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5. CONCLUSION AND
RECOMMENDATIONS:

This paper aimed at investigating the
determinants of economic growth in Sudan
over the period (1990 - 2006). For this purpose
amodel was specified incorporating investment
rate, openness, and inflation rate as explanatory
variables. These variables were found to
explain 91% of the variation in economic
growth during the period under consideration.
All coefficients exhibited the expected signs.
The coefficient of investment rate is found
to be statistically significant at (1%), while
the coefficient of openness is statistically
significant at (5%). The inflation rate although
impacted negatively on economic growth, the
coefficient of which is found to be statistically
insignificant. The study recommended raising
more real financial resources for the purpose of
investing in economic and social infrastructure
as well as in oil exploration. Industrialization
is highly recommended for import substitution
purposes and for increasing the value added
for Sudan’s exports. Demand management and
supply side policies should also be continued
for stabilizing the general price level.

REFERENCES
Abdelmawla, M. A. (2005): “The Impact of
External Debts on Economic Growth: An

Empirical Assessment of the Sudan (1978 -
2001)”. EASSRR, Vol. XXI, No. 2.

Ali, A. A. and Elbadawi, I. A. (2002): “Explaining
Sudan's Economic Growth Performance”. AERC
Collaborative Research Project on Explaining
Africa's Growth Performance (Draft).

Brown, R., (1992): Public Debt and Private
Wealth: Debt, Capital Flight and the IMF in
Sudan; Macmillan, London.

Central Bank of Sudan Annual Reports, various
1ssues, Khartoum, Sudan.

Central Bureau of Statistics, Khartoum, Sudan.

Edwards, S. (1998): “Openness, Productivity and
Growth: What Do We Really Know?”. Economic
Journal, Vol. NO. 108.

Eshag, E. A. (2000): “Development Strategies
and Economic Growth in Sudan: An Empirical
Analysis  (19701990-)”. M.Sc. Dissertation,
Department of Economics, University of Gezira,
Wad Medani, Sudan.

Frankel, J. A. and Romer, D. (1999): “Does Trade
Cause Growth?”. American Economic Review,
Vol. NO. 89.

Greenaway, D., Morgan, W., and Wright, P.
(2002): “Trade Liberalization and Growth in
Developing Countries”. Journal of Development
Economics, Vol. NO. 67.

Hussein, A. A. (2003): “Export Promotion versus
Import- Substitution Development Strategies. An
Empirical Investigation for Sudan (1960 -2001)”.
M.Sc, Dissertation, Department of Economics,
University of Gezira, Wad Medani, Sudan.

Irwin, D.A., and Tervio, M. (2002): “Does Trade
Raise Income? Evidence from the Twentieth
Century”. Journal of International Economics,
Vol. NO. 58.

Mahran, H. A. (2005): ““Public Policy and Poverty
Reduction in Sudan, 1971 - 2002”’. IFPRI / API
Collaborative Research Project, Arab Planning
Institute, Kuwait.

Ministry of Finance and National Economy: The
Sudanese Economy in Figures (2000 - 2005),
Second Edition.

e ®



our interest are collected from Central Bank of
Sudan and Central Bureau of Statistics. All data
are available on request from the author. In the
next section we report the empirical results.

4. THE EMPIRICAL RESULTS:
Ordinary Least Squares (OLS) method is
adopted to estimate the model in equation (1).
The estimation results are given in table (3),
where the figures inside the brackets are the
t-ratios of the estimated parameters:

Table (3)
Estimated Equation for the Economic
Growth Model (1990 - 2006)

Coefficient of

Source: E-views output.

From the results in table (3), we observe that the
estimated equation is statistically significant
at 1% level as indicated by the F ratio. The
Coefficient of determination R* suggests that
91% of the variation in economic growth is
explained by the variations in investment rate
(L), openness (N,), and inflation rate (P). The
value of Durbin-Watson statistic indicates
that the test for autocorrelation problem is
inconclusive at 1% level. All coefficients
have the expected signs. The coefficient of
investment rate is statistically significant at
(1%), while the coefficient of openness is
statistically significant at (5%). The inflation
rate although impacted negatively on economic
growth during the period under consideration,
the coefficient of which is quite small and is
statistically insignificant. It is worth noting
that the strict demand management policies
adopted over the 1990s, coupled with some
supply measures, were meant primarily to
stabilize the economy by curbing inflation
(Mahran, 2005).
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substitution strategies on the growth of real
GDP in Sudan for the period (1960 - 2001),
which is divided into three sub-periods, namely
(1960 - 1978), (1979 - 1989) and (1990 -
2001). The results reveal that export promotion
strategy has played an important role in the
development process during the period (1979
- 1989), while import substitution strategy has
not played a significant role in the development
process over the period under study.

Abdelmawla (2005) examined the impact of
external debt on Sudan's economic growth
over the period (1978 - 2001). The explanatory
variables incorporated in the empirical model
include the growth in the ratio of external debt
to GDP, real export earnings and inflation.
The empirical results reveal that external debt
work against economic growth. The results
also indicate that the growth rate of real export
earnings stimulate economic growth, while
inflation impacts negatively. Thus, the findings
of'the study support the need for comprehensive
debt relief measures. The study recommended
the adoption of export-led growth strategy
besides improving infrastructure.

3. THE EMPIRICAL MODEL AND
METHODOLOGY:

As mentioned earlier, the purpose of this paper
is to investigate the determinants of economic
growth in Sudan over the period (1990 - 2006).
The model to be estimated takes the following
general functional form:

G=F({,N,P) (1)

Where:

G,: economic growth rate.

I, : investment rate (investment-GDP ratio).
N,: openness.

P : inflation rate.

According to economic theory, the investment
rate is considered as one of the key determinants
that stimulate economic growth. In fact,
countries that grow quickly are the countries
that invest a substantial fraction of their GDP.
So, the coefficient of the investment rate is
expected to be positive.

Openness is measured as the share of total
trade (export plus imports) in GDP. Many
economists such as Edwards (1998), Frankel
and Romer (1999), Irwin and Tervi6é (2002)
and Greenaway et al. (2002), they all argues
that trade, or trade reform, is an important
determinant of differences in either incomes
or growth. The coefficient of openness is also
expected to be positive.

A high rate of inflation 1is generally
harmful to growth because it raises the cost of
borrowing and thus lowers the rate of capital
investment; but at low and single-digit
levels of inflation, the likelihood of such a
trade-off between inflation and growth is
minimal. At the same time, highly variable
inflation makes it difficult and costly to
forecast accurately costs and profits, and
hence investors and entrepreneurs may be
reluctant to undertake new projects. The
official calculated rate of inflation in Sudan
showed 67.4% in 1990, increased further to a
peak level of 130.4% in 1996, after which
it dropped to 17% in 1998 and to 7.3% in
2006. These high rates of inflation during
most of the period under study have been
detrimental to the economy, particularly with
regard to their adverse welfare effects. So,
the coefficient of the inflation rate is expected
to be negative.

To estimate the model in equation (1), annual
time series data covering the period (1990
-2006) are employed. Data on the variables of
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(5.90%), services (20.36%), and per capita
income (5.90%). Furthermore, the results for the
1990 - 2002 suggest that, while investment and
current expenditure have exhibited significant
upward trends, with growth rates of 15.8% and
8.6% respectively, the trends of development
expenditure and expenditure on social services
turned out to be insignificant. These results
provide a clear evidence for the dramatic
shift in policy, particularly for the assiduous
efforts that have been made since early 1990s
to create a more conducive environment for
the attraction of more investment (Mahran,
2005).

Many studies have also been conducted to
examine the impacts of development strategies
on Sudan’s economic growth. For example,
Eshag (2000) examined the impacts of import
substitution and export promotion on economic
growth. Ordinary least squares (OLS) method
was applied to a Cobb-Douglas type of

production function, using annual time series
data for the relevant variables covering the
period (1970 - 1990). The regression results
reveal that both development strategies had no
significant impact on GDP growth over the sub-
period (1970 - 1978), while for the second period
(1978 - 1990) export promotion have had a
positive and significant impact on GDP growth.
These results remain the same in spirit when the
model is estimated for the whole period (1970
- 1990). These results provide clear evidence
that import substitution strategy has failed as
a development strategy especially if the sector
remains under government control. Instead,
policies should focus more on a well-designed
export promotion strategy, through expansion
and diversification of exports, together with the
removal of agricultural taxes.

Along the same line, Hussein (2003) examined
the impact of export promotion and import
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promoting economic growth. However, until
1985, the final outcome of these policy
packages was stagnation in exports, increase
in imports, deterioration in the trade balance
and the balance of payments, accumulation of
foreign debt, soaring inflation rates, loss of the
national currency of its purchasing power, and
increasing poverty. It has been a monumental
task to move the economy dramatically from
a state of downward trend and somewhat
central control that characterized the period of
the 1970s and 1980s, to a free-market economy
in the 1990s.

While agriculture continued to play the
leading role in economic activity, contributing
an annual average of nearly 34.0% of GDP
during the last three decades, its share in
GDP has been falling over the decades from
38.0% during the 1970s to nearly 34.0% during
the 1980s, and further to over 31.0% during
the 1990s. Similarly, despite the efforts
made toward import substitution, the annual
average contribution of the industrial sector
(which includes manufacturing and mining)
to GDP has fallen from nearly 9.0% during
the 1970s to nearly 8.0% during the 1980s
and further to 7.5% during the 1990s. More
important, the contribution of electricity and
water, by far one of the most important
infrastructure services for agriculture and
industry, has remained virtually stagnant at
its annual average level of 1.7% during the
three decades, constituting a tight structural
constraint on development and growth. Finally,
the services sector had the lion share in
GDP, which has exhibited a rising trend
during the last three decades at the expense of
agriculture and industry. This share, estimated
at an annual average of nearly 52.0%, typifies
the economic structure of many LDCs. It is
therefore evident that the structural changes

that have taken place during the last three
decades favoured tertiary activities at the
expense of productive activities in agriculture
and industry (Mahran, 2005).

Table (2) signifies the sectoral contribution
to GDP for Sudan during the period (2002-
2006).
Table (2)
The Sectoral Contribution to GDP (%),
2002- 2006

Sector 2002 2003 2004 2005 2006*

Agriculture | 46.0 | 45.6 | 40.0 | 39.0 39.2
Industry 231 241| 28.0| 280 283
Services 309 | 303| 320 33.0| 325
Total 100.0 | 100.0 | 100.0 | 100.0 | 100.0

Sources: Ministry of Finance and National Economy.
* Central Bank of Sudan.

2.2. ECONOMIC GROWTH IN SUDAN:
According to Ali and Elbadawi (2002), the
period 1975 - 1979 registered an overall average
growth rate of 4.1% per annum, compared to
an overall negative average growth rate
of 1.21% per annum over the period
1960 - 1974. Despite this improvement in
development performance, growth remained
volatile with a coefficient of variation of
2.7. Furthermore, the period 1980 - 1989
registered negative and highly volatile growth
rates. The 1990s period registered positive
growth rates, with an annual average rate
of 0.33% per annum during the first half of
the decade. In contrast, the second half of the
1990s registered sustained and stable positive
growth at progressively higher rates.

Despite the dismal economic performance
during the last three decades, the period
1990 - 2002 witnessed an impressive growth
performance for GDP (10.22%), industry
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The rest of this paper is organized as follows:
section (2) gives a background about economic
structure and growth in Sudan. Section (3)
outlines the empirical model and research
methodology, while section (4) reports the
results, policy implications and findings.
Finally, section (5) conclusion and provide
recommendations.

2. ECONOMIC STRUCTURE AND
GROWTH IN SUDAN:

2.1. SUDAN’S ECONOMIC STRUCTURE:
At independence in 1956, Sudan’s GDP was
estimated as amounting to Ls. 284.2 million
(US$ 795 million). Per capita GDP amounted
to Ls. 28 or about US$ 78 classifying Sudan
among the poorest countries in the world. The
production structure of Sudan economy was as
summarized in table (1). Not surprisingly, the
economy was dominated by agriculture, which
contributed about 61% of GDP. There was
virtually no industrial sector to speak of (with
a contribution of about 1.1% of GDP) with the
services sector accounting for the remaining
37.9% of GDP (Brown, 1992).

Table (1)
GDP Composition in Sudan at Current Prices
(19551956/)
Sector GDP GDP Share
million Ls %

Agriculture 172.6 60.6
Industry 3.0 1.1
Construction 16.2 5.7
Transport 37.6 13.2
Public Utilities 1.0 0.4
Government 17.2 6.0
Real Estate 8.2 2.9
Other 28.4 10.0
Total 284.2 100.0

Source: Brown (1992).

Total investment at independence amounted
to about Ls. 21.1 million in current prices.
The sectoral distribution of this investment
was such that the bulk was in the real estate
sector (38.7%) followed by the government
sector (accounting for 21.7%), transport
(19.7%) and agriculture (8.5%). Investment
in manufacture amounted to only 2.5% of the
total. Of the total investment in 1955 / 56, it is
estimated that 54% contributed by the public
sector leaving a balance of 46% for the private
sector. of the private sector’s total investment
84% was devoted to the real estate sector, 5%
to manufacturing, 4% to agriculture and 3% to
transport (Ali and Elbadawi, 2002).

Mahran (2005) argued that the Sudan’s
economy has witnessed major transformations
during the last three decades. Full
government control over economic activities
characterized the period of the 1960s, while
an inward-looking strategy = dominated
development policy during the early 1970s
and mid 1980s. Economic difficulties assumed
crisis proportions during the second half of the
1970s, following the ambitious development
program launched at early 1970s. The
failure of the investment boom to increase the
economy's productive capacity has accelerated
the crisis. By the late 1970s, the government
was confronted by falling export earnings,
increasing import bill, accelerating budget
deficit, and mounting foreign debt. In the
face of continuous economic deterioration,
economic reforms became inevitable. Thus,
the government launched three short-term
development programs, starting June 1978,
with financial assistance from the IMF. These
programs aimed at improving the current
account, attracting foreign capital and foreign
investment, increasing capacity utilization,
reducing the rate of inflation, and

T8 e



Determinants of

Economic Growth in
Sudan, 1990 - 2006

Mutasim Ahmed Abdelmawla Mohamed *

1. INTRODUCTION:

Economic growth is defined as the increase in
value of the goods and services produced by an
economy. Conventionally, economic growth
is measured as the percentage change in real
gross domestic product (GDP).

This paper aims at investigating the
determinants of economic growth in Sudan
over the period (19902006-). For this purpose
a model is specified incorporating investment
rate, openness, and inflation rate as explanatory
variables. Data on the variables of interest are
collected from Central Bank of Sudan and
Central Bureau of Statistics.

The importance of the study stems from the
fact that sustainability of economic growth is
a pre-requisite for development and structural
transformation of the economies of Less
Developed Countries (LDCs).

By applying the Ordinary Least Squares
(OLS) technique, the empirical result
revealed that the coefficient of investment
rate is statistically significant at (1%), while
the coefficient of openness is statistically
significant at (5%). The inflation rate although
impacted negatively on economic growth, the
coefficient of which is found to be statistically
insignificant. The study recommended raising
more real financial resources for the purpose of
investing in economic and social infrastructure
as well as oil exploration. Industrialization is
highly recommended for imports substitution
purposes and for increasing the value added
for Sudan’s exports so as to benefit more from
trade. Demand management and supply side
policies should also be continued for stabilizing
the general price level.
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