streamline product standards

81. It is important that Southern African countries put in place procedures to ensure that technical
regulations are designed and implemented to enhance trade by easing their burden on producers, but
without compromising legitimate public policy objees. The answer, therefore, is not simply a matter

of liberalization and deregulation but rather onebetter regulation andmore effectiveregulatory
agenciedhat, while not compromising health and safety objectives defined by national legislatitn, lea

to specification and implementation of regulations in a way that promotes regional competitiveness and
growth. The key steps to doing this are as follows.
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Increase transparency in standards design and decrease, where appropriate, reliance on
technical requlations

82. Governments in Southern Africa should consult with the private sector and other stakeholders
more regularly and systematically on standards design and implementation as well as developing a
framework fo providing information to them. Focal point institutions (at the national level) should be
assigned to disseminate information on standards and technical regulations both domestically and
regionally. These should also put in place channels to allow &nmdsndividuals to dispute the decisions
made by officials in regards to technical regulations, standards and conformity assessment.

Review existing standards, technical regulations, permits and licenses and, for the
introduction d new ones, make greater use of regulatory impact assessment

83. There have been recent successes in Southern Africa where RIA has prevented some technical
regulations considered unnecessarily burdensome to trade from being introduced. One example of
proposal that was blocked would have mandated the use of (more costly) DOT 4 brake fluids in vehicles
in South Africa instead of DOT 3, which is used in most cars in other countries, including the US, without
any problems. This compulsory specification brake fluid was to apply at the point of sale (i.e. not of

use) and to have enforced it would not have had any effect on the existing brake fluid used in South
African cars. However it would have unfairly discriminated against a major manufacturexorter of

brake fluid in Durban, which at the time was producing and exporting DOT 3 fluid, mainly to India. The
withdrawal of the compulsory specification was to prevent it from unfairly affecting this business, as
exports ar e de e nthdfricarslanasdavboutd shérefarenhdve beenSavered by it.

84. Southern African countries should, therefore, set up regulatory review committees to ensure impact
assessments are conducted both for existing as well as new technical regulationsnioedtteir costs

and benefits; whether the economy as a whole benefits; or, whether less burdensome mechanisms (e.g.
standards) could generate equivalent public policy outcomes.

Intensify efforts to harmonize standards and technical regn&ét the regional level
in those sectors that are likely to bring the greatest gains

85. The SADC Trade Protocol obliges standards bodies to withdraw conflicting national standards
when harmonized ones have been agreed (see Box BapBlication remains lackirfd.Only Namibia
and Swaziland, which recently created national standards bodies of their own, have adopted-all 78 (to

2 To compare with Europe, once an EU standard has been accepted every member state has a specific period of time
(6-12 months) to withdraw its national standards and replace it with the regional standard.
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date) of the SAD&@lefined harmonized standards for the region. There are also different ways in which
harmonkation can be achieved in the region, that differ widely in effect.

86. Where agreement on harmonized standards cannot be reached, the Trade Protocol also urges that
mutual recognition be explored so that member states accept as equivalent teeguigabdns of others,

even if they differ, provided that they adequately fulfill the same policy objectives. However mutual
recognition is a long way from being accepted in Southern Africa.

87. To increase regional trade, Southern African countriesildhtherefore intensify their efforts to

adopt either i) internationally agreed standards where these adequately reflect the circumstances of these
countries; or, ii) regionally agreed standards where these have been developed. At the regional level,
exiging efforts to harmonize standards e.g. SADCSTAN should focus on priority sectors (defined by
volume of trade or affecting trade with the most number of countries) to keep costs low and bring the
highest benefits. A key constraint in designing and enigraiegional standards is that it requires
countries to have strong national standards bodies. Capacity building, therefore, also remains important.

Box 8: Standards harmonization among SADC member states

All the national standards bodies in SADC participatéhan SADC Cooperation in Standardizati@ADCSTAN).
Within it a country can propose a regional standard for a good or service that if accepted by other member |states is
adopted as a harmonized SAD@rslard. So far, harmonized standards have been agreed for 78 products and
services. Participation in regional standards development has been uneven but is improving. For exai®fe,| 60

of regional standards developed have been to South African staratémolsgh increasingly other countries are
becoming more active in making proposals such as Mauritius (for agricultural products), Botswana (for construction
services) and Zimbabwe. A key challenge, therefore, is participation of the region. There aeatddéfecls of
standardization competence, skills and knowledge between countries. The national standards bodies in a few SADC
countries (e.g. Tanzania, Malawi and Zambia) are also involved with efforts to harmonize standards i other
regional groups, narhe COMESA and EAC, which has resulted in different harmonized standards being agreed
between the RTAs. It will be important for the various regional groups in Southern Africa to coordinate on standards
issues so that there is a consistent approach. Tripartite FTA is to be effective, harmonization and coordinatipn

of standards between these RTAs will be especially crucial.
Another challenge is language. Portuguese, French and English are used in the region so if a SADCSTAN gtandard
is developed in, &y, English then Mozambique, for example, is required to translate this into Portuguese and then
back into English again before the harmonized standard is agreed. This is a costly process and can causq disputes.
For example, a standard on salt developedbgzambique was translated into English by South Africa but when
translated back to Portuguese was objected to by Mozambique on the grounds of it not being the same as the
original.

Finally, ome regional standards hawéso been developed without any real sense of prioritizatind soare
unlikely to bring significant increases in regional trade (e.g. frozen peas and dried apricots).

2 For example, about fifty international organizaso(e.g. the 1SO) have developed their own internationally
recognized standards, often with strong private sector input, and are encouraging countries to harmonize their
national standards and technical regulations with these. In theory, therefore,esocotiid simply pick from them
although these standards are often drawn up by committees dominated by developed countries that may not always
reflect the particular circumstances of low income countries. Perhaps as a consequence of this, Ministries and
regulatory authorities in Southern African countries have developed their own standards and technical regulations
which are sometimes variants of international standards but in other cases are still very muchspeaitficy
technical requirements developiedisolation from other stakeholders. These can sometimes, whether intentionally
or unintentionally, restrict trade.
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Avoid duplication by allowing mutual recognition and encouraging specialization in Sénith A
for standards accreditation, certification and testing for the region as a whole

88. The success of regional standards harmonization processes such aSTIRDGvill depend
heavily on countries6é conf or mityheacomtees g thersgion pr oc e
i.e. recognition of test data, product certification and accredited competence of conformity assessment
bodies. Otherwise, producers are obliged to perform additional or repeated tests of their products in
regional markets or tmvite foreign inspectors, thereby increasing trade costs and rendering the whole
regional harmonization exercise largely worthless. This requires mutual recognition and for this to be
achieved countries may need to adjust their certification, accreditatid enforcement capacities to

similar levels.

89. Alternatively, economies of scale could be exploited by the smaller countries relying on fewer
accredited regional service providers for testing, inspection and certification instead of many national
ones. Unlike other regions in Africa, Southern Africa has the distinct advantage that world class testing
bodies and accreditation are already available in South Africa. Regional integration could leverage the
capacity of these advanced service providersupart exports and capacity in the less advanced
countries as well as eliminating the need for double testing on regionafifiduae are however several
constraints to realizing these objectives. First, while South Africa isgHi€ient for a largepart of its
laboratory and testing requirements it does still need to rely on the use of overseas facilities for specialty
analysis e.g. in certain types of chemicals or specialized textiles. Secondly, the costs of transporting
samples from regional partrseto South African testing facilities can be high. For example, while samples

of Namibian shellfish are often sent to facilities in South Africa to test for contamination before full
consignments are exported to the EU, the cost of sending these hasééas an argument to establish
nationally accredited facilities in Namibia.

90. A positive development has been the recent creation of SADCA, the regional accreditation structure.
This has been tasked with defining a suitable accreditation infrag&uo enable organizations in SADC

to access accreditation services from internationally recognized accreditation bodies within their countries
and to form a regional accreditation service (SADCAS). In this way, SADCA should facilitate the
creation of goool of internationally acceptable accredited laboratories and certification bodies within the
region.

(v) Remove other nostariff barriers to regional trade and curtail the development of
new ones

91. A key consideration ihos conditionsunder whichNTMs are needetb achieve legitimate public
policy objectives such as health and safegrsus those in which they are not such that thesfify as
NTBs and are simply protectionist and imps® unjustified burdens on trad&t the multilateral level,

#|ndeed, SANAS already operates outside of South Africa. For example, the Tanzania Bureau of Standards is in the
process of getting its Heratories accredited by SANAS, which is said to be cheaper than obtaining EU
accreditation.

48



some core principles have been specified for NTMs not to be classified as NTBs. These are based on:
ensuring transparency; nascrimination; using international best practice wherever possible (e.g. for
standards); and, proportioitgl to risk. However NTBs may also include those measures that while
seeking to achieve legitimate objectives nevertheless impose unnecessary burdens on trade through
inappropriateapplication In other words, the barrier can relate to the administrafi@nnoceasure as well

as the measure itself.

92. RTAs in Southern Africa are aware of this and have developed procedures for reporting,
monitoring and eliminating NTBs to regional trade. Key to their success will be identifying tsetsob

NTBs thatare the most unnecessarily trade restrictive as well as the establishment of effective institutions
and processes to deal with both existing NTBs as well as the incidence of new ones.

SADC is wellplaced to eliminate NTBs to regional trdole# more needs to be done

93. The SADC Trade Protocol directly addresses NTHs.exampleArticle 6 calls for the elimination

of all existing forms of NTBs and for Members to refrain from imposing any new ones. The issue of
NTBs hasalsobeen risingup the SADC political agenda since the Midrm Review of the SADC Trade
Protocol in 2004. By 2008, SADC Ministers of Trade had identified the following types of NTBs for
elimination:

Cumbersome customs documentation and procedures
Cumbersora import and export licensing/permits
Import and export quotas

Unnecessary import bans and prohibitions

Import charges not falling within the definition of import duties
Prohibitive transit charges

Complicated visa requirements

1

1

1

1

1

1 Restrictive single channel marketing
1

1

T Presshipment inspection

1

National food security restrictions
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94. In some of these areas there has been progress, but in most barriers still Fenr&iample the

2007 Audit on the implementation of the SADC Trade Protocol foimad all member states were
implementing many of the trade facilitation instruments that had been rolled out by SADC. However
those governing the creation of a regional custdrassit system, for example, havety® be
implemented (see Tablg.8

Table 8 Progress has been made in implementing SADC trade facilitation instruments

Instrument Bot Les Mal Mau | Moz | Nam | RSA Swz Tan | Zam | Zim

WTO Valuation Agreement Y Y Y Y Y Y Y Y Y Y Y

HS Coding System

a) Schedule of Concession Y Y Y Y Y Y Y Y Y N Y

b) Migration to 2007 Ongoing| Y Ongoing| Y N Y Y Ongoing| Y Y Y

SADC Certificate of Origin Y Y Y Y Y Y Y Y Y Y Y

Regulations on SADC Y Y Y Y Y Y Y Y Y Y Y

ROOs

ROOs manual focustoms Y N Y Y Y Y Y Y Y Y Y

ROOs manual for traders N N N N N N N N N N N

SADC SAD SAD SAD N N N SAD | SAD SAD N N N
500 500 500 | 500 500

Voucher for correction of Y Y N N N Y Y Y N N N

SAD

Guidelines for completion Y N N N N N N N N N N

of SADC customs

documentation

SADC Transit Regulations N N N N N N N N N N N

SADC Transit N N N N N N N N N N N

Documentation

SADC Transit Customs N N N N N N N N N N N

Bond Guarantee

SADC Integrity Plan to Y Y Y Y Y N Y Y Y Y Y

fight corruption

MOU for SADC customs Y Y Y N Y N Y Y Y Y Y

administrations

Conformity assessment Y Y Y Y Y Y Y Y Y Y Y

Source:USAID (2009).

95, At the countrylevel there have also been some significant achieventestgxample, Mauritius

has made strong progress in thatomation and streamlining of its customs clearance and port
management processes.

96. Neverthelesssuccess in removing NTBs in other areas has been lacking where efforts have
tended to focus, instead, on improving monitoring and reporting 8sNdther than elimirieon.
Monitoring has taken twmain forms:

i) Audits on the implementation of the SADC Protocol on Trade have been undertaken every
year since 2007. Their main focus has been on progress in removing tariffs facing regional trade,
as per countriesd commitment s, trdue facilithtibneapd al s o
ROOs.
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i) A SADC Trade Monitoring and Compliance Mechanism (TMCM) was established in mid
2008.1t has two distinct elements: an online NTB Monitoring Mechanism (NTBMM) which
records reported NTBs; and, the elimination or reductibtbarriers (both tariffs and NTBs)
following bilateral negotiation or outcomes from the Dispute Settlement Mechanism.

97. The NTBMM is nowwell establishedsee Box 9). However, there have been problems with it
including limited private sector aweness of the mechanism as well as misidentifinatf those barriers
reported.The NTBMM once reported that South Africa was maintaining a single marketing channel for
maize, whereas this system had been abolished long ago in the 1990s. Another eXample o
misidentification concerns Angola, where weak postal services are cited as an NTB. There have also been
other challenges with the system including: administrative lags in responding to complaints; delayed
establishment of institutional arrangements taldeith NTBs (such as setting up national NTB focal
points); and, a lack of coordination in eliminating reported NTBs across countries (SADC, 2009). There
has been very slow progress in resolving the NTBs that have been notified. Within the SADC region,
eight complaints were raised against South Africa (forty if complaints from EAC and COMESA countries
are included) of which only four have been resolved. The others require more information from the
complaining countries but this has not been forthcomingpitke requests from South Africa. For
complaints against other SADC member states there has only been one resolution of an NTB reported via
the mechanism.

Box 9: The NTB Monitoring Mechanism

TheNTBMM is share between SADC, COMESA and EACaiscawebb ased Opost boxdé where
can report complaints against NTBs to regional trade in the Southern (and Eastern) African region.

Under this, 335 complaints of NTBs were made between 21 January 2009 and 12 January 281lbagars
originating in 20 countriesThe greatest number of complaints were made by Namibia (66), followed by [South
Africa (46), Zimbabwe (3) and Malawi (30) The three most cited countriés imposing NTBsare South Africa
(40 cases Namibia (36)and Malawi (33).

An assessment of the types of barriers citethexNTBMM is set out in Table.9Traderelated administrative
barriers are reported most frequertlyfirmsas an impediment to regional trade, followed by import licensing.

Table9: NTBs cited in the NTBMM

Barrier No. of complaints
TraderelatedadministrativeNTBs 74
Export& import licenses 39
Transit issues 36
Technicalbarriers to trade 32
SPS measures 28
Rules of origin 26
Clearance procedures 24
Quotas 19
Payments 21
Customs documentation 17
Preshipmentinspection 8
Customs valuation 6
Immigration requirements for cros®rder traers 4
Safeguards 1

Source:Charalambides (2010).
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The SADC Action Plan should be more systematically implemented to address NTBs

98. An daction pland or oOroadmapdé of some descri pt
in several countries and regions that have been successful at dealing with these barriers to trade. For
example, the EU adopted a Single Action Plan in 19%péed up the realization of the Single Market by
eliminating barriers to the movement of goods, services, labor and capital. The plan included putting in
place a scorecard of implementation and set out formal infringement procedures. Another example was

the ASEAN roadmap for integration which listed precise NTBs to be eliminated, first, by 2010 for the
ASEAN-6 and, second, by 2018 for Cambodia, Laos, Myanmar and Vietnam. ASEAN also eliminated

NTBs through specific regional initiatives.

99. SADC draftd an Action Plan for NTB removal in 2007 but implementation in some areas has
been lacking. The Action Plan included recommendations for NTB notification, monitoring and
negotiation as well as dispute settlement and included proposals on categorizinmptd TBsse targeted

for immediate elimination versus those that should be phased out over an agreed period of time. The main
achievements tdate have been the development of the NTBMM as well as agreement on a set of core
NTBs with some reporting back gmogress made in eliminating these. Implementation of other areas in
the Action Plan now needs to be strengthened with particular emphasis on:

1 Removing the remaining core NTBs already identified by the regmrcumbersome customs
procedures; cumbersome import and export licensing; import and export quotas; unnecessary
import bans and prohibitions.

9 Categorizing NTMs and NTB#k practical terms many measures already indicated by the region
as constituting baiers to trade will need to be assessed as to whether they have been accurately
categorized as NTBs and, indeed, whether the barriers actually exist. The WTO approach could
be adopted to identify those NTMs that have tipped over into becoming NTBs. €hercadtion
should also include O6procedur al obstaclesé to
constitutes the barrier to trade rather than the measure itself.

1 Using a vertical approachAct i on should initiallyNIBethat ocused
appear to have a high impact on trade (defined as either affecting the highest volume of trade or
t he most numb er orard pethapsiesspoliticallyssénsitive. a d e )

1 Naming and shamingTargets set for member states to elimendheir NTBs should be
accompanied by a mechanism that not only monitors progress in removing barriers but also
contributes to enforcement through naming those countries that are slow to reform. The current
annual OAuditd pr oc es souldleadagiee forSspP@Eposer ade Pr ot o

The effectiveness of other initiatives to remove NTBs should also be enhanced

100. In addition to implementing the Action Plan, there are humerous opportunities to strengthen
current SADC initiative to monitor, report and remove NTBs. The NTBMM is currently being
publicized to the private sector in SADC and this is important as it is ultimately importing and exporting

52



firms that must report the barriers they face on regional trade. But in additisansitization, the
following steps should also be taken to improve the performance of the NTBMM:

1 Proper identificationof both the barriers and the process appropriate to them being
addressed.

1 Prioritization of barriers for removal, in particular linking these to any proposed in the
Action Plan.

1 Development of a pildietween, say, two countries (e.g. South Afiitauritius) to ensure

the mechanism is well adapted to the needs of its users, as well as providinglevalua
demonstration effects to the rest of the region on the benefits of removing NTBs.

The introduction of new barriers must be prevented

101 Any mechanism aimed at removing NTBs will be of little use if new barriers can be freely erected
to take their place. New NTBs could be disciplined through the greater use of regulatory impact
assessments. In addition there should be strict notifitagquirements such that information on any
planned measure is provided to partners in good time before it is implemented. Another significant
problem is that many NTB& the regionare not legislated for at also the existing monitoring
mechanism muslso be strengthened to deal with new barriers that cannot be picked up by RIAs.

(vi)  Finishing the tariff agenda

102.  While strong progress has been made to reduce tamifegional tradein Southern Africa, there
remains scope for further tariff reductionslf of it is to be truly duty free. This is particularly the case

for sensitive products where tariff peaks persist or special arrangements have been put in place that
restrict trade agh, in many cases, necessitate other barriers e.g. rules of origin.

103. Outstanding regional tariffs should therefore be lowered by: i) fulfilling outstanding regional tariff
reduction commitments on sensitive products; ii) bringing all members iAg,Fespecially those with
outstanding commitments (Malawi and Zimbabwe); and, iii) ensuring regional trade remaifi®duty
disciplining infant industry protection and investigating options for a regional competition policy that
would negate the neddr arbitrary antiumping duties.

104. There also remain opportunities to improve competitiveness in Southern Africa by redritfsg
on external tradeacrossthe-board as well as simplifyinlyIFN tariff structures. Within the SACU CET,
for example, e existence of tariffs on imported inputs inadvertently taxes exports, and means
bureaucratic and cumbersome rebate schemes are needed to compensate foAtdesgespite the

% gouth Africa, for example, makes provisions ftuty drawbacks and rebates ite exporters under various

different schemes such as the 470.03 scheamdatem 521. These rebates and drawbacks are only granted where the

inputs are directly used in export productiand not for the domestic market as well. There are also two specific
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provision of rebates, tariff protection continues to tax exports in certeiorseEdwards and Lawrence
(2010) find relatively high implicit taxes for South African exports of leather products (29%), footwear
(18%), food (15%) and textiles (10%). In this regard, regional integration should be viewed as an
opportunity to lower taffs facing third country imports, as well as regional ones, due to the increased
policy credibility regional commitments can bring. MFN liberalization would also reduce the welfare
losses associated with trade diversion. Broad and complex tariff struetieesnlikely to allocate
resources efficiently so simplification would help to channel resources towards activities in which
countries are more competitive and away from those in which they are less.

105. For the SACU CET, one approach to realizthg full gains from liberalization would be, first,

to simplify the tariff regime through lowering tariffs in the intermediate and capital goods sectors. This
would promote exports by reducing the implicit tax on exports. Secondly, reducing the taffiifiglo

goods to just one or two ad valorem rates would provide benefits to consumers and provide a transparent
signal for resource allocation that is less open to industry lobbying (Edwards and Lawrence, 2010).

export incentive schemes. Under the Motor Industry Development Prograexporters of vehicles and vehicle
parts earn an Import Rebate Credit Certificate (IRB&ed on the value of their exports. These can either be traded
or used to rebate duties on imported components or vehicles. The Duty Credit Certificate Schethereplazed
by the interim Textile and Clothing Industry Development Programme, allows textiles and clothing exporters to
claim a rebate on duty for exports, with the highest support for clothing followed by fabric and yarns (Kaplan, 2003;
Edwards and Larence, 2010).
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V. Priorities for regional merchandise trade reform and implementing them

106. This report has categorized a wide range of barriers that persist on regional merchandise trade in
Southern AfricaWhich amonghese are the most important in terms of their restrictive effect, or perhaps
easiest to deal with, that should be prioritized and taadelg onby policymakers?

107. First, one of the biggest issues for regional trade integration in Southera, Aijmecially for
manufactures and agmrocessed productss undoubtedlyROOs. This issue has gained particular
importance in light of th@lannedAfrica-wide Tripartite FTA where one set of rules for all countries will
be requiredThis is generally aepted by all member states in SADC, COMESA and HA(S.therefore
extremely timely to develop mew single set ofsimplified ROOsto be aopted by all African RTAs if
the Tripartite is to be truly effective in increasing inftfican trade

108. Secondly, resolvinghe other types of NTBs, both existing and curtailing the development of new
ones, is also very important as these barriers are critically restrictinginréue region, particularly for
primary agricultural commodities Among thesethe most serious barriers are import bans, quotas,
permits and licensing, often implemented by countries with little or no consultation with their trading
partners. In many cases, statutory instruments are not used to restrict imports but there neagdsdill b
factoban. For example, if imports of a product are required to be licensed but a country then decides to
temporarily issue no licenses, then imports are effectively prohibited even though a ban has not been
formally issued. In dealing with theseps of restrictions, the existing framework to remove NTBs in the
region (the NonTariff Barrier Monitoring Mechanismiy not used as much as itosid be Often instead

of dealing formally with those complaints raised under it at the sector level amgbk adl countries,
authorities often make arrangements with individual suppliers to informally resolve complaimtsse

of regulatory impact assessment should also be extended.

109. Thirdly, while tariffs have been reduced across the region, baigse in those sectors where

tariff peaks persist. Oredvantage is that tarifeform can often be dealt withusiiga st r oke of t h
approach, as opposed to some of the other barriers where implementation is more complex, perhaps costly
and certaily more involved. High tariffs are also especially restrictive because corafdeakage from

third countriescan create the need for additional barriers at the regional level (e.g. ROOs) as well as
affecting regional trade in all sectors as border kfi@ce intensified to check ftnansshipments of these
products.Lower, more uniform, external tariffs would significantly redube need for many of the

barriers which persist on regional trade in Southern Africa as would the development of policies tha
directly address the difficulties that protected sectors may be facing such as assisting labor in these
industries to retrain in tasks where employment opportunities are better.

110 Fourthly, reducing bureaucratic requirements, streamlining bamlaragement procedures and
implementing trade facilitation measures, including OSBPs, bareficant potential to lower border
crossing times and reduce transpmsts at least along the main corridors in Southern Africa. There is
also increasing polital willingness among the member states for this type of reform to go ahead sooner
rather than later. For example, the South African Government has recently identified OSBPs as one focus
area it wishes to develop for SACU and in the next twelve monthstaitl working on identifying and
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implementing potential projects. Namibia has already put forward five proposals on OSBPs for crossings
that link it to South Africa and one with Botswaktowever, revenue concerns among the smaller SACU
countries risk impding reform. Overcoming this challenge will require the development of better ways to
capturetrade flows across SACU borders than those currently employed as well as an open discussion
about alternatives to the current revenue sharing arrangementjngatigdinking it from trade flowshat

might be more effective and sustainable in the Jwmm.

111. To implement these reforms, South Africa must take the main role in encouraging deeper trade
integration in the regigror at least noblock measure to do soijf the policy recommendations outlined

in the previous sections are to be successfully
therefore require urgent attention especially since the neighboring countries could play a key sitategic

in promoting its own export growth and diversification strategy.

112. In doing this, however, all countries in the region should avoid making unrealistic commitments,
for example in the context of harmonizing external tariffs as part of custoims iniiatives with other

African partners beyond SACU. Instead they should place primary importance on the most pressing
issues, cited above, that are preventing the FTAs that already exist in the region, as well as proposed new
ones such as the TripagiiFTA, from working better. For instance, South Africa could underscore its
commitment to regional integration by granting its SADC FTA partners more lenient rules of origin in
textiles and clothing: a concession that would become more feasible withra38@é) CET for these

sectors.

113. In which areas of trade reform would regional approaches beapmspriat® Oneadvantage to

RTAs s their convenience in dealing with more complex trsdeesn a simpler setting involving feev
countries. Andter is that adjustment costs of trade reforms may be easier to deal with by opdinisig up

to just a subset of countrielsefore to all later anin other words, regional trade reform can be used
strategically to support unilateral trade reform that migthierwise be too difficult on the grounds of
adjustment even if removing the barrier would bendfitrade, both regionally and witthe rest of the

world. So reforms in more complex and sensitive areas might best be tackled at the regional level, first
before learning lessons; dealing with adjustment; and, extending them to all countries on an MFN basis.

114. Nevertheless, not all reforms need wait for regional agreement either and much can be done both
unilaterally and bilaterally to increase reggb trade. For example, regional harmonization is just one way

to deal with restrictive product standards. Countries retain significant scope to unilaterally improve both
the quality of their technical regulations and the way these are applied. Anotlmeplexa trade
facilitation which can be, and is being, promoted at the regional level in SADC but countries can still
push ahead with reforms bilaterally to increase cooperation and share customs facilities at their borders.
Some reforms may even best belkled outside the regional process. Cooperation on indirect taxes might
be more feasible bilaterally instead of regionally. And the issue of tariff peaks must be dealt with
unilaterally, particularly by South Africa which under the current SACU arrangemeable to export a
diverse range of goods to SADC but behind high and complex external barriers to trade which are costly
to consumers and producers in neighboring countries alike.

115. Regardless of the level policy interventions should take place, deepening regional integration will
necessarily involve some form of adjustment in all countries concerned. There will be winners and losers
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from trade reform in the short term and adjwestits will take place both within and across sectors, skill
groups and geographies. In the context of South Africa, given the extremely high rates of unemployment
there, this could inhibit the country taking policies that simultaneously deepen regiogedtiote and
stimulate longterm growth and job creation. Reforming the regulatory infrastructures within countries
might also be difficult, at least politically, where there may often be a need to convince Government
agencies, ministries or even domestimsé to forfeit short term adjustment costs in the pursuit of larger,
longer term gains that benefit the wider economy.

116. Nevertheless the benefits will outweigh the losses, especially if regional integration is undertaken
as part of a broader paclagf trade and investment reforms aimed at opening up globally. And while it

is certainly true that South African producers, for example, sometimes entailed painful adjustments
following the trade liberalization there in the 1990s, this was often the adfstiie country protecting

many activities that were simply not viable without that protecti@n permanent infants (see Edwards

and Lawrence, 2010). It is increasingly apparent that protection is simply not efficient at job preservation,
making incomdlistribution more equitable or on infant industry grounds. For example, while an average
South African worker earns R95,000 per year in the manufacturing sector, South African consumers,
many of whom are poor, spend on average R31,000 for each job iffiastare (Lawrence, 2008). There

are very high costs for consumers per job in motor vehicles (R89,000); televisions and communications
equipment (R56,000); clothing (R78,000) and food (R75,000) (Edwards and Lawrence, 2010).

117. Concerns over adjustntezan be addressed through several policy responses. The first might be to
phase reforms gradually, but consistently, so that the adjustment is spread over time. A second is to
consider interventions that can aid in the adjustment of sectors and worlamy. ddpects of the
adjustment process can be dealt with at the national level but there are a number of reasons why a
coordinated regional effort to facilitate reform could also be particularly effective. First, in an increasingly
integrated regional econt, national interventions to address adjustment issues risk spilling across
borders making coordination between countries critical. Secondly, many of the public goods that are
required to increase regional tradefor example, onatop border posts; regial standards and
accreditation schemes; reporting monitoring and eliminating NiTBsight best be supervised at the
regi onal l evel . Finall vy, policy externalities,
best managed through a coordethregional approach.

118. Of course managing such adjustment processes across countries at the regional level raises even
greater challenges than doing so nationally across locales within a single country. In particular, financial
resources may need be mobilized to support adjustment processes and to compensate any losers in the
shortterm. The resources to do this could come from the creation of a regional development fund. This
would have the objective of reducing regional disparities resultimy fntegration through financing
regional development projects that enable poorer regions in SADC to integrate with the richer ones
through, for example, providing investments in physical infrastructure and institutional capacities.
Resources could andheuld be generated from the member states themselves as well as from
development partners as part of the Aid for Trade initiative. In this way, regional integration between
SACU and the EU in the context of the EPA, for example, could leverage EU devetdpmgs to be

used in this way.
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V. Conclusion

119. The potential gains from deeper regional integration in Southern Africa should not be overlooked.
Regional integration remains a very important instrument for export growth and diversification by
allowing for the scaling up of capacities to attaia groductivity necessary for countries to compete on
world markets.

120. However, past regional integration efforts in Southern Africa have not delivered an integrated
regional market in which goods can flow freely between countries. Despite agh@doess, for the

most part, in reducing tariff barriers to merchandise trade both regionally and to the rest of the world,
regional tradeas a proportion of GDRasgrown much more slowly than tradeéth the rest of the world

And most Southern Africanotintries continue to remain dependent on a just a handful of primary
commodity exports.

121 A fragmented regional market in Southern Africa results from the persistence of obstacles to
regional trade that affect products accountingaileastonefifth of intraSADC trade. Many of these
barriers are administrative in nature, often not legislated and necessitated by the persistence of tariff peaks
facing thirdcountry imports, particularly in the context of the SACU CET and as a direct result of South
African trade policy. In particular, restrictive rules of origin, inefficient administration of indirect taxes,
weakness in transport, customs and logistics, poorly designed technical regulations and product standards
as well as a host of other ntariff barriers are critically undermining the impact of existing regional

trade integration efforts.

122. The implicatiors of the current systerand the barriers remaining to regional trade in Southern
Africa is thattheyimpose unnecessary costs for prodadbat limit trade and raise prices for consumers.
Many of these barriers are simply wasteful and do not serve any real purpose other than protecting the
domestic market from import competition. Import bans and delays create uncertaintpver market
accessand limit investment. Thick and fragmented borders limit possibilities for regional production
chains in which countries can exploit their comparative advantage in specific tasks afiudirgtey

trade. Finally, the heavy bureaucratic burden imposedllaegional trade flows ties up regulatory and
customs resources, limiting their attention on achieving the most pressing public policy objectives such as
effective border management. Instead of scrutinizing all consignments, border checks shouldele focus
on those for which the risks are greatest for circumventing national trade policy measures.

123. Southern African countries should therefore move towards greater efficiency in both regional and
international trade by tackling these remaining besrigt the unilateral, bilateral as well as regional
levels. To be successful, South Africa as the largest economy in the region should take the lead in
encouraging deeper integration efforts. The primary focus should be simplifying rules of origin that
primarily restrict trade in manufactures and agrocessed goods; tackling the other taniff barriers
that have already been identified by Southern African countries as a constraint to regional, and mostly
agricultural, trade (e.g. import bans, quotasinpes and licensing); implementation of OSBPs; and,
reducing MFN tariff peaks, especially in SACU, but also including the reconciliation of outstanding tariff
reduction commitments under the SADC FTA, for those member states that have not yet met their
obligations under this.
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Chapter 3: Developing Services in Southern Africai How Regional
Integration Can Help

l. Overview of Services Trade Policies in Southern Africa

1.1 Gains from Deeper Integration of Services Markets

1. Services and services trade matterfquadly for growth and development in Southern Africa.
Services are important inputs into the production of goods and other services and hence influence
productivity and competitiveness. Increasing the availability, affordability and quality of services is
crucial for economic growth and poverty reduction in all Southern African countries.

2. International trade can play a key role in the development of services sectors in Southern Africa.
Opening up to services imports, including through foreign direct imaerg, can be an effective
mechanism to increase competition and efficiency in the provision of services in the domestic economy.
Liberalization of services trade can have positive impacts on the production and export of goods and
services throughout thecenomy. In addition, services themselves offer dynamic opportunities for
developing new exports, both within SABCGhereby realizing gains from specialization in sendceas

well as from SADC economies to the rest of the world.

3. Liberalizing services tradesitypically more complex than liberalizing goods trade and can
require considerable technical capacity. The complexity arises from the necessity for many services
sectors to be regulated in order to ensure that they operate efficiently in the faceaiffailanes. The
challenge is one of integrating domestic services markets with regional and global markets, while
promoting a regulatory environment that delivers competitive services sectors and allows public policy
objectives, such as universal accésdye met efficiently. Coordinating services trade liberalization with
regulatory reform to make them mutually reinforcing can be vital in mobilizing and sustaining support for
reform.

4. While trade barriers would ideally be liberalized on a-poeferential basis, such liberalization

may not always be technically feasible nor politically acceptable, especially when impediments arise from
differences in regulatory requirements. Deeperamgi integration through regulatory cooperation with
neighboring partners, which have similar regulatory preferences, can usefully complement non
preferential trade liberalization. Deeper regional integration would also enhance competition between
servicesproviders, alloung these providers to exploit economies of scale, which may be especially
important in the education of service professionals, and produce a wider variety of services. Regional
integration brings further benefits in that a larger regiomatket is able to attract greater domestic and
foreign investment, and regionalization may help to take advantage of scale economies in regulation,
particularly where nationagencies face technical skili capacity constraints.

5. This chapter addressesreée challenges related to services trade liberalization and regulatory
reform in Southern Africa. First, it addresses information gaps on applied trade policies in several
services sectors thaave beerndentified by SADC as priority sectors for regioiiategration. Second, it
addresses knowledge gaps regarding the coordination of services trade liberalization with regulatory
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reform using as case studies accounting, engineering and legal services. Third, it addresses the role of
regional integration in@veloping and reformintheseservices sectors.

1.2 An Overview of Services Trade Policies in Southern Africa

6. Services trade matters for development. Greater regional and global integration could alleviate
the constraints on the development of key sewisectors due to limited endowments of capital and skills

in Southern African countries, as well as the smallness of some markets. In addition to the gains
potentially flowing from services reform itself, it is important to emphasize that the regitegtation of
services markets is closely intertwined with the aspired integration of goods markets; particularly with
regard to services providing connectivity, i.e. transportation and telecommunications. Chapter 2 section
Il has demonstrated how costind low quality logistics services are contributing to the continued
fragmentation of goods markets, thus open anecpropetitive services policies would also help realize

the envisaged gains from RTAs and trade facilitation.

7. However, despite the strikingrowth in tourism exports from some African states and the
remarkable dynamism of the liberalized telecommunications sector, the gains for the Southern African
region from international integration seem small so far compared to the unexploited oppsrtusithis

because Southern Africa has failed to liberalize or because it has not reaped the benefits of liberalization?
Until now, it has been hard to judge because of the opaqueness of services policies and the absence of any
single source of informan on policies across countries for even the major services sectors.

8. Comparable information on services regulation in member states is a precondition for effective
trade negotiations, thus the lack of requisite data is a major hindrance for a regegration agenda in
services going forward. As a first step in addressing this gap, this section will first provide an analysis of
the current state of services trade restrictiveness in SADC economies. The comparative analysis will
reveal areas of commaditg as well as differences in policies applied /DC members. It will also

help identify policy research issues of relevance to SADC countries.

9. An ongoing research project by the World Bank is compiling data on actual or applied trade
policies in servdes. As part of this project, surveys have been conductedSI\DT countries, namely

in the Democratic Republic of Congo (hereinafter the DRC), Lesotho, Madagascar, Malawi, Mauritius,
Mozambique, Namibia, South Africa, Tanzania, Zambia, and Zimbabweun#er of other developing
countries have also been surveyed and comparable information has been obtained for 24 OECD countries.
The focus is on measures affecting the establishment of a commercial presence but will also include
restrictions on crosBorder services tradend the movement of natural persereere applicable.

10. The survey covers five key sectors: financial services (banking and insurance),
telecommunications, retail distribution, transportation, and professional séliteseach sectorthe

survey covers the most relevant modes of supplying that service:-bonoks trade in services (mode 1

in WTO parlance) in financial, transportation and professional services; commercial presence or FDI

* These sectors are further disaggregaiatb the following subsectorsn$urancelife, nontlife, and reinsurance
telecommunications: mobile and fixed line; transportatiégntransport (freight and passengensiaritime shipping
auxiliary port services road transport railway shipping, and multimodal transporprofessional services:
accounting auditing,and kgalservices.
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(mode 3) in each services sector; and the gmes of service supplying individuals (mode 4) in
professional services.

11. In order to facilitate some rough comparisons, results from the surveys are summarized in an
index of services trade restrictiveness (STRI). For each sector and mode of suppbntiese of policy
towards foreign suppliers is mapped on -point scale ranging from O (for no restrictions) to 100
(closed), with three intermediate levels of restrictiveness (25, 50 and 75).

12. Sector results are aggregated across modes of supply uspigsmiiat reflect judgments of the

relative importance of the different modes for a sector. For example, mode 4 (temporary movement of
service professionals) is of great importance for professional services but not for telecommunications, in
which case moe 3 is the dominant mode of contesting a market. Sectoral restrictiveness indices are
aggregated using sector GDP shares of an average industrialized country as weights, with the same sector
weights being used for all countries for comparability reasons.

13. Figure 1 provides a comparison of overall restrictiveness of services trade policies for 11 SADC
economies. As measured against the broader STRI average of 70 countries, some of Southern African
countries, in particular Madagascar and Mauritius, appemarkably open. Indeed, eight out of 11
SADC countries are close to or more open than the world average. Zimbabwe and DRC are the
significant outliers, which lead the SADC average to slightly exceed the world average.

Figure .. SADC Services Trade Riistiveness Indices (STRI)

Overall Services Trade Restrictiveness Index

Zimbabwe 61.1
Congo, DR
Malawi
South Africa
Tanzania
Lesotho
Namibia
Mozambique
Zambia
Mauritius

Madagascar

W S
Restrictiveness of services trade policy
S- average of SADC; W-average of all 70 countries

14. Figure12i s a scatter diagram that plots each count
To facilitatea comparison of how SADC countries fare on a larger scale, a number of other developing

and OECD countries are also includ&te developedountries are clustered together at the bottigmt

showing that they are quite open overall (though some sectoagresstricted). However, there is much
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more variation in the restrictiveness of services policies for low income countries. The remarkable
openness of most SADC economies is again apparent as most countries (except for Zimbabwe and DRC)
lie below the lhear trend line, meaning that they are more open than the sample average conditional on
their respective level of per capita income. Interestingly, much more restrictive policies today are visible
in the fastgrowing economies of Asia, including Chinadia, Indonesia, Malaysia, Philippines and
Thailand, as well as in the Middle East, including Egypt, Saudi Arabia and Tunisia.

Figure 12 STRI and Per Capita Income
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Note: The country STRI incorporates indices of retail banking (model and mode 3), life and auto insurance
(mode 1 and mode 3), reinsurance (mode 1), retailing (mode 3 only), maritime shipping (mode 1 and mode
3), maritime auxiliary services (mode 3), air paggenmode 1 and mode 3), accounting, auditing, legal
services in domestic and foreign law (mode 1, 3, and 4). The information on mode 1 in air passenger
transport came from the WTOd0s QUASAR database.

15. Figures 1318 summarize information on actual policigsindividual service sectors. Overall,

the surveys reveal that the Southern African countries have significantly liberalized theirsseuioes

but in some areas protection persists. Public monopolies in telecommunications and finance are in most
countries a relic of history. At least some measure of competition has been introduced in both mobile and
fixed line services, and in banking too there is openness to the presence of foreign and private banks. In
fact, even where countries in other partghe world have been cautious about liberalization, such as in
financial services, SADC countries have opened up both to foreign investment and-twoodesscapital

flows. In retail services too, with a couple of exceptions, the countries are \arywforeign presence.
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16. However, even though the markets for these services are now more competitive, in most countries
they are some distance from being truly contestable. In telecommunications, governments continue to
limit the number of providers andABC policies are twice as restrictive as the global average. Whereas
maritime transport is open, in air transport, SADC countries follow the world in protecting airlines and
restricting competition. The barriers in telecommunications and air transpgrhava the effect of
deepening SADC countriesd isol ati olhasénrinformationtale r e st
sense.Similarly, even though SADC countries resemble the rest of the world in terms of restricting entry

of foreign professiora, they may be paying a high cost in terms of depriving their firms of the requisite

skills and creating learning opportunities for their own professionals.

17. Two other issues deserve attention. First, the generally high degree of de jure openness of
SADC6s services trade policies may not al ways i mpl
significant degree of regulatory and policy discretiéior examplefrom retail to banking and insurance,

the allocation of new licenses remains opaqgoé discretionary in many countries. The degree of
discretion is probably largest in the realm of immigration, for instance affecting the conditions under
which visas can be obtained or renewed. This area is critical to professional services, whanegeade
crucially on the ability of individuals to cross borders and provide services abroad. A key reform issue is
how regulatory discretion needed to pursue legitimate domestic policy goals can be reconciled with the
need to have clear and predictabliesiufor foreign (and domestic) service providers. Within a smaller set

of countries sharing a geographic and perhaps cultural affinity, it may be more easily feasible to agree on
specific conditions under which capital and service professionals maybmakss. Policy uncertainty

could therefore be removed at least to some extent for SADC economies, thereby facilitating the regional
flow of investment or natural persons as service providers.

18. Second, as discussed in more detail at the end of this seat#oa is a trend towards reversing

the existing openness in certain areas to achi eve
nationals This trendis more stark is countries like Zimbabwe and South Africa but also discernible in

other coultries like Zambia.

19. In financial services, which include banking and insurance in the survey, most SADC countries
are around or at the world average in terms of opennesspteDRC and Zimbabwe (Figure)13In
general, foreign banks can provide their &g&rs to these countries either through the establishment of a
new subsidiary, the acquisition of a private local entity or creating a joint venture with a domestic firm.
Furthermore, in all countries with the exception of Madagascar, foreign banks cinsmrgjzes cross

border to domestic firms. This openness implies a high degree of openness to international capital flows.
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Figure 13 STRI in Financial Services
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Note: Financial services indices incorporate the indicebanking (mode 3) and modgdeposits and
loan only), auto and life insurance in mode 1 and mode 3, and reinsurance in mode 1 only.

20. In the insurance sector Southern African countries, while very open with respect to the
establishment of commercial presence, do not show a clearnpaiit® respect to the permission of
crossborder trade. With the exception of DRC, which is completely closed, foreign insurers can provide
their services to all countries either through the establishment of a new subsidiary, the acquisition of a
private local entity, or creating a joint venture with a domestic firm. While ebasder reinsurance is
invariably allowed, the provision of life insurance and automobile insurancelwodsr is not permitted

in countries such as Mauritius, Tanzania, Madegadvialawi and Mozambique.

21. Overall, in financial services most SADC countries have opened up not just to foreign investment
but also to crosborder capital flows where other developing countries have been cautious about
liberalization. The implicationef this openness for efficiency, stability and access to finance are worth
examining in greater depth.

22. Whereas in most sectors the SADC average is not too far from the world average, in
telecommunicationSADC economies are about twice as restricasene world benchmark (Figure L4
This is a sector where enhanced competition has produced huge benefits all over the world and so there
must be a presumption that large gains are waiting to be realized. Policies vary widely, with some five
countries, incluohg the largest market South Africa, exhibiting fairly open policies. However, there are
instances in which the sector appears de jure entirely open yet the license fee is prohibitively high (e.g.
Zambia for the international gateway), or the award of hewc enses depends -on the
assessment of whether or not the market fneedso a
line subsector is entirely closed in Mozambique and the mobile subsector is effectively closed in Namibia,
abaut two-thirds of the countries allow a majorbyvned foreign company to enter their markets.
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Countries also score well in terms of transparency, independence of their regulators, and liberal voice
overinternetprotocol (VolP) policies. Nonetheless, thés a discernible tendency for countries to retain
some discretion in policy and to ensure at least minority ownership by nationals.

Figure 14 STRI in Telecommunications
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Note: Telecommunications indices incorporate fixed and médligeom in mode 3.

23. Air transport has a long tradition (as elsewhere in the world) of protecting incumdsoral
carriers and restricting competition on domestic and international routes. In SADC restrictions on foreign
investment ceexist with limitatons on cabotage and crdssrder tradeCOMESA has had an open skies
policy”® for more than a decade but implementation has been a chalféRgere is therefore, not a

single country that could be said to have a particularly liberal regime, and most countries tuver ar

the world average (Figure 15 Policies are in general more liberal with respect to international air
passenger transport than in domestic airsjpart.

% This agreement aimed to liberalize air transport in the region for COMESA airlines, defined as those allpstanti
owned and controlled by a COMESA member state or its nationals. The liberalization agreement provides for the
introduction of up to two daily flights between city pairs without the need for a bilateral air service agreement
between member states. Thés also no restriction on crebsrder investment by COMESA nationals or companies
in areas such as airport services, maintenance or ground handling.
% Well known disputes include those between Ethiopian Airlines and Kenya Airways. Kenya has blocked Ethiopian
Airways from flying to three regional destinations (Entebbe, Kigali and Bujumbura) from its Nairobi hub despite
Ethiopia allowing it intraAfrican flights from Addis Ababa. Nevertheless Ethiopia has also prevented Kenya
Airways flying to Jeddah and Dubai from Addis Ababa (although these are Middle Eastern Destinations where
COMESA open skies policies do not apply).
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24, Thosemeasures inhibiting greater trade in air transport services, as well as the noticeable barriers

in telecommunications, may deepen SADC countriesbo
world, impairing their ability to trade, fainstance, more timsensitive and communicatiéntensive

goods. To the extent that the region aims at becoming a platform for global export growth in which
inputs from several countries are combined (vertical specialization), policy barriers thatssuihere
emergence of competitively priced,-ime logistics services appear to be particularly harmful.

Figure 15 STRI in Air Passenger Transport
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Note: Air passenger indices incorporate mode 1 and mode 3 indices. Mode 1 indices come directly
from theQUASAR database of the WTO, and mode 3 information is taken from the WB survey.

25. In contrast, few if any restrictions of foreign ownership are to be founthnitime shipping and

road transport. Zimbabwe is the one exception where foreign investors aguite a controlling
influence in any subsector. In maritime transport, international shipping is today quite open, as are
auxiliary port services such as cargo handling, belying the traditional perception that Southern Africa
restricts competition inhis vital area. In particular, the SADC average of index values is lessdlian h

the world average. Figure I@turally excludes landlocked countderotice that the STRI value of

even the most restrictive country in maritime shipping (South Africaktisiemely low, reinforcing the
finding that SADC economies maintain a quite liberal regime in maritime transport
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Figure 16 STRI in Maritime Shipping Transport
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Note: Maritime shipping indices incorporate trade restrictiveness in mode 1 and naodkakixiliary
services in mode 3.

26. Professional serviceemain a bastion of protectionism in SADC as in most countries of the
world, even though the professional services STRI average in SADC countries is somsauahe

world average (Figure )7 This reflects the fact that barriers to the movement of natural persons are even
more prevalent in manglevelopedcountries that are included in the world benchmark. In professional
services, even though there is increased scope for international tradghtleleatronic means, there
remain restrictions on foreign presence, particularly with respect to individual service providers. DRC,
Lesotho and Madagascar appear to be more open than the rest of the group, while Namibia, South Africa,
Tanzania, and Zimbalewseem to be on the more restrictive side.

27. Overall, it is relatively difficult for foreign services providers to engage in the provision of
services that require knowledge of local laws and regulations such as auditing or representing someone
before a domsic court, whereas all countries permit forelgensed lawyers to advise local clients on

home country law by virtue of their existing credentials alone. Given the relative scarcity of local skills,
the current regulatory regimes may be unduly hangicgpSouthern African firms and depriving their
professionals of learning opportunities.
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Figure 17 STRI in Professional Services
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Note: Professional Services indices incorpoeateounting, auditing, and legadlvisory
serviceson domestic and foreign law in mode 1, mode 3, and mode 4.

28. In the retail distributionsector, a highly polarized picture emerges. While very few countries
restrict foreign investment in retail, DRC and Zimbabwe maintain highly restriatli@gs inthis sector
(Figure 18. With respect to DRC, it is the high score in retail that combines with a high one in financial
services to make this country the second most restrictive economy in the sangsleousdieration (cf.

Figure 13. In other countrig, we observe very few explicit policy restrictions on the foreign ownership
of equity, on the legal form of entry, or on ongoing operations of retailers. However, although policies are
in principle open, the licensing regime is discretionary. In paaicuh half of SADC countries (six out

of eleven) the license issuing entities are city or district councils, with each office in the city or town
being competent to decide on the license criteria to be applied.
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Il Developing Professional Services in Southern Africa How Can Regional Integration Help?

II.1 Making the case for considering professional services

29. Strong professional services spa&onomicgrowth while weak professional services impede
growth. Improving and expanding these critical services for development gains debwthdnational

and international strategies. These simple but often overlooked pieces of the development puzzle form the
basis of this section, whigirobes the rarely studied agibnship between professional servidesuch as
accounting, legal, and engineering servidesind their dynamic impact on economic growth in Southern
Africa.

30. Consider the following:

A Even though the share of business services in the GDP of SouthiamAfountries is small, the
sector is among the most dynamic.

A Business services, including professional services, are key inputs for other sectors, including for
sectors that are key for regional integration at the Southern African Development Community
(SADC) level.

A Greater use of professional services by Southern African firms in all sectors is associated with
higher labor productivity. This association between professional service use and productivity is
especially strong for small firms.

A The direct and indirect gains from liberalizing professional services are considerable and
professional services can become an important source for export diversification in Southern
Africa.

A But a large gap looms between the needs of professional sefatsd by the Southern African
countries and the resources available to them to address these needs.

31. Policy makers in Southern Africa share this
importance. And, along with reform of backbone serviogs kelecommunications, banking and
transport, governments are adding professional services to their list of priorities, including by engaging in
international cooperation and trade in professional services and by creating a more integrated regional
market

32. This section delves into the essential issues of these largely unexplored sectors in Africa through
extensive information gathering and analysis. It examines the current state of accounting, engineering,
and legal services in Southern Africa and aredyhe reasons for tireunderdevelopmerdnd for the

limited trade in thee services, particularly at a regional level.
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33. This section calls, among other things, for policy action in the following areas: education,
regulation of professional services, dea policy, and labor mobility at both the national and the
international level. It puts particular emphasis on policy recommendations for enhancing growth and
development of these professional services sectors in Southern Africa through deeper réggratbim

I1.2 Professional services and trade in professional services matter for growth in Southern Africa

34. Professional services play an important role in the functioning of modern economies.
Professional services such as accounting, legal and eriginservices contribute directly and indirectly

to economic growth, including by lowering transactions costs, and by creating spillovers of knowledge to
other industriesBusiness skills and services, such as accounting and legal services can plegl aateti

in reducing transaction cosasd areconsidered by Collier and Gunning (1999) to be the most significant
impediment to economic growth in AfricAccountancy is critical for cost control, business planning,
sound financial management, and good corporate governance (Trolliet and Hegarty, 2003). Effective law
and justice systems are one of the major structural pillars of sustainable developmenveny p
reduction. Access to legal services improves the predictability of the business environment, facilitates
engagement in contracts and mitigates investment risks (Cattaneo and Walkenhorsgrafifh@ering
services is a knowledgatensive sector sential to the productivity and sustainability of various other
economic activitiesFor example, civil engineering is critical for the development and maintenance of a
countryods physical infrastructur e, wetidn lofepublicl e ct r i
networks such as utilities as well as commercial facilities and communication systems (Cattaneo et al.,
2010).

35. Professional services are among the fastest growing services sectors in many developed and
developing economies, including in &ithern Africa. While evidence on the state and role of
professional services in Southern Africa is scarce and unsysteraaditable statistics at a more
aggregated | evel s h®w toHatwhii Blhs ipmteod s sseéownmt esser vi
part, had a direct contribution of between 6 to over 21 percent of GDP in the examined Southern African
countries in 2008° These figures compare rather favorably with the shares of business services in the
GDP of both more advanced countries and odleseloping economies. For example, Lesher and Nordas
(2006) show that the shares of business services in GDP in OECD countries ranged from 3% in Greece to
almost 13% in France, while World Bank (2010) finds that the share of business services in the GDP o
four Eastern African countries ranges from 1.5 percent in Uganda to 3 percent in Kenya. Furthermore,
with average annual growth rates of business services outputs of 21% in Zambia and of almost 7% in
South Africa over the 2000 to 2009 period, the sesgems extremely dynamic in these two countfies.

" Business services cover the falimg services categorieprofessional servicezomputer services, research and
development, real estate, rental and leasing, other business services such as advertising, management consulting,
services incidental to agriculture, mining, manufacturing), emergy distribution, technical consulting, maintenance
and repair of equipment, building cleaning, packaging, and publisfivegse services represent important inputs in
other sectors and facilitate the transmission of knowledge spillovers.
% Data is awilable for Botswana, South Africa and Zambia. In Botswana, banking and insurance services are
included in the business services category.
% See http://www.zamstats.gov.zm/media/table_1_current.pdf , and
http://www.statssa.gov.za/publications/P0441/P04u#Qdarter2010.pdf
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Figure19: Share of Business Services as Intermediate Inputs (%)
Panel A: Manufacturing Sectors

Panel B: Agricultural Sectors

Source:GTAP database version NMote: The figures show the sharebafsiness services in total costs for a selected
set of manufacturing sectors (Panel A) and agricultural sectors (Panel B) in each Southern African country.

36. Professional servicesre key inputs for other sectors, including for sectors that matter for

regional integration in Southern Africa. Inputo ut put tables suggest t hat
important intermediate inputs in the production of many agricultural and manufacturing products that are
relevant for regional integration at the Southern AfriBevelopment Community (SADC) level. Figure

19 shows that significant downstream linkages are observed in a broad range of manufacturing (including
garments, leather, paper, metal products and chemicals), agricultural products and finerals.

%0 A simple way of illustrating the interaction between business services and other industries is based on the

magnitude of the share of business services costs in the total costs of production of those industri&9.driguwee

the contribution of business services as intermediate inpute costs of productioof several manufacturing and

agricultural sectors in five Southern African countries. While the calculations were performed for all 57 sectors
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