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Abstract

In this paper a Strategic Framework for Economio&ration between Sudan and South
Sudan is outlined. The first step is a review @ tiaracteristics of Sudan’s growth model
since Independence. Also aspects of developmenina&iration and economic governance
are considered for Sudan. In a second step thed&diams for a Strategic Framework are
discussed by emphasizing the role of interdeperedeetween Sudan and South Sudan and
the issue of horizontal inequality as a cause aflad and violence in the two countries and
between the two countries. Then the meaning offtte= pillars “strategy”, “framework” and
“economic cooperation” is outlined. In a third stie feasibility of the Strategic Framework
is considered, by looking at the options, oppottesj external instabilities and
interdependencies of the two countries so as tesasthe cost and benefit of alternative
frameworks. Preconditions of the Strategic Framé&ware discussed in the context of the
“Roadmap” of the African Union African Peace and@éay Council (AUPSC). In the fourth
step the programme components of the Strategic éwank are elaborated — the five core
programme components as the basis for a new gnmettel for the two Sudans and then the
five supporting programme components. In the leegi some way forward is highlighted.
Major components of the Strategic Framework for rieenic Cooperation are first, the
proposed Border-States Development Programme fortdh states; second, a new Agro-
industrial Development Strategy with focus on brbaded development and reducing
horizontal inequalities in the two countries; thiednew Public Finance Strategy which plans
for the long-term use of oil revenues in the twartoes; fourth, a Science, Technology and
Innovation (STI) Strategy with emphasis on corenecoic sectors and the local capacities;
and fifth, an Environment, Climate Adaptation anahtd Use Strategy to reach sustainable
patterns of production in both Sudans. For allfihe components many areas of cooperation
between the two Sudans are outlined. Five supplemeprogramme components as outlined
in the paper will support the turn to a more sunstble growth model in the two Sudans.

The study comes — at this critical time for bothd&us - to the conclusion that there is no
realistic alternative to such a Strategic FrameworkEconomic Cooperation and that both
countries will benefit from a new approach alongsth lines. A more sustainable growth
model can be realised by economic cooperation grddognising the political and economic
interests of the partner country.

Zusammenfassung

In diesem Beitrag wird eiBtrategisches Rahmenprogramm fir die 6konomisclhedtation

der beiden Staaten Sudan und Sid-Sudangelegt. Der Hintergrund ist die Zunahme der
Konflikte zwischen den beiden Staaten seit derdbéagigkeit des Sid-Sudan, insbesondere
aber seit der Stilllegung der Olproduktion im Siwi&n Anfang des Jahres 2012 durch die
Regierung in Juba, Siud-Sudan. Fir beide Landerdilm®leinnahmen von herausragender
Bedeutung fir die Devisenbilanz und fir das steali Budget. Der Konflikt um die
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Verteilung der Ol-Einnahmen nach der Unabhéngigkes Sud-Sudan kommt zu vielen
anderen Konflikten, insbesondere in den Grenzregiarwischen den beiden Staaten, noch
hinzu. Wesentliche 6konomische und politische Fnader Teilung des Landes sind bisher
ungeldst geblieben und sollten bis zum 2. Augusi22@on den beiden Staaten unter
Einschaltung eines Vermittlers von der Afrikanisthdnion (AU) einvernehmlich geldst
werden. Wenn dies nicht moglich ist, kbnnte es mere,endgiltigen und bindenden”
Entscheidung des UN-Sicherheitsrates auf der Baisisr Empfehlung des Friedens- und
Sicherheitsrates der Afrikanischen Union hinsichtliwichtiger Streitfragen kommen,
verbunden mit Sanktionen zur Durchsetzung der Betdang.

Im Strategischen Rahmenprogramm werden zunachstwdsentlichen Konfliktursachen
analysiert und dann wird herausgearbeitet, dass d@kenomische und politische
Interdependenz zwischen den beiden Staaten in nvi@ereichen (Olproduktion und
Verwendung der Oleinnahmen, Entwicklung der Bunidessn an der Grenze zwischen den
beiden Staaten, Ressourcennutzung, Entwicklung tandwirtschaft und Viehzucht,
Umweltpolitik und Anpassung an den Klimawandel, Mthaftspolitik, etc.) Gberaus grof} ist,
so dass eine Kooperation zwingend notwendig ist,Wathstum und Wohlfahrt in beiden
Staaten zu sichern. Da viele Konflikte zwischen denden L&ndern mit den grof3en
Entwicklungsunterschieden zwischen den Bundesstaaiéorden und im Suden und an der
Grenze zusammenhangen, sind neue kooperative Wéftse und Wachstumsstrategien
notwendig, die zur Reduzierung dieser ,horizontaléngleichheiten® beitragen kdnnen.
Konflikte hdngen aber auch stark mit dem Ressouetemtum in den je finf Bundesstaaten
im Norden und im Siden entlang der etwa 2000 krgdarinternationalen Grenze zwischen
Sudan und Sud-Sudan zusammen. Hier setzt nun ascBtchtegische Rahmenprogramm an;
es ist insbesondere notwendig, die zehn Bundesstaatif beiden Seiten der Grenze
gemeinsam zu entwickeln.

Das Strategische Rahmenprogramm macht zunachstdtenWorschlage fir die vier Uber
Krieg und Frieden entscheidenden Konfliktbereidaestens,Grenzen, Ol und Wasserkraft*
da eine Einigung Uber die Nutzung der Ressourcendim Bestimmung des Grenzverlaufes
untrennbar miteinander verbunden sind; zweitgBtaatsangehorigkeit, Fltchtlinge und
Menschenrechte“da die Losung dieser Fragen nicht nur aus hugr@mtGrinden, sondern
auch fur eine dynamische Wirtschaftsentwicklung hug ist; drittens ,Aufteilung von
Vermoégen und Schulden und Abstimmung der Finarezsgsétda bisher keine Einigung tber
die Aufteilung von Auslandsschulden und Uber indegegenseitige Verpflichtungen der
beiden Staaten erzielt wurde und auch die untezdtibhen Finanzsysteme der beiden Lander
(auf islamischer bzw. konventioneller Grundlage) éine Kooperation Uberbriickt werden
mussen; und viertensSicherheit, Entmilitarisierung und Stabilitdt“da beide Lander tber
aufgeblahte Militéar- und Sicherheitsapparate vezfiygdie kaum finanziellen Spielraum flr
Entwicklungsinitiativen lassen, und zudem immer deie fir neue Konflikte
instrumentalisiert werden. Diese vier Konfliktbetee konnen in ihrer Breite und
Komplexitat nur im Rahmen von direkten Verhandlungeischen den beiden Staaten gel6st
werden. Die ,endgultigen und bindenden® Entscheggum entlang der ,Roadmap“ der
Afrikanischen Union (AU) und des UN-Sicherheitsgtevirden wichtige Fragen
ausklammern, die fur eine 6konomische und poligs¢tooperation der beiden Staaten
wichtig sind. Neue Konflikte kénnten sich ergeben.

In einem weiteren Schritt werden funf StrategisBnegrammkomponenten vorgestellt, deren
Umsetzung fur beide Staaten gleichermal3en vorfeilhare. Erstensin Programm zur

gemeinsamen Entwicklung der zehn Bundestaatener internationalen Grenze zwischen
Sudan und Sdd-Sudan, da in diesen Regionen grofsoRrcenreichtum und gravierende



Entwicklungsunterschiede immer wieder zu Konfliktiéhren; zweitenein Programm fur
die Kooperation bei der Agro-industrialisierung unéndwirtschaftsentwicklungum die
Abhangigkeit vom Ol mittel- bis langfristig zu redaren; drittensein Programm zur
Kooperation bei der mittel- und langfristigen Umsteung der staatlichen Finanzpolitik
den beiden Landern, um die staatlichen Olleinnahsteru bewirtschaften, dass auch nach
dem Ende der Olproduktion ausreichend Mittel ausn d®leinnahmen fur
Entwicklungsvorhaben und soziale Mal3hahmen verfiighad; viertensein Programm fur
die Kooperation in Bereichen von Wissenschaft, ii&chnd Innovationum an jene Erfolge
anzuknupfen, die Ruanda mit einer Entwicklungspolguf der Basis von Wissenschatft,
Technik und Innovation bereits erreicht hat; unadfténsein Programm flr die Kooperation
in den Bereichen Umwelt, Anpassung an den Klimaelamdd Landnutzungspolitikla sich
durch eine nicht-nachhaltige Bodennutzung und alurbh den langen Birgerkrieg zwischen
Nord und Sud bzw. die Konflikte in Darfur die Umwgtuation in den beiden Staaten ganz
drastisch verschlechtert hat.

Abschliel3end werden erste Schritte einer UmsetzlgsyStrategischen Rahmenprogramms
diskutiert. In einem Anhang werden die Programnezielie Programmakteure und die
Programmkomponenten synoptisch dargestellt.

What Went Wrong?

The cycle of conflict and economic decline in Su@daa South Sudan, between and within
the two states, is alarming and threatening all ableievements since the Comprehensive
Peace Agreement (CPA) of 2005. Again we observe tthe huge human and resource
potentials of the two Sudans for development dtedke or are even destroyed.

Periods of Economic Policy Formation and Conflicts

The economic history of Sudan shows such disappeints since the Juba Conference of
1947 (see the Minutes of the Conference held ire 1847 on the southern demands and
fears; Minutes 1947). There was time to the inddpane of January 1, 1956 to negotiate an
inclusive development process of South Sudan iota8, but all efforts collapsed. The long
period of conflict from independence onwards préeénthe realization of an inclusive
development, and the development (and industrigdiap plans did not really include the
economy of the South. The great opportunity ofAdeis Ababa Agreement (AAA) of 1972
was not used for sustained development effort,ediher human resource development nor
infrastructure development came forth for the Soltbst serious however was the neglect of
real agro-industrial development and of other pobgde sector and infrastructure
development in the South. Already end of the 19f)gical tensions related to oil discovery
in Sudan, the building of the Jonglei Canal, thitipal reorganization of the South, and the
financing of current and development expenditurghi@ South brought the AAA near to
collapse. Regrettably, the AAA peace agreementrbégaollapse just as the South finished
its Regional Development Plan in 1979, a documieat foresaw a genuine agro-industrial
“revolution” for the South which was based on thiiaation of its huge agricultural
resources with crop cultivation, livestock, forgsand fishing (see Yongo-Bure 2007, 1989).
Now, 33 years later, we observe that the documastshill relevance, could be updated and
used as a blueprint for development in the Soutb@ZESRIA 2010), but the political
situation again blocks such a development stratédghough South Sudan has now an



ambitious and detailed Development Plan (GRSS 20kégause of the oil production
blockades the document is already becoming irreleead obsolete just months after its
publication.

The AA Peace Agreement of 1972 was concluded ana of drastic global political and
economic changes in the world economy, with comalale impacts on the Arab World. The
oil price increases since 1973 led to the Arab tesi strategy to make Sudan becoming a
“Breadbasket for the Arab World”. The goal was ¢ach Arab food self-sufficiency as part
of a broader Arab collective self-reliance stratelggthusiastically the Sudanese politicians
took ownership of the idea to supply the Arab waxith cereals, meat and processed food.
Sudan was expected to become an important destinatipetro-money (and even of an Arab
Bank for Africa) to build agro-industrial complexasd a supporting logistical infrastructure.
Although some agro-industrial projects took ofkelithe Kenana sugar complex, the overall
strategy collapsed. Just at the time when the Biasicet Strategy was incorporated fully into
the Six Year Plan of Economic and Social Developnoéi977/78 - 1982/83 and should start
to be implemented Sudan had to agree on an IMFA\Raihk stabilization plan in 1978 with
severe austerity measures. There was quite ealdy af criticism about the Breadbasket
Strategy as it concentrated on irrigated and rath-inechanized farming only (see
WohIimuth/Oesterdiekhoff 1983; Wohlmuth/Hansohm 1984d O’Brien 1981). The ILO
Report of 1976 (ILO 1976) intervened strongly wattmands for a more broad-based strategy
with concentration on developing the traditionaln+ed sector and not so much and
exclusively focussing on the irrigated and mecheshifarming subsectors. All the criticisms
of the biased agricultural development strategyeweonsistently bypassed by Sudanese
governments also in later years (see Wohlmuth 1991)

After the rather short period in Sudan with verghhgrowth expectations from 1973 to 1977
surrounding this ambitious development programnieng period of political and economic
instability with various regime changes followedhel National Economic Conference of
1983, still under President Numeiri, was a lasemfit to formulate a realistic and
comprehensive economic development programme, agagiasizing agro-industrial, human
resources and inclusive development strategiesi®edisound macroeconomic policies. The
collapse of the AAA in 1983 meant that any suggestifrom this conference were becoming
irrelevant. The end of the Numeiri regime in 1986ught no relief as political and economic
instability were aggravated by civil war. Anothdteanpt to formulate a new development
strategy was associated with the ILO Report Misaibf986 (ILO 1987), again emphasizing
traditional rain-fed agriculture and small industrias the base of a more sustainable
development path. However, because of the turnrisva war economy in Sudan practically
nothing out of its recommendations was implemengil.years later the analysis and the
recommendations are taken up as a blueprint fooraoil economy in Sudan after the
separation of the South (see UNDP 2006).

The regime change of 1989 brought with it experitadéor a new economic policy based on a
mixture of economic ideas, including neoliberallamsic, Arab nationalistic, populist,
solidarity-based and auto-centric development guiscésee Wohimuth 1993, 1994). When
confronting the prescriptions of the new econonoctdnes with the economic realities in
Sudan one observes that the type of liberalizgbiolircies pursued in the period of 1989 to
1999 brought about instable economic growth withaay trickle down effects to the
neglected regions and to the poor; even an impsiwexent of large segments of the middle
class has occurred and accelerated in Sudan (s&PMDIDP 1998; The Republic of Sudan
et al. 2010; Ahmed 2010). Oil politics and war poé more and more determined the course
of fiscal and economic policy. Despite of the lodalvelopment rhetoric from the side of
Sudanese politicians no growth impulses were trétesinto the regions, leading to more and
more horizontal and vertical inequalities (MOSP/UND998; The Republic of Sudan et al.
2010; UNDP 2006; Ahmed 2010). Escalating costs af tarought about severe economic



imbalances. Although agriculture growth took platéhe 1990s, especially in the traditional

farming sector, the decline in demand for labourdotton cultivation and for mechanized

farming led to increasing poverty in the rural ares additional income from wage labour
vanished (UNDP 2006, chapter 7). Changing rurablabmarkets had an impact on the
poverty levels. Beside of this effect, new land wased for the increased traditional

agricultural production, leading to more pressuneother users of the land; however this
growth acceleration of traditional rain-fed agricué was a short-lived phenomenon.

The start of the oil exports in 1999 brought podtirelief for the regime, but not a turn to a
long-term development strategy based on the inecrgasl revenues. While direct investment

flowed into the country and Asian partners becanfi@ential actors in the economy, the oil

industry sector became more and more in-transparehta source of conflict at all levels —

especially also in the oil-producing states of Sudeecause of environmental impacts.
Although privatization policies were propagatedtbg regime since 1989, the development
of the oil industry sector brought with it a newngaex of state-owned companies, like

Sudapet and Sudan Petroleum Corporation. Economnvergance in the economy was

affected negatively by this trend towards econoroiacentration and monopolization.

The Sudanese Growth Model and Conflicts

The growth model in Sudan became — on the bagfseddil industry - more and more capital-
and import-intensive, while the irrigated and methad farming systems brought with it
more and more land- and nature-capital intensieelymtion systems. Economic shocks and
ecological shocks characterized the growth modelesindependence. Recent developments
reinforce this pattern of growth. The hydropowestallations associated with a number of
new dams, and the land lease deals with foreigesitovs in more recent periods add to these
problems, and lead to new conflicts.

The growth period since 1999 - when oil exportststh- was also a period without recording
any successes in broad-based development. Thenatgiobalances (“horizontal inequality”)
and the income disparities along the income ladqdasrtical inequality”) may have even
further increased (The Republic of Sudan et al02@hmed 2010). The oil industry sector
became the main source of financing the continnabtibthe (civil) war(s) in Sudan, and it
was also becoming the main source of conflictshm ten border-states between North and
South Sudan. The growth model of Sudan became asicrgly one led by vertical and
horizontal inequalities. While “vertical inequalityneans a shift of incomes from lower
income strata to higher income strata, “horizomabuality” means a shift of opportunities
from lower income regions/ethnic groups/social tdgn groups to higher income
regions/ethnic groups/social identity groups. Thecessful negotiation of the CPA of 2005 is
probably also the result of the collapse of thidipalar growth model as escalating costs of
war have eroded the legitimacy and the top-dowmrme transfer potential of the power
elites. However, no change of the growth model aféected in the transition period of 2005
to 2011 towards the Referendum.

Part of the inherited growth model is also the *tgwn” approach in planning and
policymaking rather than combining this approacthve “bottom-up” approach by planning
growth and making economic policy working also frahe level of counties and states
upward to the central government level. The “growihgnostics” approach (developed by
Hausmann/Rodrik/Velasco, 2005, abbreviated HRV 208%an instrument to look at the
investor’s choices, potentials and constraintoedll levels. Such a growth strategy — based
on HRV 2005 — was already applied to the conditiohsome states in the North Sudan and
the South Sudan, and it would give the basis foroae effective fiscal decentralization and
for improved local economic governance (see fortlsdlordofan: Klugman/Wee 2008, and
for Upper Nile State and Eastern Equatoria Staterl#VBank 2009, chapter 6). Such an



approach requests another development administraticd economic governance model
which is local-based, participatory and more transpt.

All the periods of economic policy formation in Sudsince 1956 (and even before since
1947) saw the neglect of South Sudan in developmplants and development strategies, but
more important also the neglect in real resourtkation and fiscal funding. In the context
of Sudan’s growth and development model, South Sudahowever not a special case.
Increasing regional imbalances in the North anthenSouth fuel now the conflicts between
the North and the South and also within these regiback of trust in state agencies and lack
of commitment in negotiations for a social contract¢ fuelled by this particular mode of
production, distribution and growth in the two Smsgla“Horizontal inequality” is a major
explanation of conflicts and war(s) in Sudan as thource of conflict is added to the
numerous other factors like slow growth over thegloun, volatile growth in the short run,
bad economic governance and increasing “verticaguality” (Gini income inequality
coefficients increased especially in the 1990stdremely unequal”’; UNDP 2006, p. 26).
Consistently the Sudan has grown far below its @k with a growth rate per year of not
more than 1.3% over nearly 40 years (1965 - 2084, poverty rates ranging in the regions
between 50% and 90% of the population (Hansohm ,2p0785). If the period of 1960 -
1999 is considered, a very low growth of only 0.3886 annum was recorded and associated
with a high volatility of growth (Ali/Elbadawi 20Q3p. 9). This means that the pre-oll
economy was virtually stagnant, while the oil eaogosince 1999 brought some gains in
recorded growth (up to 7-8 per cent average ameahlgrowth; see World Bank 2009, p. 15;
AfDB et al. 2012), but associated with very highlatdity of growth. High volatility of
growth has implications for fiscal policy and fispdanning, and if not properly done — as it is
the case in Sudan — macroeconomic imbalances aegedevertical and horizontal
inequalities are resulting. Growth in Sudan sin@® has rather fuelled centrifugal
tendencies in the income ladder and in the geograggace, and has complicated economic
governance because of increasing loss of transparddecause of the closure of oill
production in the South and the deadlock in netjotia growth rates are declining and the
growth perspectives are increasingly uncertainbfoth states (see AfDB et al. 2012). The
danger is great that the human development prognessme areas is not only coming to a
halt but is heading for a reversal.

The Sudanese Model of Development Administratiordg@overnance and the South

Beside of the peculiarities of the growth modelSudan the mechanism of development
administration is problematic. Various factors hawe be mentioned to underline the
continuity in Sudan’s failed economic policies atslunsatisfactory economic progress (see
Hansohm 2007, pp. 187-190):

Development strategies lack information and a samalytic basis for the strategies; there is
a lack of realism, prioritization and sequence;\igsv is held that finance is the key factor to
development so that the entry into the oil econem¥999/2000 was seen as a new chance
for development (thereby ignoring what broad-basedelopment means and what the
sources and modalities of such a growth are). Tivibe | attention is devoted to
implementation, management and coordination. Uigiihs and institution-building
consistently were neglected as it was assumedskilé provision is the key. Private sector
development was not given real priority despite tbé rhetoric of liberalization and
privatization (ignoring the fact that private secttevelopment requests the existence of
institutions and legal frameworks as well as olatained dialogue between the public and
the private sector). Public regulation (over-regalg and public intervention (of an ad hoc
type) went parallel to the biased privatization dibdralization programmes. Local contexts
and local knowledge were largely ignored in develept strategy and so the development



blueprints could not be implemented. External a¢partners were consistently overestimated
in their role, and their economic and politicaleirgsts were not properly evaluated (so the
Sudan switched from Western to Socialist partneis then to Arab partners and again to
Western partners and then to Asian partners). ig glocess Sudan has imported a lot of
foreign development models but has not transforif@dxdsorbed) them into a genuine and
holistic development strategy (see Hansohm 200more details about these continuities of
Sudan’s economic policy). The particular growth mlocind the particular type of
development administration explain the poor ecoramsults which are functioning also as a
base of past and current conflicts.

There is also the economic governance dilemma @asotheconomy added to the major
governance problems by making a whole sector wgrkithout transparency (World Bank
2009, pp. 47-60; Hansohm 2009). The lack of econoguavernance spread to economic
policy and sector policies, to regional and enuvinent policies, and also to politics and
economics in border regions between North and South

For South Sudan all this means that the Sudanesdlgmodel, the Sudanese characteristics
of development administration and the Sudanese haideconomic governance led to and
perpetuated the known social, political and ecowommxclusion effects. Only marginal
references can be found in the Sudanese developseiaitgies and in the Sudanese
development plans to the issues of the South whdemajor Regional Development Plan of
1979 for the South (handled at that time by themarous government for the South) never
took off. Lack of transparency, neglect of humasorgce and infrastructure development, a
trend to ad hoc decisions, and lack of control abmancial resources (allocated as grants
from the central government and partly generatethfwithin the autonomous region) were
major problems in the South. Implementation of dgwament programmes could never be
evaluated and adjusted in the short periods ofg€Hue South had only two peace periods:
1972 - 1983 and 2005 - 2011. In both periods an gvawth model, based on its huge
agricultural resources, could not be developedjoalgh in the transition period to the
referendum a Growth Strategy (see GOSS 2010) antbtmdations for a First Development
Plan were laid out.

However, the situation in South Sudan with regdrdconomic governance (and also political
governance in more general terms) is more diffiaglgovernance in the South Sudan region
was contested already since the 1970s by the attenal aid business which was setting
their own priorities and implementation modaliti@ie situation has not improved in this
respect and the weak South Sudan state is operating or less exclusively in the oversized
security sector (see Grawert 2007 on the historgamitested governance in South Sudan),
while social services delivery is largely in thenda of the international aid business. Another
severe limitation in South Sudan is the heritageasit-colonial state-building: counties after
counties are created and based on tribal and etiitécia, thereby preventing a more open
state formation at local levels (CODESRIA 2010)hagconomic interactions and exchanges.
This has implications also for land deals as tlallgovernments make their own land lease
businesses (largely without any control from higstate levels).

Some positive steps of state building were takeherfirst few years of the first peace period
after 1972 but since 1977/78 the situation changed, the Regional Development Plan of
1979 never got a chance for implementation. Variotuses (Jonglei dam, Chevron oll
discovery, VP General Joseph Lago and politicaistwm in the South, macroeconomic
imbalances spilling over, lack of regular finanoe the South, discussion and introduction of
Sharia law, etc.) Also in the first few years lo¢ tsecond peace period - from 2005 to 2011 —
some developments went in the right direction. Bo8udan was starting to go from
humanitarian assistance and a war economy to disaemt, rehabilitation and reconstruction
(DRR), but soon the steps towards deeper developwfeagriculture and infrastructure
stalled. The utilization of the huge agriculture tepdials was blocked by security



considerations, and even the disarmament processtopped. On paper a growth strategy
and a development plan were written, probably whth good intention to implement these
recommendations. But mistrust about calculatingti®sishare of oil revenues by the North,
power struggles among the political and militarytesl, lack of political and economic
governance, financing needs for an oversized dgcector, rumours about the intentions of
the North with regard of Population Census and Reftum, and conflicting economic and
commercial interests among the power elites of Sbeth with regard of a rapid oil and
minerals exploitation changed the situation tortbgative side.

The year from the independence of July 9, 2011ukp 9, 2012 has brought for both Sudans
further tensions and an aggravation of the cosflibly the deadlock in negotiations on the
open CPA and separation issues, by closing therotfluction facilities in the South, by
destroying oil facilities in Heglig and by bombiragilities in Unity State. Observers of the
situation in Sudan and South Sudan say now thdiqoahs in both states of Sudan seem to
have completely abandoned the idea of a developpwitly in the interest of the people as
they behave at the expense of the survival interfeiteir populations. The political calculus
within narrow circles of the political and militaslites is only related to the way of how to
destabilize the other regime. Even military attaeks part of the game and obviously a
political calculus is practised by the elites onthbsides to preserve power in the home
country, to avoid the merger of opposition forcgaiast the regime, and to continue with a
war economy as it allows it to keep intact the eizd security sector and the related
distribution of rents. The blockade/stop of oil guation in January 2012 leads also to a new
round of external indebtedness of South Sudan latioe to new actors (like China and
Qatar) by mortgaging untapped oil resources for andl leads to the proliferation of highly
unrealistic plans to build as quickly as possiliteraative pipeline routes to Lamu, Kenya or
to Djibouti, and railways to Mombasa and other ptac

The fate of Sudan and South Sudan cannot forevévdied into a system of conflicts and
wars, unsustainable growth, a climate of weak gumece, non-inclusive development
strategies, lack of economic incentives to devedamluctive sectors, further degradation of
the environment, and the prevalence of strong inges among power elites to go for war
and conflict.

The danger is great that the current tensions legtv&idan and South Sudan lead to a new
and probably a very long period of conflict and lohes; if it is not possible to move now
quickly towards a Strategic Framework for Econo@aoperation between the two states, a
framework that is beneficial to both states and thaalso changing the inherited growth
model in the North and in the South, the traditlocharacteristics of development
administration and the inadequate structures ofi@mic and political governance. Sudan has
never come up to implement its proclaimed visi@tigtegies and plans, and the risk is great
that South Sudan will follow this path. Against ¢hbackground of failed development
initiatives, and because of increasing disappointnaad disillusionment on the side of the
people in both Sudans a Strategic Framework fom&eoc Cooperation (SFEC) between
Sudan and South Sudan is presented. It is assumagditastic structural changes in both
Sudans and mutual commitments from both sidesratée interest of both countries and
especially for the people.

A Strategic Framework for Economic Cooperation: Meaning and
Substance

Such a Strategic Framework is needed first, becanfsehe still high degree of
interdependence after independence between SudaBiauth Sudan, and second, because of
the type of conflicts rooted in horizontal ineqtie which prevail in both Sudans and which
have cross-border effects.



Interdependence and Conflicts through Horizontal dgualities

Interdependence is a complex concept as it encamepashree components: mutual
dependence, sensitivity, and vulnerability. Mutwkpendence means that South Sudan
depends on the actions, reactions, policies andvemeénts of the Sudan, and vice versa. Oil
production is one example, water and hydropower agement is a second one, and
ecological and climate factors are a third exam@lensitivity means that policies of one
country, like trade barriers, monetary or fiscaliggoactions, or even the politics of border
closures, may affect the other country more or kssngly (with high or low elasticity).
Vulnerability means that the costs (opportunitytsp®f escaping this dependence may be
very high. This is the case with alternative tramspoutes for oil and other goods which are
produced in Unity State and in Upper Nile State, &dso in other states of the two Sudans.
Exorbitantly high costs of proposed new pipelire&énya and/or Djibouti demonstrate how
serious this third element of interdependence wiokghe two Sudans.

It is an illusion to assume that independence (ftl$ Sudan) reduces interdependence. It is
necessary to measure these interdependenciesardrefjpolicies, production, environment,
natural resources exploitation, climate change otgparade and migration routes, cross-
border movements of livestock and people, conflictdand and resources, etc. In the context
of “growth diagnostics” studies for South Kordofaigstern Bahr el Ghazal, Northern Bahr
el Ghazal, Blue Nile State and for Upper Nile Statee can see how strong the
interdependencies cross-border are in terms of etgrknputs, labour, livestock migration,
hydropower, agro-industrial value chains, and esfigcso in oil production and transport.
Interdependence between the five Northern and itlee Southern border-states of the two
Sudans will last, despite of the independence efSbuth, as a border of around 2000 kms
length cannot be controlled and can only be peeckas a soft border.

The second aspect requesting a Strategic Framaw/thk type of conflicts prevailing in the
two Sudans. Most important for the two Sudans ésfttt that “horizontal inequality” is in
both countries a major factor generating confliats] that this type of inequality always tends
to become a cross-border phenomenon and will naobéned to intra-state and inter-state
conflicts. In this case “group identities” (group$ people sharing common interests and
beliefs and having similar views about their diggnation) coincide with inequalities, and
violent conflicts then result easily from the digsadtaged position of a particular group
relative to the situation at national average dahwither groups in the country. Such groups
may be composed of the people of counties, statbajc groups, and religious groups. One
may distinguish economic horizontal inequalitiesitljwdifferences in access to assets,
incomes and employment opportunities), social lorial inequalities (with differences in
access to social services), political horizontaéqumalities (with differences in political
opportunities) and cultural horizontal inequaliti¢with differences in recognition of
language, religion and customs). The studies basdtis approach (see the pioneering work
by Frances Stewart, such as summarised in Ste@a@&, 2nd the survey of grand theories of
conflict by Holmqgvist 2012) aiming to explain caofs do show that the situation becomes
serious if more than one of these four types ofjuraéity comes together, if warning signals
about any deterioration of horizontal inequaliteee not considered by policymakers and by
politics, and if actual and perceived differencekative to the national average are used by
“political entrepreneurs” for agitation so that tlperceived horizontal inequalities are
becoming greater and greater. The perceived grogaat group level are easily and strongly
translated into violence, and there is enough emddrom cross-country studies and country
cases to demonstrate the validity of this relafgee Stewart 2010 and Holmqvist 2012).

The measurement of such horizontal inequalitiesbie®@n done in the context of Household
Surveys in Sudan and South Sudan by looking aptwerty and income levels of the 15
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states in the North and the 10 states in the Sduthsome information is also available at
county levels and for ethnic groups, but also fealth, education and political participation
indicators (see for Sudan UNDP 2011 and The RepuifliSudan et al. 2010, and for
Southern Sudan SSCCSE 2010 and World Bank 201he).BBseline Household Survey of
2009 gives also information on the food and nuwnitsecurity situation in the 25 states of
Sudan (SIFSIA 2010). Looking at poverty rates, stlemrolment rates and health indicators
one can see striking differences between statesatsw within states of South Sudan.
Northern Bahr El Ghazal State with a poverty rdtéG86, Unity State with a rate of 68% and
Warrap State with a rate of 64% are the worst casttee South, while Upper Nile State has a
measured poverty rate of only 26% (being endoweth \Warge-scale and medium-scale
agriculture schemes and own oil revenue shares ad-producing state). Data for states in
Sudan show similar patterns of striking regiondfedénces. Food deprivation varies in the
North between 44% in Red Sea State and 15% in &&tate, while gross enrolment rates
range from 93.75% in Khartoum State to only 36.19Red Sea State (UNDP 2011). While
Upper Nile State has a relatively low share of lseadt poverty, the state has a very high
severity of food deprivation (SISIA 2010). Diffegnlevels of discrimination for certain
indicators in one state relative to the nationarage may have unpredictable impacts on the
level of discontent and the probable intensity omficts due to horizontal inequality. The
same is true for intra-state differences with rdgair all these indicators. More than stating
this, an aggravation of the situation may have weclin both Sudans because of conflicts,
border issues, economic decline, and now the tessaround the unsolved CPA and
separation issues.

The situation is even getting worse as “horizomtalquality” as a cause of conflict and
violence in the two Sudans is superimposed by offoerrces of conflict. The “multiple
conflicts approach” (by Johnson 2006 for Sudanhda$ contradictory to this approach
(summarised by Holmqgvist 2012). The length of dobfin Sudan leads to escalating
grievances and increases the feasibility to finambellions (Collier theory), by militia and
political entrepreneurs with focus on their privgen. The fact that in Sudan conflicts never
could be stopped at an early stage of conflict detadthe dangerous “creed” and “greed”
phases of conflict (Zartman theory). The conflitad to an ever growing mistrust in the
working of state institutions so that commitmenaldésocial contracts between people and
state institutions are either not negotiated or holding for long (theories of World
Bank/Douglas North/Acemoglu & Robinson/Akerlof & &rton; see the survey by Holmqvist
2012). All these four macro theories of confliaplence and war seem to have relevance for
the two Sudans, for the border areas, and for dvossder politics. Therefore, overall politics
and border politics cannot ignore interdependemceharizontal inequalities. If in the current
conflict Upper Nile State loses oil revenues asagomsource of its own state revenues, this
has serious consequences for the people fuellingusaforms of conflicts even in this more
well-off state, not to speak about the seriousasibm in Unity State. If Renk County in Upper
Nile State is cut off from agricultural value chsiim the North, grievances can lead quickly to
violent forms of action. If refugees from the Nodlaim resources in the South, like in Upper
Nile State and in Unity State, conflicts also spreeoss-border.

Three Elements - Strategy, Framework, and Coopevati

A Strategic Framework for Economic Cooperation lestww Sudan and South Sudan has to
work in the context of actual and perceived intpetalencies, not only with oil production,
and of the various causes of conflict which areeag@ing cross-border, like the horizontal
inequalities. Three elements matter in a Strategienework: “strategy”, “framework”, and
“cooperation”.
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“Strategy” has the meaning of giving direction andentives to work on agreed objectives,
based on visions and plans, leading to clear andistent objectives and assuming that actors
are willing to pursue the strategy towards impletagon. In order to negotiate on such a
Strategic Framework, both countries need a devetopretrategy based on visions, action
plans and implementation plans. In these plansntieedependencies and all the cross-border
issues have to be highlighted. If we look at theremt development plans of the two states,
we observe that there is really nothing includedualbnterdependencies, conflict causes and
cross-border issues. The South Sudan Development RI11-2013 (GRSS 2011) and the
Sudan Emergency Economic Programme 2011/12-2014A5part of the Five Year
Development Plan 2011/12-2016/17 (see SUNA 2012DBPN012, and AfDB et al. 2012)
seem to ignore the links to the partner statepatih both countries have to diversify away
from oil. In order to develop a common strategyoreg-term horizon is needed with Visions
up to 2035 for both countries (Sudan had a Natibnag-term Strategic Plan for 2007-2031
as a Vision, but since independence of South Sualision was developed in the two
states).

A “Framework” is an instrument to define and enéoity the way of agreements common
decisions and regulations, to create mutual comarits) to give appropriate incentives for
cooperation to actors in both states, to creats &mong partners and actors, to provide for
an institutionalised regular information exchandmw programmes, unsolved issues and
conflict areas, and to create awareness about tmigpandence, sensitivity and vulnerability
SO as to be able to manage interdependence. A fm@ikeés nothing less than an agreement
bundling together objectives, institutions, actansl actions according to a list of key issues
and problem areas being highly relevant and vibalthe two states; the issues are to be
grouped together with action plans along a longetimrizon. The Framework should cover
various levels of action (state and non-state sewéhction).

“Cooperation” is a concept that encompasses mamysfof interaction with a differing
degree of commitment. Loose forms of interactioooferation) can be exchanges of
information, while structured dialogues, ad hoceagnents and binding commitments are
deeper forms of cooperation. Policy coordinatiorthwbinding agreements on specific
objectives and policy targets are even higher foohsooperation. All these forms of
cooperation are needed between the two Sudansa lmgordination of macroeconomic
policies and with regard of other important polargas may be the last step. Even low levels
of cooperation as information exchanges lead tb hegurns to both partners. The basic idea
is that all forms of cooperation need trust and mwment, and that these core elements have
to be recreated in the two Sudans in a long netgotiprocess leading to steps of action at
various levels. In order to come to trust and comant the causes of the problems have to
be discussed and identified first.

The situation between the two Sudans is so seriwith ever new cycles of conflict, war and
economic decline - that a Strategic Framework ggiested to create a culture of cooperation
and trust at all relevant levels so that commitnaerls can become credible. A Strategic
Framework for Economic Cooperation (SFEC) will th&mpport the development of long-
term visions and related development strategies.

Both countries will have to develop first of alliqmities for their own development strategies
and then they will look at common areas of inter€stmmon areas of interest with regard of
important policy issues are there:

First, border-regions development is a key aretha@dorder-states between Sudan and South
Sudan are determining the paths of growth and pésoause of the huge natural and human
resources which are located in these areas anduseecd the inequalities and grievances
which are prevailing there; development progreshese ten states will bind together the two
countries.
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Second, a new agro-industrial development strateggquested in both countries to develop
non-oil productive sectors so as to replace theidance of oil revenues in both economies.
Consistently in Sudan the traditional agriculturgbsector was neglected, but also the
integration of value chains from agriculture to agrdustry, to input industries and to the
agribusiness was largely neglected. There areyptgyortunities for cooperation.

Third, public finance management and fiscal potiogrdination are necessary as long as the
oil economy is determining the path of both ecoresmBoth states will have to provide for a
“permanent income” (in the form of a constant raahual public expenditure flow derived
from oil revenues) long after the end of the oibguction in the two countries. For this
purpose they have to coordinate their public expereland revenue policies at central and
state levels on the basis of a new post-CPA wesdilting agreement so as to maximize the
impact of public expenditure and public investmenmt growth, human and regional
development. All aspects of the economy in botha®sd(public investment programme,
border-states development programme, agro-indusieyelopment programme, direct
investment acquisition policies, future oil sectimvelopment, and economic diversification
policies) need such fiscal policy coordination. Getion is vital with regard of the long-
term use of oil revenues for developing all typésnérastructure which have cross-border
relevance.

Fourth, both countries need a Science, Technologylanovation (STI)-based development
strategy and there are many possibilities for coatpen. Sudan has neglected for decades
STI, despite of a significant research base andetsd human capacities and capabilities;
the potential to capitalize on these initial susessis great. Sudan was among the first
countries in Africa to develop energy research,cagjure research and industry-related
research, and related institutions for human resodevelopment are there. STl is a force that
will enable both states to jump ahead. Rwanda Haswvis that even a small and
underdeveloped country can develop successfullya@d@lcan build human capacities within
a rather short period of time, by focussing on Il availabilities in terms of research,
training and learning.

Fifth, cooperation on environment, climate chandep#ation and land policies is a further
important area. This has to do with the extent afdl degradation, deforestation,
desertification, but also with the necessity tonplar the use of Nile waters (especially for
hydropower dam projects) and for the use of otla¢une capital resources in the two Sudans.
Both states have to cooperate in order to sudt&in bbong-term growth process and to avoid
further cross-border conflicts arising becauseattiral disasters and the destruction of nature
capital. Vertical and horizontal inequalities arery much related with environment and
climate change, but also with land policies. Growém only become more broad-based if
nature capital is sustained and restored in bothas Neither the management of the oil
sector nor the management of land deals with faraigd domestic investors are sustainable.
There are also other important areas for econowoperation (in trade, foreign investment
and regional integration policies; in policies tod& donors and donor coordination; in
private sector development, finance and investnpafities; in infrastructure and services
sector development; and in policies to speed upamudevelopment, employment geenration
and the creation of safety nets). But these progresnare supplementary to the core
programmes which are the basis for a new growtheaiwadhich is broad-based, reducing
inequalities of any type and sustainable. The neswth model can help to overcome the
centrifugal tendencies in both Sudans, and especsl the trend towards increasing
horizontal inequalities which are threatening peaeeosntruction and development.
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Long-term Commitments after the Separation of theush

In the context of a Strategic Framework for Ecormr@looperation the potentials of
cooperation in the core and supplementary programreas are identified and cooperation
strategies are outlined. However, such a Strategimework will have to be fundamentally
different from the type of agreements the Sudanskas in the past. Long-term commitments
between the two Sudans are necessary, bottom-upoprdbwn participation strategies are
requested on both sides, and dialogue forums onalitied of implementing jointly
undertaken actions have to be installed at variewsls. The Strategic Framework for
Economic Cooperation will give incentives for purgua new growth strategy and laying
foundations for peaceful development.

Separation of countries is a risky process. Incee of Ethiopia-Eritrea this process has not
worked, but in the case of Czechoslovakia it hageaa From this case a lot can be learned
about successful separations. The situation foilCthech Republic and the Slovak Republic
was fundamentally different as external and intemmstitutions constrained the behaviour of
the government/s. They both switched quickly fromloase perspective of economic
cooperation between transforming East Europeaass{&tisegrad Initiative) to the European
Union (EU) integration perspective and avoidedhia ¢ontext of their separation negotiations
all measures that would have compromised theirpgets/e of entry into the EU. As the EU
demanded strict preconditions such as commitmemtddmocratic development and human
rights, a free flow of goods, people, servicesjtedpand common principles and practices for
trade and agrarian policies as well as firm stgbdiiteria for macroeconomic policy and debt
management, the incentives for peaceful separamh mutually beneficial cooperation
between the two new states were there. Also, tharaBon management was nearly perfect —
all the major separation issues (on assets and calbéncy, international and domestic legal
provisions) were managed smoothly and in a shoibge

In the case of Sudan and South Sudan the situatisrand still is completely different - there
is neither an external actor nor an internal ingth to discipline the two governments
towards an agreement that is lasting. Neither redidfrican organizations nor international
ones can replace the role of the EU in this regAfdcan Union, UN Security Council,
IGAD, “Troika”, The Sudan and South Sudan ConswéaGroup, and others were not yet
successful. There are obviously not enough incestifor sustainable compromises. A
Strategic Framework is therefore needed for crgafiimcentives and a perspective of
development that leads to lasting cooperation angeaceful interdependence. In recent
months (since the stop of oil production in JanudBi2), there seem to exist strong
incentives for both central governments to intgnstinflict and even to go to war. The lack
of trust from the people in state institutions dhe failure to strengthen state capabilities in
early phases of the CPA transition period as wsllaggravating vertical and horizontal
inequalities led to a high level of dissatisfactiarboth states and to discontent of particular
groups.

The reaction of the political elites in the centavernments to this development is political
agitation against the other state by accusing theraside of aggression and unfriendly acts.
Obviously both sides want to distract from the seviemancial austerity situation which was
accentuated after the closure of oil productionveas in place already before. Sudan earned
until independence of the South 60% of its goveminrevenues and 95% of its export
revenues from oil income, and for South Sudan thegntages were 98% and 99% (see
Lesley on Africa 2012). The shutdown of oil facdg only intensified the fiscal pressures
although they were present before. The “near wériagon is obviously used by both
regimes to consolidate internal political suppbrtthe North “Arab spring” aspirations of the
youth and of students and actions of oppositiorugsoas well as of opposing forces in
Darfur, South Kordofan and Blue Nile provinces ddobe counter-acted by referring to
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external threats and to unfriendly moves of the t&odlso in South Sudan there are
incentives to go for conflict escalation and tovgad'near war” situation, so as to consolidate
power in an atmosphere of allegations about laclreks freedom, exclusionary politics,
nepotism, and corruption. The “near war” situat&so gives both regimes the opportunity to
let the oversized and overfunded security sectditény, militias, police, and other security)
intact in order to avoid rebellions coming from kuorces. Not less than 40% of South
Sudan’s public expenditures are spent for secudtihough DDR actions should have
reduced the size of the SPLM army already by ard@%, including the planned integration
of various militias into the army (Lesley on Afri@®12). Generous SPLM army support in
the South and generous SAF army support in thehNeme¢ seen as instrumental to prevent
regime changes because of the declining alternamployment prospects and economic
opportunities.

Instead of managing the interdependence betweeNdHha and the South and the conflicts in
and between the two states the two regimes protbagperiod of “near war” with huge
human and economic cost and with lost developmppbrdunities. The Strategic Framework
for Economic Co-operation could provide the incessifor sustainable long-term growth and
durable peace.

A Strategic Framework for Economic Cooperation: Feasbility and
Preconditions

Such a Strategic Framework is feasible if the lesyés of separation and the unresolved CPA
provisions are seen in context. These are the #oroil and hydropower” complex, the
“citizenship, refugees and human rights” complég, ‘debt, assets and finance” complex and
the “security, demilitarization and stability corapf.

Four Negotiation Complexes

The “border, oil and hydropower” complex is the mdificult one. Time was lost since the
CPA of 2005 to find an agreement on the bordereissund on the oil and hydropower issues.
Lack of trust in the management of the oil seceat 1o suspicion about cost and revenue,
although so much evidence about the weaknesseshewes and as so many proposals were
made to improve the transparency system (World B20®9, Chapter 3; Global Witness
2011; Hansohm 2009). Lack of understanding the caakes of the border disputes and
conflicts in the border regions (including the Ténkreas) as a complex of resources interests,
security interests and traditional rights-base@redts was the second major problem (see
Saeed 2010). Again, time was lost to find an agesgnafter the Referendum. It was not
possible to solve the border demarcation and dgdssues and it was not possible to find an
acceptable formula to transform the Wealth ShaAggeement (WSA) into an Ownership,
Adjustment and Cooperation Agreement (OACA). The extremes were not accepted by
the respective governments: the minimum position tké South Sudan of paying
internationally comparable transit fees and the imar position of Sudan to continue the
revenue sharing agreement under a new name asatige transport, refinery and export
infrastructure in Sudan is used by the oil industiySouth Sudan. But also the hydropower
interests of Sudan in the Blue Nile State wereauihowledged in their real importance, as
the government of Sudan felt cut-off from oil angdtopower opportunities by the moves of
the South Sudan government and by SPLM-N actions.

The resources in the ten border-states have m&lestiion to function as the powerhouse of
Sudan, as a potential growth pole, and now this hals to be redefined for the two Sudans.
The area has only 20 per cent of the land aredefotd Sudan, but 33 per cent of their
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population. Population density is almost doublerth@onal average, and over 60 per cent of
the Sudanese population earn their livelihoodéiéregion (see Saeed 2010, pp. 7-8 on these
data). Eight million people are living in the fiverthern border-states (this is less than a
guarter of the population of North Sudan), but 56R4he South Sudan people are living in
the five Southern border-states. Geography and deapby have an impact on security,
economy, society and politics. Important for theoleharea is the “head and neck” position
(Saaed 2010) of the North of Upper Nile State as pfart of South Sudan adjoins four
Northern states with great potentials.

Around 80 per cent of semi-mechanized farming adéBuis in the area of the border-states.
The area has good soils which can be the baseresfgthened and integrated agricultural
value chains and of a dynamic agro-industry. Agibess can link all these actors from raw
materials production and input supplies to intenaiedand final products (see on the new
strategy for promoting agribusiness in Africa innvkella et al. 2011). Cereals, oilseed cash
crops and tree products are the base of the cuarahtmore so of the future agricultural
development in the area. The area provides pasamck for more than two-third of the
national livestock of old Sudan, and during theesemonths of dry season the animals are
herded in the South Sudan alongside of the herdeeoSouthern owners. The area is also
richly endowed with wildlife and game reserves,imgivit also chances in tourism, even cross-
border tourism. The area is not only rich in oilt Inas also various other mineral resources
like gold, natural gas, iron ore, bauxite, uraniiangd copper (Saeed 2010, pp. 7-8 on these
data). The area is rich in savannah grasslanddaaest cover, but has also important water
resources from lakes and the main rivers. The eoasnimportance of the Blue Nile water
discharge and the hydropower capacity of the (lerggd) Roseires Dam are already causing
conflicts in Blue Nile State and in the wider regid¢Verhoeven 2011). As Sudan’s
hydropower-based agricultural development strategyseen as a post-oil option, these
resource conflicts have to be understood and cereidin any agreement (The China Post,
June 27, 2011).

It was therefore not a technical issue to demartetdoorder and to find an agreement on the
Abyei region, and it was not a technical issue done to a durable security and stability
partnership for Blue Nile and South Kordofan states shown (by Saaed 2010) that for all
regions where border demarcation is not yet agegexh the natural resources endowment,
especially with oil, minerals, arable land and wabas a determining role. However, also
security and stability interests are importantomang to terms with border disputes (as in the
case of Upper Nile State with White Nile State &uwaith Kordofan State; see Parts 3 and 4 in
Saeed 2010). Also the numerous actors on landsrigisues and land use issues in these
regions have to be consulted and involved in figdsustainable solutions to these border
demarcation conflicts (Saeed 2010, Part 2).

The high human and economic cost of conflict areldanger of a new war between Sudan
and South Sudan demand an urgent turnaround byidprgvincentives for political and
economic cooperation. Any solution of border cantflimust rest on principles such as “soft”
borders (allowing cross-border economic activityl @tcess for people and animal herds),
durable commitments (for wealth sharing, fair congaion and treatment of owners and
users of land), and collaborative action (by bui¢dforums for stakeholders and even joint
ventures for managing in a sustainable way the ov$dand, water, natural and mineral
resources). The whole area of the ten states hhe twvered and all the natural resources
have to be considered, not only oil.

A medium-term agreement on oil revenues is inelatab find a way back to stability and
security. The ownership and development intereftghe South and the budget and
infrastructure interests of the North should leacitcompromise. Such a compromise could
mean that a) oil revenues are divided for the textyears, by reducing year by year the share
of the North until the share for the agreed tram&ndling and processing fee is reached, or b)
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transit fees are paid at internationally compegitevels plus fees for handling and processing
the oil in the North and these sums augmented kgnanal budget assistance component, or
c) an agreement is reached on a joint ventureisality integrating all oil-related businesses
in the South and the North with a new-type exploratand production cooperation and a
sharing agreement for profits.

Whatever the solution may be, the compromise mesidgreed upon for at least ten years to
create trust, confidence and time for adjustmensoAthe US sanctions will have to be
removed as North and South Sudan are affectedidyothem and as any agreement between
the two states on oil revenues depends on intemetisupport. However, a strategy for
“sharing oil wealth” is as important as a stratégy “using oil wealth” in both countries.
“Permanent Income”-based planning of annual puékpenditures and “Permanent Fund’-
based planning initiatives for the future periodthaut oil are needed to derive income from
oil revenues long after the end of oil productiior both countries, the Alaska model of
dealing with oil revenues could be of interest (Sason Hickel 2012); it will divide oil
revenues between the Permanent Fund, direct casdiitseto the people, and a large public
expenditure share for priority development projects

The other complexes are also important, but cowddcbmpromised more easily. The
“citizenship, refugees and human rights” complexs hseen some first “Framework
Agreement” between the two states, although theme mo way forward (see Framework
Agreement 2012). This complex is not only importémt securing the human needs and
human rights for all those who are living in théneat state without having so far secured
individual personal rights (residents without doemts, displaced people from civil war, and
refugees from all types of conflicts within andweén the two states), but this complex is
also important for the economies of the two stasvelopment of agro-industries in the
future will require much more labour mobility bewvethe South and the North, as well as
within these countries. It is also necessary tegions which have suffered from the inflow of
refugees are compensated and rehabilitated sdhimatcan develop. Also the many people
who were removed from their land for oil productiand transport will need adequate
compensation and reintegration.

The “Framework Agreement” on citizenship issuesa(f@work Agreement 2012) refers to
four freedoms for the  nationals of the other statefreedom  of
residence, freedom of movement, freedom to undertak economic
activity, and freedom to acquire and dispose ofperty. However, the Framework
Agreement does not explicitly mention
ethnic, cultural or religious freedom. There isoalsnvisaged the establishment of a
Committee on the Status of Nationals of the Other
State and Related Matters. There are however dspabout timing, wording, and
concretising the Framework Agreement so that maople are still in an illegal status. Such
an Agreement could definitely reduce tensions, teresiability and allow the seizing of
opportunities for dynamic development in the boidelt area and in other (labour-
demanding) regions of the two countries. In case ttho states will follow in future a
cooperative course in their economic policies ttibase provisions will become very
important, as any expansion of economic activityl wequest more labour mobility of
unskilled and skilled labour. A “soft” border regemwill therefore be of utmost relevance for
growth. Donor support is needed for this complexniake progress, but aid will be helpful
only in a cross-country, cross-sector and crosgesperspective; other aid for humanitarian
assistance and development may become easily\divasid ineffective in the environment of
the Sudans (such a new approach is recommendedsaBaeneral strategy for post-conflict
countries by World Bank; see World Bank 2011).

The third complex “debt, assets and finance” hafasoot received adequate attention in the
negotiations of separation issues and CPA prowssiblowever, the issues of sharing external
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debt and external assets are not minor issuesa3swemption in Khartoum and in Juba that a
“zero option” is feasible (with 100% expected deddtef) is not well founded as both states
should earn such a dividend by pro-active developgmeasures, by reform policies, and by
cooperative strategies. Also the sharing of domestbmmitments (entitlements and
commitments of the two states with regard of asaats liabilities of public corporations,
property rights and entitlements of former civingee staff, as well as entitlements and
commitments with regard of pensions and social riigcughts of individuals) are matters to
be discussed. In order to work in this directidspdahe banking systems of the two countries
will have to cooperate and to open windows for geamions with banks in the other country.
Otherwise these compensations and exchanges witake place at all or not in time. So far,
there is no progress in this regard. The whole gg®®f establishing own currency, money
and finance, central banking and commercial bankiygiems in the two countries was not
done in a cooperative way, but this sector is topdrtant to leave it outside of the
negotiations.

The “security, demilitarization and stability” coteg is a difficult one, but successes with
regard of the other three complexes will be extitgnielpful and supportive. Political
negotiations at various levels (between centrabgawents, between governors of the border-
states, between civil society representatives, atteg and peace groups, and between
actors/stakeholders within the states which arect#tli by conflicts) will ultimately lead to
sustainable solutions.

Four Arguments why a Strategic Framework can work

A Strategic Framework is feasible if the real idggendencies between the two states are
understood. Despite of the separation into two ti@s) the interdependencies are quite
strong. Beside of the four complexes which havbdmegotiated the real interdependencies
in cross-border trade, investment, migration, oibduction, processing and transport
infrastructure, water management, climate changaptation, environment, regional
integration, and in fiscal, financial and monetaglicy issues remain strong and are even
increasing. Because of neighbourhood effects investill always assess the situation in the
neighbouring country before committing to investmserHowever, interdependence is also
strong because of the level of market integratiorthie border-states and because of the
agricultural value chains which are working crosseler in livestock, cereals, tree crops, and
oilseed crops. It will not be possible and econathycviable to control a border of around
2000 kms for people, goods and herds moving achasborders. Evidence shows that cross-
border micro-trade is very beneficial for the p@olWing in the border areas; livelihood of
households and small businesses depends so mushcbna type of micro trade. Human
development is therefore very much related to raaiimg a “soft” border regime. The recent
years of global food price increases have showhft@ insecurity in Africa is also very
much related to export bans from the side of Afrisarplus countries (as practised also from
Sudan against South Sudan for political reason®), l@dockades of transport routes (as
practised in Sudan against South Sudan) lead tailheacreasing transport costs and food
prices. Before and after the Referendum such fome gffects have severely affected people
as producers and consumers in the North and irstheh. Reductions of subsidies on food
and fuel in the North also have severe impacteenSouth.

Interdependence is strong and even increasing meard of all types of infrastructure —
electricity generation, water supplies, roadswayls, environmental protection infrastructure,
and cross-border shipping routes. As the road n&taod other means of transport were
conceived and constructed in a North-South diractibe dependence on reconstructing and
extending the existing networks is great. Interdele@ce is most severe in terms of the Nile
Waters as the distribution of waters between the Sndans and the other partners (riparian
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states) is still unregulated. However, an agro-shdal development push as envisaged in
both countries depends on a fair and future-oréestdution and on a trustful cooperation in
water management. On the other hand, building ofsdand hydropower facilities needs a lot
of coordination; it has not taken place so far.

Other strong interdependencies prevail with th@dabmarket. Internal migration and cross-
border migration cannot be separated in the bastiges, and any expansion of agricultural
schemes and integration of agro-industrial valuerehwill require that migrants can be hired
as wage labour.

Land policy is still a major barrier to agricultiexpansion in the traditional rain-fed farming
systems in the North (because of the ownershipablkee state in land allocation and the lack
of long-term land leases for small producers) anithé South (because of weak compensation
provisions in case of land deals managed by theuwaistate levels); long-term land leases
are again and again recommended for the small fartweget them access to credit via
collateral, but they are not yet in place (see Wdhank 2009 on this key issue). If such
reforms take place, commercialization of small fiaugnagriculture will also accelerate the
demand for migrant labour. If both countries go ahevith their announced plans for
agricultural development towards “breadbasket” wwds of production, the labour shortages
will enforce another form of country-to-country astdte-to-state-cooperation.
Interdependencies with regard of skilled migrante also strong in areas like STI
infrastructure, education and higher educationational education, health care, agricultural
research and extension, in many other know-howsaraad in maintaining infrastructure.
Instead of buying expensive know-how from thirdeign countries, the North and the South
can also exchange expertise and experiences. BBpegcithe border-states the accumulated
know-how of institutions and local experts, espéci@om the North, can be profitably used.
Environment and climate change issues create nevingomortant interdependencies between
the two states (see UNEP 2007); new policies tgtattaclimate change depend on local
knowhow and on trustful cooperation of the enviremtrguarding institutions.

A Strategic Framework is also feasible if the intpafcthe external instabilities for the North
and for the South arising from the wider regionc@rectly assessed. A most important
argument for a Strategic Framework is supportethbyfact that alternative cooperation and
integration arrangements in the wider region fa& Morth Sudan and for the South Sudan
may be more costly, less effective and that they nmwolve new dependencies and
instabilities. The move of South Sudan towards East African Community (EAC) is not
without costs and risks. The regional integratioocpss there is advanced and South Sudan
enters at a relatively late stage of the integnafiwocess there. As a relatively well-off
country in statistical terms, South Sudan will get any longer protection, preferences or
privileges. When the first GDP estimate came outSouth Sudan after Independence, there
was surprise in some circles that the countryes(#tatistically) richest in East Africa, with a
Gross Domestic Product/GDP per capita of US $ 164010 and a Gross National
Income/GNI per capita of US $ 984 in 2010 (thixdsrecting the GDP for the share in oil
revenues transferred to the North according toealth Sharing Agreement). This is very
high compared to US $ 770 for Kenya, US $ 550 faaRda, US $ 170 for Burundi, US $
500 for Uganda, US $ 530 for Tanzania and US $f86&thiopia (NBS/National Bureau of
Statistics for South Sudan, 2011). Just at thenbegy of an agro-industrial development
process as in South Sudan this EAC regional integraption may affect negatively initial
industrialization steps. Recent developments inBAE€ and in neighbouring countries (DR
of Congo and Ethiopia) reveal that a number of segenflicts may emerge soon between the
EAC countries and between EAC and neighbouring tas This comes from the discovery
of oil and gas in the region, and already borderflaxis have arisen in the wider East African
region. Also other conflicts, on trade policy issuénvestment and infrastructure issues,
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unresolved border issues (as the South Sudan-kdkk@mya triangle), and on political,
military and security issues, make this integratimove for South Sudan not an easy one.
Both Sudans will be part of a tripartite agreente@A-COMESA-SADC which is negotiated
now and there may be problems because of overlgpggional integration schemes and
severe adjustments as required in goods, factarssarvices trade. So South Sudan may be
well advised to follow a cautious path on regionategration. Also the discussed
infrastructure development plans (not only for amld gas transport and export but also for
railways, roads and shipping routes) in the EACamed@ear a great potential for conflict.
Already the multiple memberships in EAC and COMBS#e created suspicion and conflict
in the EAC between Uganda and Kenya about tradieigeland strategies towards South
Sudan (Daily Monitor 2012). Another area of potehtionflict for EAC countries and South
Sudan is the future role of Ethiopia as a regiquater — with military and economic strength
and with strong ambitions to act as a regional po#e South Sudan has statistically a (three
to four times) higher per capita income as Ethiopma conflicts may emerge. Sudan, South
Sudan and Ethiopia may also have upcoming conflieith regard of hydropower
installations and Nile Waters Management (Verhoe2@hl). South Sudan and Sudan are
therefore well advised to stabilise the region [8ti@ategic Framework in order not to become
involved in further power games in the wider regi@therwise external instabilities are
imported at a large scale.

Also Sudan must recognize the sources of extenstdbility - because of instable relations to
Arab countries, because of not really functioniegional integration moves among Arab
States, like GAFTA and other integration arrangemeudan is now grouped into the
Northern Africa and Middle East Region while So@bdan is grouped as a Sub-Saharan
African country so that international partners (oienand international organizations) may
thereby contribute to the separation/isolation leetwthe two Sudans. Also when considering
other sources of regional instability (DR of Con@®entral African Republic, Chad, Libya,
Egypt, Somalia, Ethiopia and Eritrea) the conclosio be derived is that a Strategic
Framework is a barrier against the uncontrolledarnpf conflicts and instabilities.

A Strategic Framework is also feasible becausehef dpportunities that can be realised
through economic cooperation in the short and tediom term. If the two states cooperate
they can improve their chances and conditions toime members in the WTO, and they can
enlarge their influence in African regional orgatians and in international organizations,
but they can also improve their negotiation positwith foreign investors from Asian,
Western and Arab countries. They can benefit enastydrom cooperation towards broad-
based agro-industrial development, realising novatvwhey intended already since the 1970s
— becoming an agro-industrial export-zone withgné¢ed agro-industrial value chains. Both
countries will benefit from an industrialization desl on their agricultural development
potential and full market integration among eadfentA lot of experiences with developing
and supporting medium, small and micro enterpiiisegro-industries can be shared between
the two countries and will be helpful in organisg@wth from below in states, localities and
counties. When land policies are reformed and nedtietive for small producers in both
countries the investment opportunities are becorhinge in agro-industries. Small producers
will then become integrated - via new business rsodento agro-industrial value chains.
Opportunities to invest in transport systems, imeotrade infrastructure and also in opening
new trade routes will become important for domestiestors of the two countries and too
for foreign investors.

A Strategic Framework is feasible and realisticause it is increasing the menu of options
available for the two Sudans in an instable widagion. The business actors in the two
countries can choose among a greater and moresdigdrnumber of trade and development
partners, they can cooperate with a greater an@ mhoersified number of foreign investors
and joint venture companies, and they can seleohgmany more enterprises who know the
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partner areas of the other country in third tragigitans much better. They can also benefit
from larger markets, and from know-how potentialsichi are available nearby, instead of
importing expensive knowledge from third countrikss known from studies about effective
technology transfers that local and regional kn@wsources are important for technology
absorption and also for selecting most suitablei¢pr technology partners. Globalisation and
internationalisation advantages will arise fromtsacooperation strategy. Also in the natural
resource development negotiations with internatiolarporations such knowledge
advantages play a role, as with foreign oil andingnproduction, finance and services
companies, foreign land acquisition and land leas®apanies, foreign logistics companies,
and foreign technology services-providing companies

All the four arguments discussed above show thapemtion between the two Sudans has
huge potential benefits.

The Limits of the “Roadmap” for Sudan and South Sad

The “Roadmap” of the African Union Peace and Séguiouncil (AUPSC) for immediate
requested action by Sudan and South Sudan hasrseinaum list of requirements in order to
solve the severe crisis in negotiations (AUPSC 20bRt much more is needed to make
separation and cooperation work (as was shownreificir negotiation complexes which were
discussed above). The “Roadmap” includes decistionseven important security measures,
among them also measures prohibiting agitationnsgghe other state, starting with pro-
active security action and facilitating negotiasoat various action levels. The parties are
urged to resume negotiations on oil and assocdgchents, on the status of citizenship and
residence, on the resolution of the disputed aanned border areas and the demarcation of
the border, and on the final status of Abyei. Twie parties are given three months of time up
to August 2, 2012 to come to terms in negotiatidhghis is not achieved by the two
governments, the AU High-level Implementation PgAd)HIP) is expected to report to the
Peace and Security Council of the African Union a@adpresent proposals for final and
binding solutions to the post-secession relatidhese can then be ultimately decided and
enforced by the UN Security Council, even with tise of sanctions. This is the first ever
attempt to finalize cross-border conflicts by res@ueven to important economic matters, and
so the UN Security Council is then acting as amitutton that will recreate and preserve the
economic viability of the two countries after thisabtrous stop of oil production and the
blockade of regular oil transport.

However, although such steps might be very necgs8ase are sub-optimal moves. Much
better would be a negotiated settlement coveriregfdlir negotiation complexes mentioned
above. The enforced solutions will cover these figsaues (oil transport fees and payments;
citizenship and residence; border disputes and detian; and status of Abyei) in isolation
and not in the context of the other open problemseparation and CPA provisions. Too
many issues will be left out of consideration, asasures to facilitate the economic
cooperation of the border-states, the further agrakent of the oil industry in both states, the
creation of a “soft” border regime so that crossdeo trade, investment and labour mobility
are facilitated, the solution to external debt @sdet positions, the internal agreement on
mutual rights and commitments, debts and assetdutictions of and the entitlements from
former Government of National Unity/GoNU public porations, civil service, social
security, and pension rights, and other commitmesdslting from the common creation of
wealth in the former unified Sudan. As well otherportant issues will not be part of the
enforced agreement, such as fiscal, financial andeatary cooperation, cooperative sector
policies, and common policies towards WTO memberahd regional integration.

A Strategic Framework can also become a realigr &b enforced agreement, but it may be
much more difficult. Time will be lost for all pas. Without a binding agreement on the
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minimum list no further action towards cooperatiwil be feasible. The Sudan and South
Sudan Consultative Forum/SSSCF, a forum with atgneenber of participants from UN,
African regional organizations, national governnsemnd bilateral donors, favours the
creation of “two viable and mutually supportiveteta at peace with one another” (SSSCF,
March 2012). Emphasized is by the SSSCF the fatt“thstrust and tactical considerations
have worked at the expense of the strategic irtefethe two countries and the rights and
welfare of their citizens, risking a weakening ofernational attention and support to peace-
making and peace-building in Sudan and South Sudan”

Most important, a Strategic Framework for Econo@moperation will provide a real basis
for peace and development, while an enforced ageeemmay lead to new conflicts about
wording and interpretation of the texts from birglldN Security Council decisions.

A Strategic Framework for Economic Cooperation: Programmes and
I mplementation

Successful negotiations on the CPA and Separatgendas are only the first important step
towards a Strategic Framework. Ten cross-bordecyareas are of importance and have to
be addressed as components for a Strategic Framewdre programmes are Core
Programmes as they will change the growth modethef two Sudans, while five other
programmes are Supplementary Programmes as theguppport the implementation of the
Core Programmes. A synopsis of the ten programmesovided in Annex Table 1 (for the
Core Programmes) and in Annex Table 2 (for the &umpentary Programmes).

The Core Programmes (see Synopsis Table 1) aredeia a much needed change of the
growth model of the two Sudans. The five Core Papgnes have to be looked at as
integrated and interlinked programmes.

Core Programme 1: Border-States Development Prognaes for Sudan and South Sudan

An integrated development programme is needed Her five border-states in the North
(Southern Darfur, Southern Kordofan, White Nilen&ar, and Blue Nile) and the five border-
states in the South (Western Bahr ElI Ghazal, NontiBahr EI Ghazal, Warrap, Unity, and
Upper Nile), because of the economic and politicErdependencies, the cross-border effects
of horizontal inequalities, and the opportunitissaciated with an integrated use of resources
in the area. The huge potential of natural resauirt¢he area (see Saeed 2010) can be ideally
combined with the human resources potential tobiveefit of both countries, for peace and
development, and especially also in terms of geéimgréax and non-tax revenues and foreign
exchange earnings. Although in the transition ge(RD05 — 2011) some few attempts in this
direction were made, with coordination meetingshef governors of the Tamazuj states and
some development projects of the Unity Fund, ngftsnstainable came out of this in terms
of economic cooperation. The meetings of the gawsrrhighlighted the issues and they
reported their recommendations on security, ecooosncial and political issues to the
central government in Khartoum and to the auton@mgwvernment of South Sudan. There
was also an attempt to develop common programmeépujects by using finance from the
Unity Fund. Most of these attempts have howevdedaiand a new approach is therefore
needed.

A Development Commission for the Border Statesudiclg public sector, private sector and
civil society representatives from the ten statas$ lom Abyei should be formed to develop
common platforms for the development of the econamythe basis of a “soft” border
regime. Earlier, a Border States Security, Coopmraand Development Commission had
been proposed to work on visions, development aidraplans, but also on operational
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programs and projects for the area. There shouldubetional committees (looking at
security, taxation, agriculture, water, environna¢nssues, etc.), and there should be also
committees looking at particular products (like, odther mineral resources, particular
agricultural and livestock products, such as ceremke crops, oilseeds, meat, etc.). The
assembly and the committees should be supportexiffigient staff and by highly qualified
technical experts. Such an organization should laslear mandate for specific policy areas,
and so could contribute to the development of lsotimtries — Sudan and South Sudan.

A “soft” border regime, to allow for an easy transf people, goods, services, and labour,
would be a great chance for the area as most girtildems that generate now the conflicts
in the area (conflicts because of horizontal indéitjea and conflicts because of competition
for resources) can be eased by such movementstid@xeustoms and administrative issues
and upcoming conflicts can also be solved by sucBeaelopment Commission — by
exchanging information, by discussing issues wihflict parties, and by coordinating the
identification, funding and execution of relatedjpcts and programmes. Some pooling of
resources from governments and donors would bealpesad helpful, as well as mobilizing
additional sources of finance emanating from a nédvgharing agreement between the two
Sudans.

Strategy formation is needed alongside the eamlientioned tasks and issues: Security and
Disarmament, Demobilization and Reintegration/DDIRyjod Security and Agricultural,
Forestry, Fisheries, and Livestock Development; Bympent Creation and Improvement of
Labour Conditions; Human Development; Water, Hydreer and Energy Development;
Environmental and Climate Change Adaptation Pdicias well as Policies on Oil
Concessions, Oil Industry Development, and on @h$port. A major task would be to work
out studies for growth diagnostics and povertyvadition diagnostics for the states, localities
and counties in the area (along the lines of theadly available studies for Upper Nile State,
Western Bahr el Ghazal State, Blue Nile State aodtlSKordofan State). These studies
should become the basis for cross-sector and basker support programmes.
Implementation of the new development strategieshi® border-regions should be monitored
by the governments of the ten states but also @githl society and by private business in the
form of dialogue forums at various levels. Suchalepment strategies and programmes can
be financed by regular own revenues of the terestanhd by Common Funds (to be financed
by central governments after a new oil revenueisgagreement has been concluded and by
the oil funds of the oil-producing states at boitles of the border after negotiating and
receiving a fair share of the oil revenues), bwoaby donor sources. DDR programmes
financed by Common Funds can help to integratefdhmer fighters of militias and armies
into training and employment programmes, especisdlyin the form of new type Public
Works Programmes which have lasting impact on stfueture and development. Training,
information and research centres have to be lodgatdte area of the border-states in order to
be near the huge resource base. Mediation of ctsfh the area will be very important, and
so innovative modern and traditional forms of cmtftesolution will be needed at various
levels. An interaction of the Border-States Devalept Programme with an Infrastructure
Cross-Border Development Programme (to be plannedhe two countries) is urgently
requested, so as to use in the future fully thiéi¢ranfrastructure of railways, rivers, airports
and roads in the region and the telecommunicaiidrastructure.

Fiscal decentralization will work better than iretpast on the basis of this Border-States
Development Programme as it is to be based on grawtl poverty alleviation diagnostics
and on related demands for funds. This would alslp o decentralize political power,
financial resources, responsibility, and overalalepment efforts. The Growth Diagnostics
studies for Upper Nile State in the South and Séutidofan State in the North show that any
lasting development progress will be dependentroasaessment of the “binding constraints”
for growth at state and county level (like low istrment returns or inadequate finance, land
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rights, poor geography, low human capital, badastiucture, government and market
failures, low domestic saving and poor financerimidiation).

Problems in the South Kordofan State are the thim gublic revenue basis and the
inadequate federal transfers (see Klugman/Wee 2008p structural transformation of these
systems depends on identifying first a strategyatol coping with the “binding constraints”
for growth. Most important, public investment isghly inadequate and basic social and
economic services are minimal. External developrassistance for the South Kordofan State
was always limited. Private business activity ieetied by inadequate infrastructure and lack
of market access. The studies (also the one fobéitier-off Upper Nile State: World Bank
2009, chapter 6) reveal that local growth can beaeoed by governance reforms, local
finance reform, and local agro-industrial developimeffort, directed to small farmers and to
micro, small and medium agro-industrial enterprises

Local level solutions are advantageous as socialy@amental, cultural and ethnic aspects of
development in the state can be better consid&agkd on this growth diagnostics approach,
support strategies can be proposed for county tad kvels, and then at higher levels also
for the region of the border-states and for theefation level. On the basis of the growth
diagnostics framework a sound basis for economapemtion cross-border can be created.
Government failures, such as with the land rigbts) be better assessed on the basis of the
growth diagnostics framework. Land tenure issuespaominent factors in explaining South
Kordofan’s problems since the 1970s when largeesagticultural development investments,
Gum Arabic production, and oil exploration and pratibn were accelerated. In the context
of a growth diagnostics framework, such investmeamsld have been better planned and
executed (with much less environmental damage)p AdJpper Nile State - with large-scale
agricultural schemes aside medium-scale and sralk-sagriculture ventures - the binding
constraints to growth such as the volatility of opublic revenues and the land rights issues
and related conflicts can be better assessed doattie of a growth diagnostics (World Bank
2009, Chapter 6).

Border-states wide development planning will belitated on the basis of these diagnostics
instruments as they allow it to work out programnmea more participatory way and too in a
bottom-up manner in addition to the top down-plagrstyle.

Core Programme 2: Agro-industrial Development Pr@gnmes for Sudan and South
Sudan

Cooperation between the two countries is advantagebecause of agro-industrial
interdependencies, especially with regard to fiaatl intermediate markets, national and
regional agro-value chains, agro-industrial devedept inputs and infrastructure, and with
regard of a sustainable use of resources like later and energy. Both countries are highly
interdependent on these factors and with regaitheftelated policy issues. Climate change
adaptation and environmental problems intensifjs¢hinkages. The STI infrastructure for
agriculture and agro-industries is largely placedthe North, and it is important for the
Southern border-states because of similar soil dingate conditions. The huge local and
regional market potential for cereals, oilseeds] aime crops as well as for agro-industrial
processed products can be exploited by firms oh lmmtuntries. The role of agricultural,
hydropower and water resources in the ten bor@dg¢esstiinks up the two countries in their
redesign of agro-industrial policies. Also the asfiructure across the border areas is
important for a common agro-industrial developnsrdtegy. Both countries embark now on
“breadbasket” strategies by referring to the huge-andustrial potential they have (on the
case of Sudan see the journal African Agricultunees 2009, and on South Sudan see Sudan
Tribune, August 24, 2011). While Sudan emphasizéseadbasket strategy based on huge
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hydropower installations for irrigation, South Sodadiscusses a broad-based
commercialization strategy for traditional agricué.

Since around 25 years the necessary reform stepagftculture subsectors in Sudan are
discussed widely. But a broad-based agriculturaieldgpment did not emerge yet (World
Bank 2009, chapter 4; UNDP 2006, chapter 7). ivedl known that the traditional rain-fed
agriculture sub-sector in both Sudans needs a stingenvironment, new land policies, and
investments for infrastructure; a master plan fer development of the sub-sector is needed.
Nothing has come forward so far in terms of a lterga action plan. For the irrigated
agriculture subsector, which has consumed until mmst of public development expenditure
(in recent years more than 40% of public investm@ntSudan, as alone the Merowe Dam
took up almost 40 per cent of total public invegtingetween 2005 and 2008; see The China
Post, June 27, 2011), a fundamental reform is aged. The rehabilitation of the Gezira
Scheme is considered for long as necessary, ard raferms for the other irrigated
agriculture schemes - which were partly privatizeare requested. The real producers
(tenants and peasants) should get higher incentvaacrease productivity. Mechanized
Rain-fed Agriculture also needs reforms as theoseist still not controlled by adequate
regulations so as to preserve the environment,dmtain and increase productivity, and to
protect the interests of the workers and the smding cultivators and pastoralists.

The links between the three subsectors were ndy r@laserved by policy, neither the links
via holding of livestock by the agro-pastoralists the links via the labour market by hiring
wage labour. The “Food First” policy of the Sudasvgrnment has negatively affected the
demand for labour in irrigated agriculture and ieamanized farming. There were in the
1990s rather short-lived increases of agricultpratuction (mainly in the traditional rain-fed
sector based on new land use), but associatedstagimating or even falling rural household
incomes. Growth of output in agriculture was not donger pro-poor as the income of
households in traditional agriculture was not sapm@nted anymore by wage incomes in
irrigated and mechanized agriculture (UNDP 200aptér 7).

Development Plans and Action Plans for the subesedf Agriculture, Livestock, Forestry,
and Fisheries are requested for the two countaied,information about the objectives and
policies should be exchanged for cooperation aratdboation. Forestry and fisheries sub-
sectors were extremely neglected all over the Sudad forestry resources were largely
destructed by civil war and by inappropriate enwimental behaviour and action. As well
plans for the development of agro-industries agei@sted. Links from agriculture to industry
were not systematically developed by the succesgmwernments in Sudan, despite of
important initial industrialization steps after emendence (Wohlmuth 1989).

Agro-industrial development requests action on ghfeonts: stimulating links between
agricultural sub-sectors and input industries; tgiag and integrating agro-industrial value
chains, and converting comparative advantages egifép agricultural export products into
competitive advantages of firms (Wohlmuth 2011). tfpes of agro-industries from textiles
to clothing, from leather to shoes, also oilseend sugar industries have severe problems
now - because of inconsistent domestic market jgsliwith regard of taxes, fees and charges;
because of so many regulations affecting agribssinbecause of weak links between
agrarian producers and the other actors alonggtreeiadustrial value chains; and because of
incoherent trade and investment policies which aseipporting some large
producers/monopolies at the expense of downstrealoaupstream producers (World Bank
2009, chapters 2, 4, and 5; UNDP 2006, chapters &d 8; GoSC 2008). A holistic concept
of agro-industrial development was not develope8udan as major development pillars for
agribusiness were not considered at all (see Yumlatlal., eds., 2011 on such a holistic
concept). Agro-industry growth (now comprising imudan mainly food, beverages and
tobacco industries in formal and informal entegg)swas not pro-poor in Sudan as the share
of wages in value added has declined considerabtize period 1971 - 2001 (see on these
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trends World Bank 2009, chapters 2 and 4; UNDP 2@06pters 7 and 8). R&D policies
(along the agro-industrial value chains), marketetfgpment and private sector development
policies, infrastructure, finance and trade policere not changed so as to become
supportive. Also land policies towards introducilegg-term leases for small farmers were
not reformed as only a small number of land owrgesregistered; the majority of farmers
depend on (formal) government land ownership in Nwgth and on (limited) customary
rights in the South.

Sudan works now on the basis of an over-ambitiogscailtural Revitalization Programme
(ARP) focussing more or less exclusively on irreghtigriculture, but it needs very urgently a
new and broad-based Agriculture and Agro-IndustrgviRlization and Development
Programme (AAIRDP) so as to realise various impartievelopment objectives, like food
self-sufficiency, agro-processing, balancing reglordevelopment, generating foreign
exchange (based on traditional products and higrevexport niches), alleviating poverty and
creating employment. South Sudan needs a Recotisiruand Development Plan for
Agriculture and Agro-Industries (RDPAAIBoth states can cooperate on these lines with
mutual benefit. Both countries have to pursue agridilture First” Strategy which is broad-
based and inclusive because of the perspectivieriokeng oil revenues.

Growth Diagnostics for South Kordofan State andUpper Nile State reveal that land tenure
issues are very important for a broad-based demedop process. Growth diagnostics for the
South Kordofan shows that enabling and supportinoglyctive activity is related strongly to
land tenure issues, dispute resolution in caseand Iconflicts, enforcing environmentally
sustainable land use, and harmonizing laws on Riedioving monopolies, price and market
controls and export restrictions as for the Gumbirdrade, improving market connectivity,
providing access to credit and finance, and mamg@ater resources are other “binding
constraints” to be considered by policy. Growthgdiastics for the Upper Nile State reveals
other sets of problems. The state is endowed withinaportant share of agricultural
production under large-scale and medium-scale nmeod@ farming. The sector suffers from
credit problems, declining soil productivity, andancial policies which are favouring only
sorghum, sesame and sunflower crops. The dependsntee North for transport routes,
markets, marketing networks, processing equipmaedt agricultural input supplies is still
high. Multiple taxes affect also medium-sized proghs. Gum Arabic production and export
is dependent on Northern-led value chains and isa@ad in times of border conflicts their
rents are becoming higher at the expense of the&awamw producers in the South.

The growth diagnostics for the two states shows$ ¢ésanomic cooperation is vital for the
border-states, but further studies (as done by d&vB8dnk and DSRC in Khartoum for
Western Bahr el Ghazal and Blue Nile State; seeséin2012) also show the mutual benefits
of economic cooperation for the border-states ida®uand South Sudan. Broad-based agro-
industrial development will stimulate all types tohde — cross-border long-distance trade,
micro trade at borders, internal long-distancedradd export trade. Cooperation will lead to
investment, market development, integrated agraevaehains, and to competitive advantages
of firms from both countries.

Core programme 3: Medium- and Long-Term Public Finae Strategy

Both Sudans need a new public finance strategyfiaoal policy coordination as their fiscal

policies are still highly interdependent, mainlychese of revenues from oil production,
processing and transport. Also because of the gpestions from the CPA and the open
separation issues there is tremendous need to r@epéssues like the sharing of external
debt, compensation payments for social securitgsipas and civil service entitlements, as
well as the ownership of public corporations of thenmer GoNU pose further problems. For
many common problems and actions (border-stateslal@went, environment and climate
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change adaptation, compensation payments for damfrigen oil production, etc.) both
countries will need additional funding. A new puabfinance strategy is necessary for both
countries, especially in order to care for a peremaistream of public revenues from oil long
after the end of oil production and for a sociahtcact between governments and people on
the distribution of oil revenues.

First, whatever the decisions of negotiations antthnsit and processing fees for oil will be,
both countries will have to change the expendipaiecies drastically. (Old) Sudan has seen a
strict correlation of public expenditures with agévenues (World Bank 2009, chapters 1 and
3), so that there was no attempt whatsoever to savéhe future and to spend only a
“permanent” income share of the discounted expeailegvenues. Obviously this behaviour
was continued after Independence in South Sudale Bhidan had to move to strict austerity
measures because of the loss of 75% of its oilnge® If South Sudan agrees to oil-related
payments for transit and processing fees and adtadgistance component for the Sudan, the
country will have to adjust the public expenditpaicy accordingly. Budgetary adjustment
payments or other forms of dividing the oil revené the South Sudan will facilitate fiscal
adjustment in the North, as the reduction of dited revenues by 75 per cent from one year
to another one is not sustainable. If agreed, &ve @il revenues distribution model will force
both states to finance an Oil Stabilization andifgBund (OSEF) or a “Permanent Fund”
(along the lines of the Alaska model) with the ms@ of spending only a “permanent
income” component of the discounted expected oiemees. Annual incomes from the
“Permanent Fund” and other shares of the annualeg#gnues should be spent for priority
sectors towards economic diversification and fariaocash payments/social safety nets, not
primarily for wages and salaries and for governnpemthases. This distribution model of oll
revenues will also create incentives to develop-@ibexports and to generate non-oil public
revenues. The Oil Funds and the oil revenues otwieecountries should also contribute to
the financing of the Border-States Development Rimgne and the other Core Development
Programmes. They should also help in establishoegakcash transfer systems/social safety
nets, financing an Education and Health Fund, atiitg Public Emergency Employment
Programmes, and augmenting Grants as Aid to Statesthe central government to poorer
states as the non-oil producing poorer states wtamot receive oil revenue shares need
additional fiscal assistance.

Second, fiscal decentralization policies are nétotifve in the two Sudans. The system of
grants from the central government is not pro-pa®mllocation is not correlated with rural
population shares and poverty rates of states (URQFS, chapter 4). The system of fiscal
decentralisation is not effective as revenue/taxaind expenditure policies at all state levels
are not rule-based and transparent — being neiezlopmental nor pro-poor. The growth
diagnostics shows for South Kordofan that ther@ édslemma as the state suffers from a very
low local revenue base, insufficient federal suppand also a lack of external assistance.
Public investment is nearly absent, and theregs alchronic lack of access to basic social
services. Also there are great intra-state discragpa in access to basic and economic
services, especially for rural versus urban areasl, for regions formerly SPLM-held or
government-held. Fiscal decentralization is becgnafiective only if the findings of growth
diagnostics are considered in the allocations oh etate funds, federal grants in aid and
external financial support. As in South Kordofangan be assumed that also in other states
the role of fiscal decentralisation is quite lingite as governance problems, weak
infrastructure, a poor investment climate and ifisigiht pro-poor public investment play a
determining role.

Third, fiscal management has to be reformed. Laodl state-level public revenue collection
is affected with problems and has to be improved@with structural changes of the taxation
systems so that multiple taxation practices andoe@r-taxing of productive sectors are
avoided. Intergovernmental transfers need morespa@ncy, more predictability and higher



27

grant levels for poorer states. Fiscal managenteheastate level needs improvement; budget
formulation and implementation should become mesdistic, predictable and credible. Pro-
poor spending decisions have to be based on bddtx and on more information.
Development budgets at state levels should notrbec@siduals for balancing the budget
(this is obviously also the case with developmerjeaditures of central governments of
Sudan and South Sudan). The strategy for South dfamdState (SKS) according to the
growth diagnostics centres on redirecting the puisliance strategy with regard of the overall
budget, the own source revenue component and tlexaletransfer component. Capacity
building is requested for reforming development detd at state level towards local
development. The growth diagnostics for the Uppie State (UNS) shows how vulnerable
the state revenues are due to the oil price viya@nd now because of the stop of oil
production and transport. At the level of statesl aounties this variability has to be
considered. Especially important is the abilitytloé oil-producing states to invest in non-oil
sectors. UNS is a test case to the feasibility @nacticability of an agro-industrial
development strategy as it is endowed with a smadhufacturing sector, large-scale,
medium-scale and small-scale farming, fishing,dteek and other economic activities. UNS
as a “bridge” to the Northern states suffers fronpaaticularly high volatility of public
revenues. Public Finance strategies will then wonlich better if derived from growth
diagnostics (as done in: Klugman/Wee 2008 and WB&dk 2009, chapter 6), and such new
planning strategies and instruments will also supgoonomic cooperation cross-border.
Fourth, local communities are underfinanced bydfates. There is a dilemma for the local
communities as the states are pressured from wes.sThe states are underfunded from the
central governments (because the central grant®arand often very volatile) and the own
source state funds are also low and volatile sbth®alocalities and counties do not regularly
get the obligatory share of 40% of the pooled statenues. There is even evidence of a
negative transfer from the localities and counteethe states based on the local tax revenues
accruing to the state minus the actual share t¢ $timds allocated to the local communities.
Basic services, health, education and sanitatien saffering from the low funding of
localities (Badawi 2008). A strategy for pro-poardget expenditure policies was worked out
after the CPA of 2005 (World Bank 2007), but théunee of such funding and the level of
transparency with regard of implementation are 18¥80 an Agenda for public expenditure
policies for all state levels and towards effectigeal decentralization was worked out with
seven key elements (World Bank 2007): managingesienue volatility, developing a pro-
poor expenditure framework, and building capacit@seffective resource allocation in the
states (as the real providers of basic servicesihar key issues of the Agenda.

Fifth, both countries have to work on a longer-tefiscal framework and they have to
cooperate on this issue by estimating the expdoteger run oil revenues, and the implicit
shares of the two states. Both countries shouldawgon their budget balance of non-oll
revenues and expenditures, and both countries gdhwork on a “permanent income”
calculation by translating the discounted nominglexted oil revenue flows into a permanent
annual revenue level that gives the same discowate@ and is constant in real terms. These
“permanent income” flows could be enlarged for somaars if public investment has a high
quality (World Bank 2009, chapters 1 and 3). Thim@ple would ensure that some public
funding is possible from the oil revenues long rafte end of oil production. In this direction
no progress at all was made since 1999, and tlukdode of oil production precludes such a
strategy now also in South Sudan. Part of this @ggr would be a structural transformation
of the taxation and expenditure systems at aledttels as the current structures of public
finance (low taxation to GDP ratio, increasing impace of non-tax revenues, low
importance of direct taxation, low importance dbeations to education and health, social
subsidies, grants in aid to states, low importarafe regular/planned development
expenditures, overwhelming importance of public ea@nd salaries and of government
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purchases) are not pro-poor and not developmesgal UNDP 2006, chapter 4, and World
Bank, 2009, chapter 1).

It is obvious that new public finance strategied faicilitate the implementation of all other
core programmes.

Core programme 4: Development of STI Infrastructurand of National Innovation
Systems

Both Sudans can cooperate with great mutual benefitimportant areas of developing
Science, Technology and Innovation (STI) infrasimee and building human capacities. They
can also support each other in developing andlimkérg their still rudimentary National
Innovation Systems (NISs). Rwanda demonstrates &dWwdevelopment can be promoted
along with steps to develop agro-industries anadovert comparative advantages of the
country into competitive ones (Watkins/Verma, ed®08; Wohlmuth 2011). Rwanda is
developing the STI infrastructure for five key sestand is building the required human
capacities. Rwanda is therefore also an exampl¢htotwo Sudans (Wohlmuth 2012). The
food processing industry and the high value addgubre sector in Rwanda are the two key
sectors to be supported by the needed STI infretsirel and the related human capacities.
Then third, the national capacities for the producbf appropriate technologies are built up,
looking also at the diffusion of such technologi€lse national research and training institutes
and the university research infrastructure are tadiapo this end. Fourth, the energy and
drinking water infrastructure is examined by reviegvthe needs to rehabilitate and to build
the required STI infrastructure. Last, but not {ea&$ient-focused agricultural research is
linked to farmers and processors by identifying agmoving the deficiencies of the public
agricultural research system. This is not a vigipa general plan, but is already implemented
in Rwanda based on concrete action plans (Watkarefd 2008). Thereby the National
Innovation System (NIS) of Rwanda is strengthenkdoagh it is still rudimentary. STI
infrastructure and the NIS are important for purgupro-active agro-industrial development
strategies at three levels: at subsector levelahte chain level and at the level of export
capacity enhancement (Wohlmuth 2012).

Sudan and South Sudan have the potential to buhalie capacities and the available
infrastructure in such a constructive way, althodigis potential was neglected during the
decades of civil war. There was a doubling of agtnizal research and development
investments in Sudan in the period 2001-2008, battotal agricultural R&D investments
(measured as a percentage of agricultural GDPamm@ng the lowest in Sub Saharan Africa
(SSA). As the number of full-time researchers in@gtural R&D has increased to more than
1000 there is a potential to be used by both camtrow. Sudan is equipped with a number
of respected agricultural research agencies/imssitulike the Agricultural Research
Corporation (ARC), but they need to be reorganiaed linked better to agro-industries.
Sudan can thus supply R&D solutions to the bortkges of the two Sudans (see Stads/ El-
Siddig 2010 on these data). As ARC has built soeme dapacities in Southern, Western and
Eastern regions, it would be important for Soutll&unot to break the links to ARC as the
accumulated know-how of this institution in diffateagro-climatic regions is important for
South Sudan’s agricultural and agro-industrial tmweent strategy. Also the Animal
Resources Research Corporation (ARRC) has somermb&mith Sudan, and the knowledge
of the whole institution should be used by extegdinks. As South Sudan is now orienting
agricultural R&D towards its six ecological zondélse inputs from such institutions in the
North are highly relevant. Although South Sudan pmrates with institutions of other
neighbour countries in agricultural R&D like Ugan#anya, and as well the Association for
Strengthening Agricultural Research in Eastern @edtral Africa (ASARECA), a balanced
approach is recommended. A R&D plan for the agatesas elaborated in South Sudan, but
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it needs to be extended also to agro-industriedahdgro-industrial value chains. The same
applies to Sudan. The Hydrology Research StatioR§Hand the National Centre for
Research (NCR) in Sudan also have accumulateckmagtledge which is relevant for South
Sudan. Also universities in Sudan like the Univgrsif Khartoum and the Gezira University
have a lot to offer in this respect if basic agiietal R&D is revitalized there, and they could
supply knowledge also to established and upcommiggusity institutions in Southern Sudan.
The regional research centres in the states aiatbecountries need urgent rehabilitation and
quality improvement so that they can support loagto-industrial development. Such
competencies play a role as assessed in growthaltgs frameworks for states and can be
used for establishing Local Innovation Systems ¢)ISAlthough there are some few
examples of good cooperation between the privatéosend the public research system,
especially in the Sudanese sugar industry, mucle mbsuch cooperation is needed in both
countries. Co-operation between the Agriculturatésech Corporation (ARC) of Sudan and
the Southern Sudan Agricultural Research and Tdagp@®rganization (SSARTO) along the
lines of agro-industrial development programmes ldidoe very helpful and should be
extended to the private sector (see on theseutistis Stads/El-Siddig 2010, p. 4).

Most important however, beside of cross-countrypewation in research and development, is
innovation. It depends on linking the farmers, élgeo-processors and overall agribusiness to
agricultural research and development, public @guy authorities, intellectual property
organizations, innovation finance organizations aedhnical and commercial services
companies. By such linkages National Innovationt&ys (NISs) are strengthened. Only few
companies in Sudan, as an example the Kenana Swagapany, are linked directly to such
innovation systems. In South Sudan such linkages t@abe created in the next years. North-
South and region-wide links are important for bottuntries. Innovation is always working
cross-border if the environment for the firms aads is enabling.

Although the STI indicators in general show for &uda poor performance, the lack of
coordination between research and the productigtises a major factor which is impeding
innovation in the economy (Mohamed Nour 2010). Girknks to firms and farms are
generally weak. There are so many complementafitieSudan and South Sudan, as both
countries have to redirect development strategiggaductive sectors (agriculture, industry,
trade logistics, transport, finance, energy, tel@rwnications, other services, and water), and
more general to cross-border infrastructure dewvetor, environmental protection and
climate change adaptation. Although more funding) lagtter policies are surely needed, most
important is the intensive cooperation of R&D ihdions with productive sectors and
knowhow partners in the wider region. Pooling fuadd resources and sharing tasks between
R&D centres in South Sudan and Sudan could be logdeéspecially for the ten border-
states.

A priority change is needed for both countries tasaesearching more on rain-fed crops and
some still important export crops. Regrettably, &us agricultural research and development
system has neglected traditional sector rain-fepsicompared to irrigated sector crops; this
has also repercussions on potential transfers oWwladge to South Sudan. Both countries
could benefit from an institutional upgrading anadterlinking exercise for the STI
infrastructure as done in Rwanda by focussing @ndtops which are important for local
consumption and export. Cross-border knowledgesteas would be feasible and important
especially for regions having the same agro-ecoédgiones in both countries what is the
case in the border-states.
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Core programme 5: Environment, Climate Change Adaton, and Land Policies

With regard of environmental protection, climateanbe adaptation and land policies
cooperation between the two states is very urgeensure in future a viable economic base
for both countries. Surveys about the ecologicalasion reveal that severe damages and
heavy cross-border impacts on the environment regbe coordination and cooperation in
the design and execution of the respective PlamsEfovironmental Management and
Protection in Sudan and South Sudan (UNEP 2007igigk in a Survey the problem areas
and the cross-border interactions in various ingrarproblem areas). The linkages between
environment and conflict within and between the tstates are so strong that conflicts
damage the environment and the worsening statdeofenvironment then leads to new
conflicts. All spheres of production, especiallg thil industry and agriculture, but to a lesser
degree also manufacturing and services, have emagaotal impacts and cross-border effects.
The environmental damages from the oil industrytha two countries are not yet fully
assessed, and the ecological implications of th& hgdropower projects for the two
countries have to be studied carefully (not onlytfee Merowe dam, but also for other dam
projects; see Global Issues 2012). Semi-mechargzgtulture, irrigated agriculture and
traditional rain-fed agriculture, as practised lie two Sudans, lead to severe environmental
damages, while competition for water and land le@dserious conflicts. The strong link
between land degradation, desertification, defatest and conflict affects practically all
regions of the two countries, but most so the temidr-states. The persistent conflicts along
the border and in these ten states lead to new svafaisplacement with far-reaching
consequences for the environment. The environménhe Southern border-states which
receive refugees, like Upper Nile State and Unibtes is destructed; the environment in the
Northern border-states Blue Nile State and Souttd&fan State are also severely affected by
conflicts. Also the returnees from the North to ®eun Sudan may provoke new rounds of
environmental degradation if protective regulatiansl land use policies are not in place. At
central government levels and at state levels isolsitto these problems are not really
discussed and implemented; the land policy issues$eft unresolved (and the constitutional
provisions are too weak).

Around 25 per cent of agricultural land is at ri§urther desertification, and especially so in
the border-states (UNEP 2007). Associated with ikisa forecasted decline of food
production by approximately 20 per cent just iragreshich are so important for the food self-
sufficiency strategies. Regional climate changeecabse of the decline in precipitation -
affects especially Kordofan and Darfur regions bexitends to the South. Natural disasters,
like droughts and floods, are increasingly affegtthe livelihood of people. An important
reason why droughts impact so massively on thdiliwed of the people is the maximization
of livestock herds in the two Sudans as it incredlke vulnerability to drought; increasing the
herds is pursued as a survival strategy instea@llofving a strategy of improving quality
livestock (but such a strategy has also to do wdififering tax systems for crops and
livestock). Insufficient water points add to thgseblems and create tensions. The explosive
growth of livestock numbers was not managed prggerithe states and so left heavy tolls on
the environment. Deforestation and overgrazing gldme Blue Nile river system have
increased the risk of floods.

The agricultural development practices lead to lalegradation, by mismanagement in
irrigation schemes, by poorly managed mechanizethifg schemes and by the land-
absorbing expansion of traditional rain-fed farmasgin the 1990s. Major regions in Sudan
and in South Sudan are affected by a high ratefufrdstation, and a total loss of forest cover
could come in the next ten years in those regibm®t last minute action is taken (UNEP
2007). Especially the forestry sector could - ibgerly managed - lead to a profitable North-
South trade. Another area where North-South cotiperas urgent is with construction of
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dams and hydropower projects as the environmemizdcts are severe and largely unnoticed.
Sudan is since a decade embarking on a hydropoasadbagricultural expansion strategy
which may also have severe repercussions on théhSBuen the bed of the unfinished
Jonglei Canal gives rise to ecological damage ddlifgi migration is blocked. Other
environmental problems relate in both countriesh® chaotic urbanization process and to
industrial pollution from oil-fields, oil refinergeand oil transport installations. Problems can
arise if the future agro-industrial developmenatggy is poorly managed. The list of issues
for cooperation in all these fields is rather long.

It is not conceivable that any national environmaéptan (including plans for climate change
adaptation) in the Sudan or in South Sudan candskesl out without considering the cross-
border issues in much more detail. But this seeeggettably to be the case now. The
National Plan for Environmental Management (NPEMpost-conflict Sudan (NPEM 2007)
could have been the starting point for cross-bood@&peration, but there was no follow-up
and coordination with such plans for South Sudae (SAID 2009). It is also necessary to
look at the development plans of the two statesmvironmental action is proposed for cross-
border problems.

Also the Nile Basin Initiative (NBI) demands a hilglvel of cooperation between Sudan and
South Sudan (see the website of the NBI on pastcanent projects and the demand for
cooperation). With South Sudan eleven countriegeslthis initiative as members and
observers. The Shared Vision Programme (SWP) of Nihe Basin Initiative (NBI) is
functioning as the framework for cooperation to usere equitably the Nile waters for
development. The Nile Trans-boundary EnvironmeAtion Project (NTEAP) is hosted in
Khartoum and could be a bridge to South Sudan hadbther riparian states. However, a
continuation of such important regional programiseseeded.

Serious is the situation with regard of land usd Emd policies in the two countries, and
especially alarming is the extent of “land grabbimg South Sudan. The extent of land
grabbing in Sudan and South Sudan is an issuedeats careful attention in the context of a
collaborative strategy to avoid environmental daenagd to prevent the loss of livelihood
resources for the people who are displaced. Laabbgng may also make it more difficult to
pursue policies for adapting to climate changesgulatory capacity is weak. Studies show
that already significant shares of agriculturaldaare leased out without having adequate
controls in place. Most serious is the situatiorBouth Sudan as around 9% of agricultural
land is leased out for agriculture, forestry, temrj biogas and biodiesel projects, and there
may be speculative reasons for this. This trenaoif stopped and regulated, will increase
poverty alleviation, food insecurity, and ecologicltamage (NPAID 2011; The Oakland
Institute 2011). Also in Sudan such land dealsiamgortant, but there is more experience
with them but as well there is no transparency (Ep2012).

A moratorium on land deals and a review of all pesttracts are proposed as long as
regulatory frameworks and participatory decisiorking processes are not effective. Quick
return investments and speculative investmentpeeeailing in the south rather than long-
term investments. Vague concepts of land ownerdhipd use and land leases and weak
constitutional rights for users of land aggravdte problems for the small farmers in both
countries. Unity State and Central Equatoria Statee seen most of the post-CPA land deals
by foreign investors, while Upper Nil State had rsesaves of investment for semi-
mechanized agricultural schemes earlier, althougdret is still considerable interest of
investors in land deals in this state (Mosley 20Brder-states are in the focus of foreign
and domestic investors, and speculative land deiéifsinterest in oil, gas, biogas, biodiesel,
and large-scale mechanized agriculture may plagle. RAlternative business models for
farmers based on long-term land leases for smalinsland their integration into agricultural
value chains may be helpful as an escape strasegyW/orld Bank 2009 on such proposals).
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While the Core Programmes are of decisive impoddioc a new and sustainable growth
model for the two Sudans which is broad-based auldiging horizontal inequalities, the
Supplementary Programmes will support the Core mromes in execution and
implementation (see Annex Table 2)

Supplementary Programme 1. Foreign Trade and Foreignvestment, and Regional,
South-South and Global Integration

Both countries can cooperate effectively in oraeretvitalise the non-oil exports by pursuing
a range of policies which are recommended sincesyg&sge GoSC 2008; and World Bank
2009; UNDP 2006): increasing productivity in expsettors; strengthening research, training
and extension services; and establishing vocatioedlication for agriculture and
manufacturing sectors. Both countries can suppacdh eother in export marketing — at
regional and global markets as products and masgketsimilar. Both countries can cooperate
in reducing trade costs, by improving the capacftgustoms administration, trade logistics,
by reducing bottlenecks at harbours or by creatieyy routes to harbours for South Sudan’s
exporters. Also they can build and improve thepamty with regard of SPS (Sanitary and
Phytosanitary Standard) as health and quality aeses are increasingly important for
exports and especially so for high value added mgpd-or both countries streamlining
national customs procedures and harmonizing thetim WiTO rules are important measures.
Both countries need to rationalize their trade mtiees by simplifying and harmonizing taxes,
fees and charges, by eliminating measures thatiatesixports, and by introducing more
uniformity and predictability into their trade pdkes. They also can support each other in
strengthening trade promotion and trade policy-mgknstitutions. Both countries have yet
to build coherent trade policy regimes for the s of agro-industrial development as they
were largely built for fiscal revenue purposes.

Trade promotion strategies are important as exqurtesses depend on strategic action and
on cooperation by public and private sectors. @rgatompetitive advantages is a task to be
trained by enterprises on the basis of accumulexperience. Both countries need to move
into this direction by converting comparative adeges into competitive advantages. Trade
information for various products could be exchanged niche products for export could be
jointly developed, mainly in the border-states. iblal export promotion councils of both
countries can develop sector export strategieshab énterprises can benefit from trade
agreements and trade preference regimes. The pads-making capacity can be jointly
improved.

While Sudan has to revitalize the huge agro-indalstapacities of the country for export,
South Sudan can implement some of the plans fov-iagiustrial development that were
already developed in the 1970s in the context ef(MEFIT) 1979 Regional Development
Plan. The export potential of the border-statedcctwe jointly developed by using growth
diagnostics (for products such as livestock andtpgan Arabic, oilseeds, medical plants,
and other local goods).

Both countries can cooperate on regional integnates Sudan is more oriented towards
GAFTA and other Arab countries, while South Sudaleaning towards EAC, but COMESA
is relevant for both countries as well as the aulyenegotiated tripartite agreement for
COMESA/EAC/SADC. Joint action towards regional grion would be beneficial for both
countries by avoiding overlaps of memberships aldted administrative costs. Pro-active
strategies towards the Tripartite Agreement andTe@OWhembership are important, but also
are steps to market traditional and new productghimm South-South context on more
favourable terms (with Asia and Latin America). Batountries have strong ties to Asian
trade partners and could benefit from cooperatioproduction, marketing, logistics and by
identifying new export products with higher valwdad.
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Cooperation is urgent for all aspects of foreigrestment — formulating common guidelines
for investment acquisition and the control of imjgacBoth countries lack a foreign
investment strategy, but Sudan has more experiettbesuch deals than South Sudan (in
sectors such as oil and gas, hydropower, constrycind also in agro-industries). Both
countries can join forces in their investment stygttowards agriculture and land and the
upcoming expansion of agro-industry sectors. Megbss is the situation with regard of land
deals — evidence on purposes of investment, impddts/estment, origin of finance, etc. is
extremely scarce (Mosley 2012). New actors fromaAday a strong role in oil and gas, but
could also become partners in agro-industrial agmakent and manufacturing. Even the
experiences with the development of Chinese expartluction zones in Africa (“African
Shenzhen”) could be discussed with the perspedivepartite investment ventures in the
border-states of the two countries (see Brautigaaoyang 2011). The oil-producing states
on both sides of the border may become the bassudn export production zones. Both
countries could exchange experiences on their aatidoreign investors.

Foreign investment policies need coordination biglipuand private sector actors and also at
state levels. This is urgent in the border-statbsrer cross-border cooperation is requested.
South Sudan’s capacities to control foreign investmin strategic sectors (oil and gas,
hydropower and energy projects, agriculture and,l@onstruction and telecommunication)
are extremely low. Restructuring and reforming ¢il@ndustry in both countries is not only
important for future investment and concession gjealit also for non-oil development in
both countries. Issues of Corporate Social Respoingi(CSR) and of socioeconomic and
ecological impacts on regions, states and localiiee increasingly becoming important.
New-type Production Sharing Agreements (PSAs) wailljustment clauses and new
instruments to improve transparency in the oil @earre needed in both countries (World
Bank, 2009, chapter 3).

The system of state-owned oil companies has teWewed in both countries, as it comprises
enterprises dealing with regulation, equity manag@mexploration and production, oil-
related services, refining, transport, marketingl atistribution. Both countries need to
unbundle the numerous corporations with regardiogtions like policy regulation, technical
and operational issues, licensing and contractssyds, fiscal and environmental issues
(World Bank 2009, chapter 3). Steps towards comiakzation/privatization may be
discussed later and jointly. Carefully managed agirpation deals may be part of such a
review process. Cooperation between the state-owoetpanies of both countries, starting
with an exchange of experiences, is a great chemamme to better terms with foreign
investors. Sudan Petroleum Corporation, SudapetNited Petroleum Corporation should
continue/resume their early cooperation on manyatmaal issues. Better investment deals
and more favourable exploration, production, disttion and marketing strategies could be
developed on this basis. The alternative of a ceta@eparation of the oil industry and of the
related complex of infrastructure and serviceséndsemely high cost and leads ultimately to
dependence from new foreign actors. Development noh-oil export sectors and
regulating/restructuring the oil industry are taskbich cannot be separated and need
cooperation of both countries from the onset.

Supplementary Programme 2: Private Sector Developtné’rivate Public Partnerships,
and Public-Private Sector Dialogue

Investors respond to the situation in neighboudagntries, and therefore an improvement of
the investment climate is important for both coigstr As all relevant governance and doing
business indicators have deteriorated in both cmsnafter a slight improvement in the first
years of the transition period, there is urgentdném cooperative action. Chambers of
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Commerce and private sector associations can inatebglistart cooperation on the issues of
improving the investment climate.

There is some recent information available aboetdbing business environment for private
investors in both countries. The Doing BusinessdrRsmf the World Bank and other surveys
(World Bank 2012, 2011b, Berhanu 2011) highlightneoissues of investor’'s perceptions.
For Sudan there is need for improving the efficient institutions, clarifying existing laws
and streamlining procedures for investors, butSouth Sudan the fundamental institutions
for private sector activity have just to be created made working. For Sudan, there is a
negative trend compared to the 2011 country ramskwgh regard of almost all aspects
(starting a business, dealing with constructiompi, getting electricity, registering property,
getting access to credit — this criterion with agfic negative change - , protecting investors,
paying taxes, and enforcing contracts). Only twiteda of evaluation have an unchanged
position from 2011 to 2012 (trading across borders resolving insolvency). Problem areas
in Juba/South Sudan are the incomplete legal agdatry framework, the parallel working
of new and customary law, the bad working of insittins, such as the Land Registry, and the
lack of coordination between state institutionsduse of overlapping competences, weak
institutional capacities and weak infrastructutas lobvious that growth diagnostics could be
very helpful to identify “binding constraints” fogrowth at state and county level; such
analyses are more comprehensive than the doinghdsssisurveys. The Ease of Doing
Business Indicators will not be performing thisktas

Private sector institutions have a strong rolel&ty @& role that is neglected in both countries
so far. A dialogue with public sector institutioosn be organised. The border-states in both
countries could start with public-private sectaldgue forums by discussing and negotiating
improvements with regard of the investment clim&tikambers of Commerce, Federations of
Industry and Trade, Agro-industry associationspagpoperatives, agro-dealers, coordinating
agencies for small and medium enterprises, agrosing value chain participant councils and
public corporations can join forces in such dial®doerums. Studies (cross-country and
country analyses) show that such dialogue forumsiro@rove government policies and then
will lead to more growth. These dialogue forumslddoe extended to become cross-border
forums. Experiences show that generating data abeuinvestment climate will ultimately
lead to action for improvement of investment conds because “what gets measured gets
done” (World Bank 2011b, p. 9). Reforms can follpublic information about bad business
indicators if a dialogue about the facts is frealyd widely opened. Also public-private
partnerships can contribute to these reforms ¥ #re discussed and initiated by such policy
forums. While these partnerships may be very ingmbrfor the provision of infrastructural
services, they can also be used for policy fornmgpiorposes, even cross-border.

Supplementary Programme 3: Infrastructure Developntend Services Provision

Provision of finance, transport and other infragiiee services depends on cooperation
between the two Sudans, not only in the bordersaadtaough these are the key regions for
connecting the two countries with roads, electcivater transport and rail networks.
Although these services were traditionally negleécia Sudan and especially so the
infrastructural “bridges” between North and Sowttlines/blueprints for action programmes
show that improvements can be initiated quickly dmé&nced and executed with great
benefits for both countries if the political widl there (see World Bank 2009, chapter 5).
Access to finance is a major problem for entrepuemand farms in both Sudans, and reforms
and corrective actions could be undertaken witlamg@f improving the banking systems and
the rural finance and microfinance systems. Alsw fiorms of cooperation in banking and
finance are needed and are possible despite divihgrevailing different banking systems.
The Islamic and the conventional banking systems @avelop cross-border wings for
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payments, savings and credit, and for working ehgdinance and long term credit. The
border-states will depend on such wings of the lldicence institutions and banks. Any
integration of agro-value chains across border Hsas in Upper Nile State and the
neighbouring four states in the North) will requeath finance wings on both sides of the
border. Such wings are working without problemsmeetn Islamic and conventional banks in
international trade elsewhere.

Finance for the agriculture sector was decliningldog in Sudan, so that both countries need
new ventures and instruments to go ahead with ¢maior agro-industrial development
strategies. Rain-fed small-farming in Sudan has megeived more than 3% of formal
agricultural credit in the past (World Bank 2009,97). No comprehensive finance sector
approach is visible in the two states to changeedtmtterns. Central Bank of Sudan/CBoS
and Bank of Southern Sudan/BoSS can jointly dev&laponal Visions for Rural Finance
and Microfinance, especially because the bordeestmeed an integrated development
perspective. Although the Multi-Donor Trust Fund#XTFs) did some lending in this regard,
the outcome is negligible because of the continllngh-South conflicts. The policy of 2007
to mandate commercial banks to lend for microfimaatleast 12% of their lending portfolio
seems not to work properly (World Bank 2009, p..98he Multi-Donor Trust Funds
(MDTFs) and other donor institutions/instrumentyéhaupported such moves, but actions
were not taken with a cross-border perspective.régalatory capacity for deposit-taking and
non-deposit taking microfinance institutions neelde improved by both central banks, but
also for cross-border lending.

Financial systems in both states have serious vesaks. The link of government financing
of infrastructure (like the huge dam projects) wistamic finance instruments by Islamic
banks in Sudan led and leads to a crowding outigaie sector investment and allows for the
generation of high fiscal deficits. Government arseto private banks lead to non-performing
loans in the banking system, and weaken the fimhrsgistem considerably. The financial
system in the South is rudimentary, largely basedsame affiliates of foreign banks and
weakly managed (World Bank 2009, chapter 5). The share of funds directed to the
productive sectors is a problem in both states siralild become a target for cooperation.
Both countries suffer from inefficient land and peoty rights and inadequate land registries
which are limiting longer-term finance of agricutuand industry.

Trade and transport costs are high because of gouatke transport infrastructure in and
between the two states (World Bank 2009, chaptetrfijastructure plans started after the
CPA, also with donor assistance, but cross-borihds Iwere not really envisaged. New
infrastructure plans in both countries should berdmated by the two central governments
and also by their local governments based on gradigignostics and on assessments of
horizontal inequalities. A balance between specdipport of infrastructure for growth
regions and a more general support to give pergbhregions access to basic infrastructure
services, like transport networks, water, eledyjctelecommunications, and health and
education, is needed. The border-regions needapstention in these infrastructure plans,
also for the purpose of peace-building and recanson. Job creation by building basic
infrastructure via labour-intensive public employrhprogrammes is an opportunity, but was
used only unsystematically in the transition peribdese are multi-purpose programmes with
considerable multiplier effects as examples fromidgtia and other countries show. In the
case of hydropower installations the building ofndashould be coordinated between Sudan
and South Sudan on the basis of long-term agrosinidlidevelopment programmes because
of important environment, economic and politicagens, but also to avoid expensive future
over-capacities.
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Supplementary Programme 4: Poverty Alleviation, &dolicy and Human Development

In both countries the direct poverty alleviatiorogmammes and the formal social security
systems are very limited in volume and coveragerethy not being able of addressing
horizontal inequalities. The Household Surveys #mel Poverty Profiles show a further
deterioration of the social situation since the 9@s even parts of the middle class were
impoverished. The human development investmentsdalth and education are very low and
bypassing traditionally neglected areas, therebypgigating and deepening horizontal
inequalities (although advice on pro-poor strategsegiven; see Sahn/Younger 2012). More
than that, macroeconomic policies never have wogedpoor. The pro-poor expenditures
(of only 5.5% of GDP in 2006; World Bank 2007, pi) Wid not meet the targets set by
governments and donors, and there may also beegongbWith the proper use of funds for
these purposes so that horizontal inequalities wetereally addressed (see World Bank,
2007 on the methodology for measurement of pro-papenditures).

Cooperation between the two Sudans is possible thanform of direct labour-absorbing
infrastructure programmes in the border regionsg, @so by long-term commitments to use
oil revenues and oil funds for social cash paymguaditional or unconditional). The Alaska
model may be consulted by both Sudans (Hartzok ;20&@20n Hickel 2012) for redirecting
funds towards priority sectors. Education and esdictor development expenditures have to
be planned on a long term basis in both states§abe/Younger 2012 on proposals for the
expenditure priorities), and labour market inteti@ms to fight youth unemployment and to
create employment should have priority in bothestgsee AfDB et al., 2012 on the issue of
youth unemployment in the two Sudans). These thodey areas (education, health, labour
market) are important for dynamic labour markets, dmployment creation and for broad-
based development. Macroeconomic policy coordinatior poverty alleviation can be
effective — as sound productive sector policiedrastructure policies, and trade and
investment policies can provide a lot of new empient. Donors could more systematically
support cross-border and cross-sector action fa@l@ment creation. Only real peace in the
border regions will however provide policy spacedaonversion of humanitarian assistance
funds to reconstruction and development expenditure

The cooperation in social assistance affairs haset@xtended also to the residents in the
other Sudanese country and to the groups of peeiptehave entitlements because of long
years of work in the other part of the Sudan, ntay be either in civil service or in other
public and private formal sector functions.

Supplementary Programme 5: Coordinating and Integrag Donor Interventions and
Humanitarian Assistance

The divisive impact of development aid directedh® North and to the South in the transition
period without having integrated cross-border arabssector programmes was a cause of
great failure. Donors should support the five carel the supplementary programmes by
cross-border and cross-sector funding. Borderststteuld be supported by aid as a unified
development region, especially by funding agro-stdal development on the basis of an
elaborated STI framework. In order to impact on leeizontal inequalities, the traditional
rain-fed farming sector should get preference (desg the huge dams building programme
in the North so as to increase irrigated farmind despite of the selective commercialization
of agriculture by land deals in the South). Figoalicy cooperation could be supported by
capacity-building measures also for states, ldealiand counties. Also capacity-building for
environment, climate adaptation and land policiesala state levels is important. Such
priorities of donors and such a donor coordinatmproach can impact on the horizontal
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inequalities and can then reduce intensity andasboé conflicts across borders. Such a donor
approach can be seen as a most effective prevearanféct management strategy.

New approaches to link security, development addaee discussed widely and could now be
applied in the case of the two Sudans (see theestiggs - by World Bank 2011a - in the
recent World Development Report 2011). Violence eolflicts can be reduced by investing
in job creation in insecure areas, providing rislduction assistance, combining programmes
for risk assessment with support for security aanstige reforms, supporting mediation
institutions, and developing new risk managemeoistéor the benefit of national institutions
where governance is weak. Returns to such progranoheonflict prevention can be high,
especially when combined with cross-border devekpninitiatives and with measures to
manage land and natural resources more effectifigglylong-term benefit (World Bank,
2011a). A lot of aid funds could be saved becatfisgrergies of such an approach.

The Way Forward

The Strategic Framework as discussed above wékcathe management of interdependence
and the chances for reduction of horizontal ineitjgalas a source of conflicts between and
within the two countries. A development programmiethe ten border-states on the basis of a
negotiated settlement of the major conflict issweslld be the first priority. The framework
for the management of the oil sectors and the ftaenfor the division of oil revenues have to
be conceived long-term. Then the design and imphéatien of realistic and STI-based agro-
industrial development strategies with clear tagdet both countries will follow, based on a
participatory approach and a growth and povertgmatics.

At all levels cross-border dialogue forums are eeetb define strategies (from visions to
action plans and implementation steps), to forneulbinding frameworks (as formal or
informal agreements, with incentives systems rathan sanctions), and to decide at which
level cooperation should start (exchanging inforamatidentifying binding constraints for
growth and poverty reduction, discussing policyéssof common interest, and coordinating
policies with specific targets set). Trust amongtpers and long-term commitment for
institutional cooperation can be developed onbasss.

Dialogue forums between private sector and pulgatas actors are most important as cross-
country studies show that growth is positively assted with such forms of interaction when
they are sustained. Sudan has no tradition inrédgard, but both states should move in this
direction, also with dialogue forums extending theandate across the border.

As the Annex Tables 1 and 2 reveal, for all tergpgme components participatory action is
possible and highly advisable, also by includingnexs across the border. Networking these
participants (from the side of governments, privagetor associations and enterprises,
stakeholders in agro-industrial value chains, @eitiety, professional organizations, research
and development community, media, and the donor noamity) both vertically and
horizontally will be part of the implementation thfe Strategic Framework. Cooperation will
start at lower levels of cooperation but prograssavards higher levels is feasible.

In order to implement such a Strategic Framewdr&,léssons from the political economy of
reform policies should be considered. This meaasttte initial conditions (and fears) of both
sides, the perspectives of the stakeholders andyth@mic steps of actors towards sustained
commitment deals play a role. The Strategic Framkews) first of all, an instrument to create
trust and commitment. Both countries need to mawefvisions and loose plans to action
plans and committed implementation. Also in thigarel the Strategic Framework will be
helpful.
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Annex Tables

Annex Table 1: A Strategic Framework for Economic Cooper ation,
Five Core Programmes

Cooperation Objectives Subject Areas | Geographical Actors Implementation M odalities
Strategy/ Coverage
Core
Components
of the
Programme
Core Enabling Infrastructure; | Ten Border- Central and Synchronising National
Programme 1. | Environment for | Support for states and State Development Visions,
Border-States | Cross-border Agro- Abyei region Governments; | Development Plans, and
Development Economic industries; Private Sector | Action Plans for 10 years;
Programme Activity Social Safety Institutions; Development Plans and
Nets NGOs; Donor | Action Plans for the ten
Agencies Border States
Core Creating viable | Irrigated All states in Central and Agro-industrial Development
Programme2: | Agro-industrial | Agriculture; Sudan and State Plans covering major
Agro- Value Chains Semi- South Sudan | Governments; | subsectors and functional
industrial with support of | Mechanized plus Abyei Private Sector | areas; Action Plans for 10
Development Cross-border Farming; Agro-industry | years
Linkages Traditional Enterprises and
Rain-fed Associations;
Farming Value Chain
Participant
Councils
Core Agreeing on Public Development | Central and Coordinating Budgets, Fiscal
Programme 3: | Division of Oll Revenues and | Expenditure State Plans,
M edium-and Revenues; Public Priorities for Governments; | Development Expenditure
Long-Term “Permanent Expenditures | the ten Border | Local Priorities and Reviews;
Public Finance | Income” at all State States; Changel Governments; | Medium-term Perspective of
Strategy Expenditure levels; Growth | of Grant in Aid | role of Local 10 years; Supporting Fiscal
Policy; and Poverty allocation by Associations — | Policy Action Plans for
Revenue and Diagnostics as | Central “Alliance for Border States; Mobilizing for
Expenditure the basis; Government Growth and Public-Private-Partnerships;
Policies for Long-term according to Poverty Cross-border Coordination of
Growth and Pro-| Perspective for| level of Reduction”; Donor Funding and Priorities
poor Development | Horizontal Transparency-
Development of | Expenditures | inequalities enhancing
States; Institutions
Reduction of
Horizontal
Inequalities
Core Linking the STI | Building Nation-wide, Public Coordinating all STI Plans
Programme4: | Policies and the| Human but with Regulatory and| and Policies, and the
Development National Capacities for | emphasis on STI Planning respective
of STl and Innovation Agriculture Agricultural Agencies at all | Plans/Measures/Instruments
National Systems for and Food Innovation State Levels; for the Border States;
Innovation Development of | Industry, High | Systems in Training, Common Action Plans for
Systems Border States, | Value Export | Border States, | Education and | Technical, Scientific and
for Growth and | Products, and for other Research Vocational Education
Poverty Agricultural States Institutions; Institutions; Medium-term

Reduction of

Research and

according to

Private Sector

Perspective of 10 years
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IS

other States, and Extension, their Growth Innovators;
for Productive Development | and Poverty Innovation
Sector of Appropriate | Diagnostics Finance
Development; Technologies, Institutions;
Common use of | and for Water, Commercial
training, Roads, Energy and Technical
technical and Systems Advisory
scientific Management Enterprises;
institutions International
Co-operation
of Partners on
R&D
Core Combatting land| Sustainable Country-wide | Central Synchronising environmental
Programme5: | degradation, Irrigated but priority for | government, plans and actions;
Environment, | desertification, | Agriculture, border-states | state Coordinating policies and
Climate and Semi- and states with| governments, | measures to combat land
Change deforestation; mechanized growth and local degradation; Coordination of
Adaptation, Developing and Traditional| poverty governments; | measures for climate change
and Land sustainable land| rain-fed diagnostics; Private sector | adaptation; Cooperation on
Palicies use patterns and Agriculture; Areas most institutions and| Nile Waters Initiatives and
land policies; Sustainable affected by foreign water allocation policies
Developing pro- | livestock civil war and investors;
active strategies| systems and unsustainable | Local and
of climate agro- land use international
change industries; Oil environmental
adaptation; production and NGOs, and
Sustainable transport; donor agencies|
development Sustainable
programmes for | water, energy,
border-states and transport
systems; Long-
term land lease|
policies
Integration of | Capitalisingon | All as As indicated Coordination Synchronisation of
Core Synergy Effects | indicated above by public- Development and Sector Pla
Programmes above private sector | for medium-term and long-
dialogue term action
forums
Annex Table 2: A Strategic Framework For Economic Cooper ation,
Five Supplementary Programmes
Cooperation Objectives Subject Areas Geographical | Actors Implementation
Strategy/ Coverage M odalities
Supplementary
Components of
the
Programme
Supplementary | Developing Trade Policy Country level, | Central and Synchronising Foreign
Programme 1: common Formation; Export | States level State Trade and Investment
Foreign Trade | regulations, Promotion Policies; | and Border- Governments; | Plans with Development
and Foreign guidelines and | Foreign Investment | states level; Private Sector | Plans and Action Plans
Investment, policies for Policies, especially Trade and
Regional and international for natural Investment
Global trade and resources, land and Institutions;
Integration foreign agro-industry; Agro-industry
investment; Cross-border trade Value Chain
Coordinating and investment Participant
export promotion; Councils;
promotion Coordinating Chambers of
policies for regional integration Commerce and

specific agro-
industrial value
chains;
Stimulating

policies

Trade

Donor
Agencies

Associations;
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cross-border
trade; trade
facilitation at
borders

Supplementary | Coordinating Privatization Country level | Central and Dialogue Forums at
Programme 2: private sector policies; land and state level; State country and state levels;
Private Sector | development policies; Promotion | Border-states | Governments; | Coordinating Value chain
Development, policies and of agribusiness; development | Private Sector | participant councils with
Private Sector | privatization Private-public sector region Associations af government policymakers
Dialogue, policies; Market | initiatives on central and
Private-Public | development industrial policy; state levels;
Partnerships policies; Employment Agribusiness

Establishing policies and labour development

private-public market initiatives; agencies;

sector dialogue | Growth diagnostics Value Chain

forums and for private sector Participant

public-private development in the Councils

partnerships; states

Private-public

sector

programme for

border-states
Supplementary | Coordinating Main transport Country level | Central and Coordinating
Programme 3: | plans for sectors (railway, and state level; State Infrastructure Plans with
Infrastructure | infrastructure roads, air transport,| Covering Governments, | Development Plans and
Development development river transport); especially the | Local Budgets; Developing
and Services and services Finance sector border-states | Governments; | jointly Financial sector
Provision provision; reforms, especially Coordinating | reforms; establishing

Developing rural finance and with private Public-Private-

integrated microfinance; Trade sector, value Partnerships for

infrastructure logistics and chain infrastructural projects;

plan for border- | telecommunications participant Cross-border

states; Coordinating Nile councils and | Coordination of

Coordinating Waters distribution donors; Infrastructure

development of | and hydropower Governors Development

finance development Meetings of

infrastructure border-states

and “bridging” region

the two banking

systems
Supplementary | Coordinating Poverty alleviation | Country-level | Central, state | Coordinating Poverty
Programme4: | Poverty Strategies, Social | and state-level] and local Alleviation Strategies,
Poverty Alleviation, Policy Formation, Regions which| governments, | Social Policies, and
Alleviation, Social Policy Human are mostly NGOs, donors;| Human Development
Sacial Policy and Human Development disadvantaged| Cross-border | Policies with
and Human Development Strategies; and border institutions for | Development Visions,
Development strategies; Capacity-building regions development; | Plans and Action plans;

Employment for social security Private sector | Starting implementation

Creation by and human for in border regions and in

Labour- development employment most disadvantaged state

intensive institutions; creation

Public Works Macroeconomic

programmes; policy reforms for

Joint poverty alleviation;

development of | Development of oll

youth revenue funds for

employment social cash

programmes; payments

Clearing

unresolved

separation

issues on social

security, social

entitlements and

pensions
Supplementary | Starting with Development of Country-level | Central Development of cross-
Programme 5: cross-border, Border-regions and | and state-level] government, border, cross-sector actia

(2]
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Coordinating cross-sector and of most neglected | Level of state plans; Synchronising
and cross-issues states in both border-region; | governments, | these action plans with
Integrating programmes; countries; Most local development plans;
Donor Integrating Concentration on disadvantaged| governments, | Giving preference for
Interventions security, STl-based areas; Regions| all donor low-cost solutions by
and conflict development of with growth agencies using local and regional
Humanitarian | prevention and | rain-fed agriculture;| and poverty (multilateral knowhow; Speeding up
Assistance development Capacity-building diagnostics and bilateral), | the move from human

initiatives; for fiscal policy private sector | assistance action to

Coordinating formation and institutions, reconstruction and

donor strategies| planning, and for local and development action

by defining environment policy, international

common climate change NGOs

priorities and adaptation and land

implementation | policies

plans
Integration of Capitalising on | All as indicated As indicated Coordination | Synchronisation of
Core Synergy Effects| above above by dialogue Development and Sector
Programmes forums Plans for medium-term

and long-term action




