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2005-2007

1990=100

2005 
34,078.3 34,909.4 35,041.4 

(7,0)(8.5)(9.9)

2006 
39,629.8 40,392.1 39,968.1 

(16.3)(15.7)(15.1)

2007 
42,854.7 43,948.4 43,258.6 

(8.1)(8.8)(8.2)

2008-2009

2007=100

2008 
106.0 106.2 106.0 

(6.3)(7.5)(5.2)

106.6 106.9 106.4 

(7.3)(7.6)(7.1)

106.6 106.6 106.8 

(7.8)(7.8)(8.1)

109.6 111.2 108.3 

(11.8)(13.5)(10.4)

110.7 112.6 109.0 

(12.1)(13.9)(10.5)

115.8 119.4 112.4 

(17.1)(21.0)(13.4)

119.4 124.3 114.8 

(19.0)(23.4)(14.8)

122.5 129.2 115.9 

(21.8)(27.8)(15.8)

120.9 126.0 115.9 

(19.2)(23.3)(15.2)

118.6 122.8 114.6 

(17.4)(21.7)(13.3)

117.8 121.4 114.7 

(16.7)(20.6)(13.4)

116.9 120.5 113.8 

(14.9)(18.8)(11.5)

2009 
118.0 118.0 117.4 

(11.2)(11.8)(10.8)

118.4 119.2 118.0 

(11.1)(11.5)(10.8)

118.2 118.9 117.9 

(10.9)(11.5)(10.4)

119.0 120.2 118.2 

(8.5)(8.1)(9.1)

120.5 122.6 118.8 

(8.9)(8.8)(9.0)
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2005

2.30102.3125

2006

2.00832.0183

2007

2.00012.0101

2.00062.0106

2.02182.0318

2.02902.0390

2008

2.02002.0300

2.05302.0630

2.12622.1369

2.18972.2004

2009

2.21632.2271

2.24232.2532

2.20212.2128

2.35032.3618

2.35022.3597

2.36702.3785
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2.29952.3180

2006

2.26002.2900

2.17302.2000

2.09252.1190

2.00602.0250

2007

2.00002.0150

2.00002.0105
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2.03002.0600

2008

2.01182.0555

2.03002.0757

2.07002.1737

2.15002.2450

2009

2.15002.2546

2.15002.3030

2.26002.3412

2.32002.4003

2.34002.4250

2.34672.5025
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2005

2.30502.3140

2006

2.26002.2800

2.18002.1880

2.09002.0970

2.01002.0200

2007

1.94592.0663

2.01002.0120

2.00302.0420

2.03002.0400

2008

2.02002.0470

2.04002.0723

2.12002.1600

2.16002.2200

2009

2. 20002.2580

2.22002.3050

2.25002.3300

2.30002.3750

2.35002.4058

2.35002.4840
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20052006200720082009

14,031.417,871.817,683.817,868.618,279.119,714.620,286.921,039.322,492.522,933.222,732.123,716.1

3,740.45,355.34,570.54,442.14,574.95,639.85,364.95,443.16,317.66,774.66,255.76,534.3

4,447.65,168.85,298.65,858.45,886.65,734.96,089.56,418.76,300.26,862.96,550.17,144.4

5,843.47,347.77,814.67,568.27,817.68,340.08,832.49,177.59,874.79,295.79,926.310,037.4

16,979.723,144.323,851.223,320.225,266.226,197.426,180.428,402.029,984.030,649.929,907.230,985.5

7,689.111,139.611,479.411,991.312,013.712,998.513,777.513,397.214,011.614,961.115,377.215,457.7

10,621.312,784.813,116.213,534.113,824.514,533.615,279.016,050.916,178.316,760.917,394.518,026.4

31.728.930.032.832.229.130.030.528.029.928.830.1

26.730.025.824.925.028.626.425.928.129.527.527.6

41.641.144.242.442.842.343.543.643.940.543.742.3

72.487.187.588.686.989.490.283.586.689.388.485.8
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2005

394.1637.1421.12,012.51,739.21,796.17,000.2

2006

995.0938.5356.22,328.32,023.34,498.311,139.6

2007

1,010.41,033.8329.52,134.92,084.44,886.511,479.4

941.11,086.6288.62,902.51,985.84,786.611,991.3

976.81,222.9222.42,842.52,005.84,743.312,013.7

1,052.01,392.5282.42,743.72,311.85,216.212,998.5

2008

1,189.51,378.9384.33,097.92,505.45,221.413,777.5

1,117.11,445.7352.42,581.72,319.85,580.513,397.2

1,428.01,673.4305.42,575.22,267.05,762.614,011.6

1,367.51,683.2278.02,908.42,429.96,294.014,961.1

2009

1,574.61,697.8299.32,895.92,764.56,038.315,270.4

1,607.41,657.1296.03,095.32,729.65,991.915,377.2

1,678.81,710.2312.22,973.72,722.46,060.915,457.7

1,587.81,773.5337.52,914.62,742.06,662.815,629.3

1,554.01,843.4323.12,708.52,843.16,662.815,935.0



7

20052006200720082009

 ---- -- -- ----

3 0 0 35 559456 92 840 5090 4927 33 9 82 003 2797 9778 8856 8234 7

% 43.353.465.065.445.153.749.052.646.741.142.153.6

2 43 02 22 33 4 4542 9382 0392332 0462 228 9693 250 8232 9

% 30.820.414.012.515.810.912.312.17.316.011.410.1

292 3546 602 943 388 962 428 367248 5332 5309 79 5

% 4.25.24.63.33.74.54.84.46.57.77.04.0

45 233 05 20 252 83 522 437399274 070 8

% 2.11.30.20.22.20.40.81.03.62.13.93.1

362 92 054 3360 4807 780 609 8888 240 0380 9436 2568 067 9

% 19.619.716.118.633.230.433.029.935.933.135.629.2

6 953 70 4 5 32 239 94 344 72 4 5 73 587 02 690 83 809 53 848 24 332 84 4 0 32 30 7

% 100.0100100.0100.0100.0100.0100.0100.0100.0100.0100.0100.0



8

20052006200720082009

------------

5778640 065 2265 9265 92 4 2268 3594 2409 0496294 9

%8.27.56.33.811.07.48.07.015.49.411.212.8

830 5848 520 028830 5523 7292 8584 4502 3524 5234 0224 5

%11.98.19.06.612.514.610.915.313.112.15.39.8

339 535 369 04680 469 576 936 675 292 406 624 8

%4.93.43.11.13.31.92.93.62.04.42.41.1

493 682456 4549 0380 3707 7486 5640 2477 5766 3969 2325 5

%21.517.520.412.615.719.718.116.812.417.722.014.1

3 7 9 06 608 3373 43 296 3387 62 020 3620 32 79 92 99 02 440 62 604 5432 0

%53.563.461.375.957.456.360.257.257.156.359.162.2

6 953 70 4 5 32 239 94 344 72 4 5 73 587 02 690 83 809 53 848 24 332 84 4 0 32 30 7

%100.0100.0100.0100.0100.0100.0100.0100.0100.0100.0100.0100.0



at least a minimum level of development is 

achieved. There should be concentration on the 

provision of the basic needs and services such 

as health, basic education and access to safe 

drinking water.

3\ An important element in the effectiveness of 

this system is the efficient management of the

bulk of the resources. The FFAMC should allocate

resources to build human capacity at the state level 

to improve monitoring and evaluation . Efficient 

monitoring and evaluation  will enhance the

effectiveness of the transfer system in achieving

the development goals and objectives.

4\ The bulk of the resources should be modeled 

within a national budgetary macroeconomic 

framework. The transfers also should be built  

within a medium term national development 

strategy .

5. Conclusion and findings:

The signed three peace agreements to resolve the

conflicts in southern Sudan, western and eastern of 

Sudan forced the GNU to adopt fiscal arrangements 

that embody a system of intergovernmental 

transfers. The main objective is to allocate and 

transfer adequate resources to these conflict 

areas in order to realize genuine development  in 

these regions and mobilize human resources in a 

way that will consolidate peace building, reduce

poverty and increase the standard of living  among

the rural communities through the provision of 

basic services.

The system proved to be quite effective in 

availing substantial resources  to serve these 

objectives and the system empowered the state 

governments to exercise some degrees of fiscal 

freedom in sense that the state governments will 

have more power to plan and allocate various 

and diverse fiscal resources among different 

expenditure items.

The current transfer system provides the necessary 

but not sufficient elements of effective fiscal 

arrangements that could serve as an effective arm

in putting an end to the armed conflicts in Sudan. It 

will redirect  substantial resources  for the benefit 

of the people of Sudan. 

More reforms were required to strengthen the 

system specially in the areas  of fiscal and 

financial management, expenditure control and 

cash management.
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attract local and foreign investment. 

In order to make the above clauses reality, there 

should be strong commitment from the sub-

regional governments to put the received transfers

in efficient use. Another strong commitment is 

required from the government of National Unity

towards timely implementation of the mandated  

transfers.

4. Challenges and constraints of the system:

The current adopted system  of intergovernmental

transfers has many strengths  and benefits, but 

it also faces many challenges and obstacles, if 

not corrected, they will impact the effectiveness

and the efficiency of implementing the  transfer 

process and hence they will threat the peace 

building process. The system also assign too much 

responsibilities to the state governments and poses 

new challenges for public expenditure management 

by the sub-national governments. These challenges

are related to: 

1\ The need to co-ordinate the budgetary policies

of the national and  the sub-national governments

in order to ensure the full consistency with Sudan

macroeconomic objectives.

2\ There is a need to promote the degree of 

responsiveness of the sub-national governments

to the needs and requirements of the citizens

in both the allocation of  budgetary resources

and the delivery of goods and services  assigned 

to them in such an efficient and cost effective

way.

3\ There is strong need to have in place sound 

financial management of the operations of each

level of government.

4\ Developing the institutions in these regions 

stands as a serious challenge. Efficient institutions 

should back suitable policies to develop the 

economies of the conflict regions.

5\ An important element in building these

institutions and monitoring the implementation 

of the various clauses of these agreements is 

the human development through training and 

education. In order to raise management capacity 

at the regional level to ensure efficient resource 

management.

6\ The three agreements should be well integrated 

within a macroeconomic framework that cares for 

the stabilization of the national economy and aims 

at high   positive economic growth.

7\ The financial components of the wealth 

sharing agreements were based on the volume 

of the national revenue flow. The oil revenue 

constitute more than 70% of the resources. 

The problem here is that oil prices are volatile 

and unpredictable beside the fact that oil is an 

exhaustible resource which will wither away 

in a finite time. This will complicate long run 

expenditure planning and prioritization. In the 

short run, these resources will be put to finance 

short term obligations but will increase the level 

of current expenditure rather than increasing 

capital expenditure. Current expenditure may not 

be productive, hence there is the possibility that 

the recipient states may not benefit from these 

transfers in real terms and most  likely will put 

pressure on the overall price level and may lead 

to inflation which will impact the stability of the 

economy.

If fiscal transfer designed well, then it will 

promise benefits of a genuine  center-region 

relationship in basic service delivery, poverty 

reduction and the accomplishment of  broader 

national  macroeconomic objectives of economic 

stability and positive economic growth and 

ultimately will put an end to the tendencies of 

the emergence of armed movements. If, on the 

other hand, weakly designed will lead to weak 

governments ability to provide basic services, 

collapse of the social safety nets and emergence 

of corruption and most probably the re-eruption 

of the conflicts.

Given the current system of transfers, many reforms 

could be suggested to increase the efficiency and 

the effectiveness of the system:

1\ The rules and the procedures of the system

should be flexible enough that all the signing parties 

should take frequent assessment and evaluation 

and adopt changes as necessary.

2\ Some of the unconditioned transfers should 

be conditioned. This is necessary to ensure that 



4- National Reconstruction and Development Fund 

(NRDF)

Table (2): Allocations of the development and 

reconstruction funds

Item 2006 2007 2008

SSRDF 300 300 -

DRDF 300 200 200

ESDRF - 100 125

NRDF 250 250 125

Total 850 850 450

* Source: Ministry of Finance and National Economy

(Sudan) and the Wealth Sharing Protocols.

* Figures are in million US dollars.

Table No. (1) above shows the transfers which 

were mandated by the various wealth sharing

agreements during the period (2005 – 2007). The 

total intergovernmental transfers totaled on average

4% of GDP. This allocation is considered to be 

substantial by all proportions. There is a tendency 

to increase the unconditional transfers more than 

the other  allocation. Unconditional transfers

represents 57% of total transfers on average during

the period under consideration.  Unconditional

transfers are very difficult to monitor by FFAMC 

since the FFAMC has no authority to put guidelines 

for utilizing these resources and to assess their 

impact on the grass roots.

Transfers to development represents 25.4%

on average of total transfers. This category of 

transfers could be considered as conditional in 

the sense that it is directed to finance specific and 

certain capital expenditure activities. Although this 

category is assumed to have the biggest allocations 

of transfers, but in reality their allocations were not 

to the expected levels.

The conditioned current transfers represents only 

17.6% of the total allocations. A drawback of this 

allocation is its direct support to cover wages 

and salaries of certain groups of employees and 

its support of current expenditure. This category 

of transfers will boost consumption at the state 

level and will add to the pressures on the level of 

prices.

A balance should be drawn among the three

categories of transfers in order to ensure that 

vulnerable groups are not subject to marginalization 

and all the community can taste the dividends of 

peace on equal basis in terms of adequate service 

provision, adequate infrastructure and conducive 

living environment.

In table (2) we can observe a substantial resources 

were allocated to the various reconstruction and 

development funds. For these allocations to be 

effective in realizing development at the state 

levels and in the war affected areas, efficient 

expenditure planning is required to avoid  wasting 

of these resources.

The strengths of this transfer system could be 

reflected in the point that it is well integrated within 

the budgetary process and well defined along the 

budget classification.

These transfers are transparent when allocated and 

when transferred and monitored. Beneficiary states 

participate at different levels of this system.

For the conditioned transfers, the state institutions 

knew in advance  how much their allocations 

are. For the unconditioned transfers, the state 

governments knew in advance how much is the 

volume of  their allocated transfers during the year. 

The advantage of this priori information is that the 

state governments will be able to plan their priority 

expenditures and how to allocate the budgeted 

transfers to finance their activity.

On the basis of these strengths, GOSS, Darfur 

and East were able to get substantial financial 

resources which were considered to be adequate to 

start various development activities and programs 

that could:

a) Reduce  disparity among regions and the states.

Create employment at the regional and state levels 

and hence will  reduce poverty.

b) Soften the severe impact of war and the rural 

communities will feel the dividends of peace.

c) Enable the regions and the states to posses 

adequate infrastructure that will stimulate and 



3. The current nature of fiscal transfers:

To fully adhere to the implementation of these 

agreements, the Federal Ministry of Finance

and National Economy adopted a system of 

intergovernmental transfers, to ensure that the

different regions of Sudan will get their share out 

of the exploited wealth and exercise their fiscal

freedom in putting the transferred resources in

best use. These transfers were made out of pool 

of national revenues deposited in the National 

Revenue Fund (NRF).

Based on the current practice, we can observe 

three categories of intergovernmental transfers in 

Sudan, these include:

1\ Conditioned current transfers: In this category 

the central government enforce certain rules and 

guidance over the recipients by specifying certain

spending arrangements. An effective advantage

of this system is its ability to provide protection

to certain vulnerable groups and assist certain

economic purposes. Conditioned transfers consist 

of various components that include: 

a) Transfers to cover wages and salaries of national 

institutions, mainly the wages and salaries of the 

police, higher education employees and the cost of 

recruitment of the graduates at the states, and the  

judiciary.

b) Transfers to cover the purchases of goods and 

services for the police, higher education, and 

wages and salaries of the  judiciary employees at 

the state levels.

c) The transfers of social subsidy to meet social

requirements of certain vulnerable groups. In 

sense these transfers provide direct support to poor 

students in the states. They cover the cost of feeding 

the  prisoners waiting at all the prisons across  the

states. Meet the cost of free health care and health 

insurance. Meet the cost of free medical treatment 

and care for the children. Covering the health 

insurance of certain categories of the people.

2\ Unconditioned current transfers: Here the

recipients exercise their powers over the money

they receive. This category comprises transfers to:

a) Government of southern Sudan. B) Transfers to 

oil producing states, c) Transfers to the three areas 

(Abyie area, Blue Nile area and Nuba Mountains 

area), D) Compensation for the states which were 

affected by the elimination of the agricultural

taxes(1), E) VAT transfers, F) Transfers to the

reconstruction and development funds for the war 

affected areas.

Table (1): conditioned and unconditioned 

transfers (2005 – 2007)

Item 2005 2006 2007

C.C.T 501.7 512.9 705

U.C.T 1130.9 2199.8 2246.8

Devlp. Transf. 537 866.5 1090.3

Total 2169.6 3579.2 4042.1

Nominal GDP 66714 79046 93200

*Source: Ministry of Finance and National Economy- Sudan

** Figures are in million Sudanese Genaih.

*** C.C.T. : conditional current transfers.

**** U.C.T.: Unconditional current transfers.

3\ Transfers to state development. This category 

comprises development projects financed by local 

currency and by foreign loans and classified under 

acquisition of non-financial assets in the national 

budget. It  include various development projects 

that stretch across  Sudan. The main constraints 

that face state development are: a) Donors did 

not honor their pledges , b) there is a considerable 

delay in identifying the development  projects.

The other channel of fiscal transfers are the

allocations made to the various development 

and reconstruction funds. The wealth sharing 

agreements called for the establishment of the 

following Funds:

1- Southern Sudan Reconstruction and Development 

Fund (SSRDF).

2- Darfur Reconstruction Development Fund 

(DRDF).

3- Eastern Sudan Reconstruction and Development 

Fund (ESDRF). 

(1) A policy of agricultural tax exemption was adopted 

recently to give more incentives to small farmers.



e) Best-known practices for utilizing natural

resources should be followed. 

The CPA defines a national system for the 

management and sharing of the entire oil revenues 

in Sudan. A National Petroleum Commission

was established to formulate and monitor public 

policies and set guidelines for the oil industry 

including developing strategies for the future 

development of the petroleum sector. The Wealth 

Sharing Protocol developed a formula for sharing

the oil resources as follows:

a) 2% of oil revenue should go to the oil producing

states in proportion to their output. 

The remaining net revenue will be distributed as

follows:

i- 50% of the net oil revenue from the wells

developed in the South of Sudan, will go to the

Government of Southern Sudan (GOSS).

ii- 50% of the net oil revenue from oil wells 

developed in southern Sudan will go to the central 

government and the governments of the states in

Northern Sudan.

State governments and the Government of 

Southern Sudan should have exclusive control of 

income collected under their own taxing powers. 

Some institutional arrangements were created to

support the allocations of these resources. These

arrangements include:

a- The establishment of a National Revenue Fund 

(NRF).

b- An special account in the Bank of Southern

Sudan (BOSS) was opened to host all the revenues 

collected by the National Government in the South 

of Sudan.

c- A Fiscal and Financial Allocation and Monitoring  

Commission (FFAMC) was established by

the government of National Unity (GNU) and 

Government of Southern Sudan (GOSS).

d- The Southern Sudan  Reconstruction and 

Development Fund.

e- The National Reconstruction and Development 

Fund.

2\ Abuja Agreement: 

The conflict in Darfur is over natural resources

mainly water and pastures. Darfur agreement calls 

for direct financial transfers from the GNU to the 

three states of Darfur. The major wealth sharing 

agreement provisions consist of the following:

a) A Darfur Reconstruction and Development  

Fund (DRDF) is established with contribution from 

GNU. The DRDF shall solicit, raise and collect 

funds from domestic and international donors 

and disburse such funds for the resettlement, 

rehabilitation and re-integration of the internally 

and externally displaced people and it should also 

address the past development  imbalances and 

provide adequate and sustainable development 

strategy for Darfur.

b) A joint assessment mission supported by 

multilateral organizations should determine the 

development and reconstruction needs.

c) A fiscal and financial allocation monitoring 

commission is established.

d) The Wealth Sharing Protocol of Darfur also 

provides for a compensation for the victims of the 

conflict.

The agreement clearly states that the national 

macroeconomic policy  framework provides an 

important vehicle for combating  poverty and 

addressing the sense of marginalization in the 

Sudan during the post-conflict period. In this way, 

fiscal and monetary policies  should be formulated 

to meet the requirements of sustained growth and 

equitable development.

C. Eastern Sudan Peace agreement (ESPA):

The conflict in Eastern Sudan also erupted as 

a result of the state of underdevelopment  that 

prevailed in the region.

The Eastern Sudan Peace Agreement (ESPA) was 

signed in Asmara, Eritrea in October 14, 2006.  

The fiscal arrangements that shape  the  features 

of this agreement  are centered around two issues: 

The first is the direct transfers from the federal 

government to the eastern states. The second is 

the transfers to the Eastern Sudan Reconstruction 

Development Fund.

The Eastern Sudan Reconstruction and Development 

Fund (ESRDF) should serve as the principal organ  

in the planning, monitoring and follow up of  the 

Reconstruction and Development Program.



Fiscal Federalism:

(1)

Bakground:

The objective of this paper is to highlight the 

significance of intergovernmental transfers as a 

fiscal tool for conflict resolution in Sudan. During

the period (2005 – 2007) Sudan signed three peace 

agreements in Naivasha, Abuja and Asmara to 

resolve the conflict in Sudan.

An essential complements to these agreements are

the wealth sharing protocols (WSP) which provided 

a model for fair and equitable distribution of 

financial resources between the central government 

and the states (regions).

The adopted system marked a positive move 

in strengthening the intergovernmental fiscal 

relations. The system depends heavily on the 

flow of oil revenues which are unpredictable, 

highly volatile and exhaustible. The system is also 

confronted with weak institutional capacity at  the

state level. This paper is organized as follows: 

Part one highlights the significance of  fiscal 

arrangements and the intergovernmental transfers, 

part two gives an account of the fiscal components 

of the wealth sharing protocols, part three stresses

on the current practice of fiscal transfers, part four 

reflects the challenges that confront the system

and suggests some remedies, and finall, part five

concludes with some findings.

1. The significance of fiscal decentralization and 

intergovernmental transfers:

The intergovernmental transfer systems that exist 

between the central government and the state

(regional) governments in a post conflict country

play a crucial role in financing various activities at 

the states  that could heal the wounds of conflict. 

(1) This article was based on a paper presented by the

author to the African Economic Conference held in Tunis in

November 2008. The full paper could be downloaded from:

www.afdb.org The ideas expressed in this paper are  those of 

the author and do not reflect the ideas of any institution.

Intergovernmental  transfers systems include:

1- The sharing of tax revenues between the central 

government and sub-national governments.

2- Financial subsidies provided by the central 

government to sub-national governments.

3- The sharing of the oil revenues between the 

central government and the oil producing areas.

There is a sizeable collection of literature on 

intergovernmental transfer systems in developing 

countries, but relatively  little has been written 

on the subject of transfers used as a tool for 

consolidating peace building process in conflict 

and post-conflict countries. 

2. Fiscal components of the wealth sharing 

protocols:

The government of Sudan succeeded in reaching 

peace agreements with the Sudan People Liberation 

Movement (SPLM) in Naivasha, Kenya  in January 

2005, and with some of  the  armed movements

in  Darfur in Abuja, Nigeria  in  July 2005,  and 

with the armed movements in the east of Sudan in 

Asmara, Eritrea in 2006.

An important complement to the signed three 

peace agreements is the wealth sharing protocols 

with their various fiscal and economic clauses.

The authorities recognize that to get rid of 

the cumulative effects of underdevelopment 

compounded by the destructive effects of the 

conflict in Sudan, it is essential to establish an 

effective, transparent and accountable system  for 

the distribution of wealth.

Each of the three agreements has a wealth sharing 

understanding and components. In brief, the 

fiscal components of each agreement could be 

summarized below:

1\ Naivasha wealth sharing protocols

This agreement has the following principles:

a) The wealth of the Sudan shall be shared 

equitably.

b) All parts of Sudan are entitled to development.

c) Revenue sharing should show a commitment 

to the devolution of power and decentralization of 

decision-making.

d) Development should be transparent and 

accountable.



5.1. Monetary and Exchange Rate Policy:
As the country maintains domestic macroeconomic
stability as a policy priority, there is scope for 
expansionary monetary policy as the rate of inflation
is below double-digit figure. This is because exchange
rate depreciation, in the wake of balance of payments
pressures arising from falling exports, will not feed 
through to inflation. Under the current managed-
floating/fixed exchange rate system, there is need to
review the system as the country may face mounting
pressures amid continuously falling exports with
possibility of capital flight continuing to loom
(see Figure 5). Under such shocks, to avoid losing
exchange rate competitiveness and to protect meager 
foreign exchange reserves, introducing some degree
of exchange rate flexibility may be considered. If the
crisis continues, the pattern of adjustment, including
exchange rate, may shift over time and as such,
pressures emanating from balance of payments would 
make exchange rate adjustment unavoidable in the
long run although it could be avoided in the short run.
5.2. Fiscal Policies:
As the crisis originated from abroad and transmitted 
into the country through fall of commodity exports due
to lower price and volumes, domestic expansionary
fiscal policies may be ineffective in substituting for this
external demand. Moreover, the ability of government 
to create more fiscal space may be limited by lack of 
liquidity. Attempts to scale up and maintain domestic
demand through countercyclical policies may turn
counterproductive by boosting domestic demand for 
imports that may drain away foreign exchange reserves
or inflation. Furthermore, financing higher fiscal
deficits can be constrained by limited access to external
financing and tenuous domestic markets as monetizing
larger deficits may undermine macroeconomic stability.
Given the short list of options available, Sudan may
take the following steps in the immediately:
1- Mobilizing additional domestic tax revenues by
widening tax base rather than increasing tax rates as
high rates are detrimental to growth. Tax incentives
could be rationalized and revenue administration
strengthened. Tax exemption system could be carefully
reviewed with view to generating more revenues. In
addition, a resource-rich country like Sudan could 
diversify its tax revenue to reduce fiscal risks.
2- Creating fiscal space through expenditure rationalization 
and increasing spending efficiency. The government could 
reduce unproductive expenditures. Examples include
generalized subsidies to loss-making government enterprises,
excessively large government employment, and avoiding
‘white elephant projects’. In addition, strengthening public 
financial management can improve expenditure efficiency,
hence, ensuring that resources reach the intended targets.   

3- Implementing public works program and/or 
providing income supplements through existing 
or new programs. Labor-intensive infrastructure 
projects that are effective in providing income 
support to the poor should be undertaken. Wage 
should be set in relation to productivity rather than 
political/social considerations.
4- To mitigate the negative effects of external 
shocks such as the current global financial crisis that 
caused GOSS revenues, developing local non-oil 
source of revenues is a necessary condition to avoid 
future risks. The tax system should be efficient and 
responsive to development needs. Tax administration 
officials should undergo frequent in-service training
courses to inculcate into them the importance of 
taxes to the government and the community at large.
These measures can help minimize the possibility
of individual tax collectors diverting tax revenues 
to personal uses. Furthermore, since there are no
companies and big corporation from which corporate
taxes could be levied, individual income taxes, payroll 
taxes, excise taxes, estate taxes, custom duties and 
a host of miscellaneous fees and charges could be 
levied around the region. The first two constitute the
bulk of tax collection receipts in many countries(1).
5- In the long run, ratchet effects could be avoided 
through setting up sustainable expenditure targets 
and accumulating assets by saving the oil boom
windfall when prices are above the benchmark price 
and scaling up its spending when the prices are below
it. The Oil Revenue Stabilization Account (ORSA)
that was set up by the Government of National Unity
(GNU) should invest oil revenues in international 
capital markets with view to accumulating resources 
that could be used in the wake of such crisis.
6- In the long run, the GOSS should engage in capital 
formation through public investment in order to 
provide complementary goods and services needed 
for economic growth and poverty reduction. At this 
nascent stage of development, the GOSS strategies 
should focus on promoting economic development 
and reducing poverty. Post-conflict development 
should be geared towards scaling up spending on 
the development of infrastructure (e.g., roads, public 
housing units), agricultural projects and research and 
development (R&D) in addition to education. The 
provision of such goods, with high rates of economic 
return, can create employment opportunities and 
increase incomes of the poor, increase productivity
and thus raise the living standards and hence promote
economic development.

(1) In 2008, individual income and payroll taxes respectively

accounted for 45% and 36% of total tax revenues of the U. S.

federal government in 2008.



Figure 11. GOSS 50% from Net Oil Revenues
for year 2009
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Although the shares and transfers to GOSS from 
the oil revenues have been rising steadily in the 
period 2005-2008 (see Figure 11), the monthly
accounts for 2009 tell a different story. The 50%
shares for the GOSS for 2009 are characterized by 
systematic variation, pointing to the uncertainty 
facing the GOSS. For example, the share from 
net oil revenues for February 2009 was $30.84 
million, down from $42.07 million in the previous
month. This figure presents about 31% of the net 
revenue for the same month in 2007, which was
$101 million. Similarly, while the GOSS share rose 
to $54.50 million in March, it nevertheless fell to
$51.07 million in the month of April before rising 
again to $63.43 million in may 2009. However, the 
fact that the trend line is moving upwardly could be 
a sign the worse may be over in the near future.
4. Summary of Findings: 
This study assesses the impact of the current global 
financial crisis on the Sudanese economy in general
and the economy of South Sudan in particular. 
Specifically, the study examines the impact of 
crisis on (i) government budget; (ii) various sectors 
of the economy; (iii) macroeconomic policies – 
spending, loans and grants, reserves etc., and (iv)
implementation of Millennium Development Goals 
and foreign aid program within the joint assessment 
mission framework. The study finds the following:
Economic growth was adversely affected as 
a result of falling commodity prices, sluggish 
external demand for exports and the tightening 
of financing conditions. Although growth rates 
have been hovering around 6% annually since 
1995, reaching double-digit rates in 2006 and 
2007 respectively, the country’s economic growth 
retreated to 8% in 2008 and it is projected to fall
further to approximately 4.5 in 2009.

The government budget deficit deteriorated in the 
period 2006-2007 although it slightly improved in 
2008. Falling commodity demand and prices coupled 
with rising government expenditures implied 
worsening deficits in the government budget. 
Although FDI flows were erratically volatile prior 
to period 2004, FDI flows picked up and rose 
steadily in the period 2004-2006. However, foreign 
direct investment fell by approximately 31% in
2007 although it slightly grew by 6.7% in 2008. 
The immediate improvement in FDI flows in 2008 
might be an indication that the crisis impact was 
less effective on FDI flows as the bulk of FDI is 
heavily concentrated in the oil sector.
Falling prices, sluggish demand for oil and the 
committed support for exchange rate system seem 
to have caused the nation’s country’s official 
foreign official exchange reserves to decline. 
Reserves fell from approximately four months of 
imports in 2004 to 3.3 months of imports in 2005 
before falling further to 2.5 moths of imports in 
2006. Monthly data indicate that foreign exchange 
reserves dropped by approximately 50% between 
August and December 2008. As the crisis progressed 
and deepened, exchange rate was depreciating 
very fast. In the period between January 2008 and 
January 2009, the pound lost about 8.5% of its 
official value. However, parallel foreign exchange 
markets were paying more that SDG 2.5 per U. S. 
dollar in the month of June 2009, indicating that 
the premium between the two markets was high.
As the GOSS depends on oil for its activities, the
combined effect of sluggish demand and falling 
prices of oil has caused GOSS revenues to fall by 
about 85.5% in 2009. The GOSS budget experienced 
small deficits in 2006 and 2007, although the 
unprecedented hike in oil prices created a budget 
surplus of SDG 987 million in 2008. This surplus 
dropped to SDG 52 million in the following year. 
Although revenues from both oil and non-oil
sources dropped by 85.6% in 2009, revenues from 
non-oil sources dramatically soared by 793.8% and 
106.5% in 2008 and 2009 respectively.  
5. Policy Recommendations:
Given the limited scope for countercyclical policies 
to defrost the impact of the global financial crisis, 
developing countries like Sudan will need to solicit 
donor support to alleviate the impact of the crisis. 
Domestic policies need to include but not limited 
to targeted spending to protect the poor, flexible 
exchange rate to facilitate adjustment and adequate 
financial supervision to mollify the crisis impact. 
In this study, policy implications are provided in 
two groups: monetary policies and fiscal policies. 



3. The Global Financial Crisis and the 
Government of Southern Sudan:
If the impact of the current global crisis on 
the Sudanese economy is detrimental, there is 
no doubt that its impact on the government of 
Southern Sudan would even be more detrimental 
as the region largely depends on a single resource, 
the oil. This puts the government of Southern
Sudan (thereafter referred to as GOSS) in a
very precarious and vulnerable position. Under 
the current crisis, dependence on oil has three
problems associated with it. First, as previously 
mentioned, the sharp fall of external demand for 
oil makes oil export revenues very fragile. Second, 
falling oil prices adds fuel to the fire, making 
revenues from oil exports even more uncertain. 
These combined effects make the GOSS highly 
vulnerable, given the apparent lack of alternative 
non-oil sources of revenue. Thirdly, exchange rate
volatility is another factor that can affect revenues 
from oil export uncertain. Since oil revenues and 
external assistance are set and received in foreign
currencies, an appreciation of domestic currency 
can directly reduce the amount of foreign exchange 
received per a unit of domestic currency. 

Figure 8. GOSS Revenues and Expenditures
(2005-2009)
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The impact of the crisis on GOSS is apparent from
Figure 8 in which both the estimated revenues and 
expenditure have considerably declined in 2009.
Revenues most of which come from oil have fallen by 
approximately 85.5% from the 2008 level. The Figure
shows that although the GOSS budget experienced 
small deficits in 2006 and 2007, the unprecedented 
hike in oil prices catapulted the GOSS budget to
surplus of SDG 987 million in 2008 although it 
dropped to SDG 52 million in the following year.

Figure 9. GOSS Oil and Non-oil Revenues 
(2005-2009)
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As Figure 10 indicates, the modest improvement in 
the budget surplus could possibly be attributed to 
the rise of non-oil revenues by 793.8% and 106.5% 
in 2008 and 2009 respectively. Furthermore, the 
Figure shows that although growing positively, 
the amounts of revenues derived from non-oil 
revenues are too meager to compensate for losses 
arising from the fall of oil revenue. Furthermore, 
the Figure shows that revenues from both oil and 
non-oil sources plummeted from the provisional 
amount of SDG 6,789.6 in 2008 to SDG 3,658.4 in 
2009, implying the severity of the crisis. In fact the 
crisis forced the GOSS to revise its budget estimates 
downwardly in 2008 from SDG 6,789.6 to SDG 
5,506.3 (i.e., a reduction of approximately 23.3%). 
These examples evidently underscore the urgency 
and importance of searching for and developing 
alternative non-oil sources of revenues.

Figure 10. GOSS 50% from Net Oil Revenues 
(2005-2008)
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payments, monetary policy and other purposes. 
Foreign exchange reserves are derived mainly from 
export earnings, aid, foreign direct investment, 
and remittances of the country’s nationals working 
abroad. The amount of foreign exchange received 
per a unit of domestic currency critically depends 
on exchange rate system in place. A rapidly 
appreciating domestic currency implies that 
fewer units of foreign currency will be received 
per a unit of domestic currency and vice-a-versa. 
In addition, foreign exchange reserves are used to 
support the country’s exchange rate system. As the 
country is operating “managed floating exchange 
rate regime”, the significant shrinkage of foreign 
exchange earnings in the period could be a clear 
signal that falling oil demand and price coupled 
with the central bank commitment to support 
the country’s exchange rate system have taken 
a toll on the country’s official foreign exchange 
reserves.
Although foreign exchange reserves have been
steeply rising in the period 2001-2004, Figure 6 
indicates that the rise was interrupted in 2005 and 
2006 when the reserves fell from approximately 
four months of imports in 2004 to 3.3 months of 
imports in 2005 before collapsing further to less 
than 2.5 months of imports in 2006. The picture is 
even more dramatic when shorter-frequency data
is employed. For example, it has been reported(1)

that foreign exchange reserves dropped by 
approximately 50% between August and December 
2008.

Figure 6. Net Official Foreign Exchange 
Reserves in Months of Imports (2000-2008)
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(1) See Deng, Lual A. (undated). Sudan: The Challenges of 

Managing the Impact of Global Financial Crisis on Post-

conflict, presented at the annual meetings of the African

Development Bank, Dakar, Senegal.

As the crisis continued, exchange rate was
depreciating very fast, indicating that Sudanese 
exports were not in great demand from the outside 
world. In the period between January 2008
and January 2009, the pound lost about 8.5% 
of its official value, not to mention the fact that 
the parallel foreign exchange market has been 
exchanging one U. S. dollar for more than 2.5
pounds. Figure 7 depicts the nominal exchange 
rate evolution in the period January 2008-June 
2009. Other more vulnerable areas through which 
the crisis can penetrate the economy include 
remittances from the Sudanese nationals working 
abroad and foreign aid. Expatriates’ remittances 
have been an indispensable source of external 
financing for the Sudan since the 1970s and 1980s, 
providing incomes and acquisition of important 
life-sustaining assets such as agricultural lands, 
family residential units and real estate investment. 
Most parts of Khartoum residential areas and 
investment infrastructures were constructed with 
help from expatriates’ remittances, mainly from 
the Gulf region. As the economies of the donor 
countries slow down as a result of falling demand 
for their exports, remittances flowing into the 
country shrink too. The same is true for aid. In 
absence of sufficient remittances from Sudanese 
expatriates’ remittances and sustainable aid flows 
into the country, the government may not be able 
to rationalize spending and increase its efficiency 
to create fiscal space to protect the poor and social 
and MDG-related spending. Falling export and 
tax revenues, expatriates’ remittances and aid 
may undermine the ability of the government the 
deliver the most needed services. In this respect, 
the implementation and achievement of MGD 
goals can be seriously jeopardized.

Figure 7. Nominal Exchange Rates Movement 
(January 2008-June 2009)

1.8

1.9

2

2.1

2.2

2.3

2.4

20
08

-J
an

20
08

-F
eb

20
08

-M
ar

20
08

-A
pr

20
08

-M
ay

20
08

-J
un

20
08

-J
ul

20
08

-A
ug

20
08

-S
ep

20
08

-O
ct

20
08

-N
ov

20
08

-D
is

20
09

-J
an

20
09

-F
eb

20
09

-M
ar

20
09

-A
pr

20
09

-M
ay

20
09

-J
un

Time (Months)

S
D

G
/U

S
 $

Source: The Central bank of Sudan Website



Figure 3. World Oil Supply and Demand 
(2005-2009)
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2.2. Fiscal Balances:
As more than 90% of the country’s revenues are
derived from taxes, the slowdown in aggregate
economic activity and trade has negative effect on
government fiscal revenues directly. Government 
revenues fell as economic activity and export prices
fell. As tax revenues shrank while expenditures
expanded, the government faced worsening budget 
deficits. Government expenditures could rise for a 
number of reasons(1). First, as the crisis prolongs,
there would be calls to assist commodity exporters
via government transfers to cushion the effect of 
falling commodity demand and prices. Second, as the
crisis intensifies, the impact of crisis on the rural poor 
would be disproportionate in terms of falling incomes
and disappearing employment opportunities. In 
order to address rising poverty levels and strengthen
poverty nets, the government may attempt to scale
up social spending. Third, if the domestic currency
continuously depreciates, this could entail raising
government spending in order to mitigate the effects
of rising import costs. It is apparent from Figure
4 that the budget deficit deteriorated in the period 
2006-2007 which coincided with the crisis peak 
although it slightly showed improvement in 2008.
Figure 4. Government Budget (2005-2008)
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(1) See the Implications of the Global Financial Crisis for 

Low-Income countries (2009), IMF.

2.3. Foreign Direct Investment:
Although the FDI flows were erratically volatile 
prior to period 2004, FDI flows picked up and rose 
steadily in the period 2004-2006. No doubt that this 
steep rise represented a period in which investing 
in oil projects was pulling in enormous amounts of 
FDI flows. For example, Figure 5 shows that FDI 
flows grew by a dramatic positive rate of about 
54% in 2006 although the flows dropped by 31% 
in the following year. It can be claimed that the 
fall of FDI flows by 31% in 2007 was triggered by 
the crisis as foreign investors wanted to wait and 
see the direction of the crisis. In that respect, the 
slight rise in FDI flows by approximately 6.7% in 
2008 might be an indication that the crisis impact 
was less effective on FDI flows, as the bulk of FDI 
is heavily concentrated in the oil sector. During 
the crisis, new investment commitments may be 
delayed. However, potential losses associated 
with withdrawing from oil projects before their 
completion could reduce the likelihood of FDI 
withdrawal, considering the sizable up-front capital 
investment needed for investing in oil projects. 
This does not amount to saying that Sudan would 
completely escape the crisis unharmed.

Figure 5: Foreign Direct Investment Flows into 
Sudan (2000- 2008)

0

500

1000

1500

2000

2500

3000

3500

4000

2000 2001 2002 2003 2004 2005 2006 2007 2008

Years

M
il
li
o

n
s
 o

f 
U

S
$

Source: Major FDI Indicators (WIR, 2007) and the Central

Bank of Sudan database

2.4. Foreign Exchange Reserves and the
Exchange Rate System:
Foreign exchange reserves and exchange rate 
systems are extremely susceptible to external 
shocks due to their strong link with the outside 
world. Official foreign exchange reserves are 
foreign currency deposits, bonds, gold holdings 
and Special Drawing Rights (SDRs) held by 
monetary authorities of a country, used to buffer 
out imbalances between foreign receipts and 



words, the direct transmission of crisis through 
financial markets seems to have been relatively 
muted for two reasons. First, domestic banking 
systems in the country had little exposure to the 
complex international financial instruments, 
hence, limiting risks of potential losses. Second, 
the availability of abundant low-cost domestic
deposits and liquidity has allowed domestic 
banks to finance themselves domestically thereby 
minimizing wholesale leverage on their balance 
sheet. This section summarizes the potential areas 
through which the Sudan economy will be exposed 
to the crisis.
2.1. Economic Growth:
As the crisis escalated and spread to other 
countries, countries like Sudan, were drugged in. 
Specifically, the country’s growth was affected by 
falling commodity prices and sluggish external
demand for its exports particularly oil. Aggregate 
economic activity slowed down as the commodity 
prices continued to fall. As Figure 1 shows, 
revenues from oil exports seem resilient to the 
crisis, perhaps the quantity increase in oil exports
during the last two years more than offset the fall 
of oil price. In fact, it has been reported(1) that 
fiscal revenues from oil have fallen by 60% for the 
first quarter of 2009 compared to the same period 
in 2008.

Figure 1. Sudan Oil Export Earnings 
(2005-2008)
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It has been lately reported(2) that Sudan’s oil
revenues fell by 7% in May 2009 (from $158.76 
million in April to $147.83 million in May 

(1) See Deng, Lual A. (2009). Sudan: The Challenges of 

Managing the Impact of Global Financial Crisis on Post-

conflict, presented at the annual meetings of the African

Development Bank, Dakar, Senegal.

(2) See Sudan Tribune Newspaper, Wednesday, July 8, 2009.

2009) albeit there has been an improvement 
in crude prices worldwide lately. In addition to 
the decline in oil demand, global oil prices have 
been falling dramatically in the first half of 2008 
and early 2009. With more than 65% (2008) 
of government revenues coming from oil, the 
combined impact of falling oil demand and price 
has drastically affected the government budget. 
Figure 3 demonstrates that, although growth have 
been rising since 1995, reaching double-digit 
rates in 2006 and 2007 respectively, the country’s 
economic growth retreated to 8% in 2008 and is 
projected to fall further to approximately 4.5 in 
2009.

Figure 2. Sudan’s GDP Growth (2000-2008)

0

2

4

6

8

10

12

14

2000 2001 2002 2003 2004 2005 2006 2007 2008

Years

G
D

P
 G

ro
w

th
 (

%
)

Source: The Central Bank of Sudan annual reports and IMF

IFS Database

It is worth mentioning that countries that depend 
on oil suffered significant losses from falling 
revenues as the world demand for oil has been 
sluggishly growing over the last few years. For 
example, Figure 2 shows that, with exception of 
2007, oil demand has been trailing the world’s 
supply since 2005 and is projected to fall by 2.9% 
in 2009 compared to 2008 (from 85.8 millions 
barrels to 83.3 millions barrels/day). In contrast, 
although oil supply is projected to decline by 2.4% 
in the same year, it still outstrips the demand. 
Part of explanation of the continuous fall in oil 
demand is that successive U.S. governments have 
taken steps in improving fuel efficiency. These 
measures which were aimed at taming gasoline 
demand and reducing the country’s dependence on 
foreign imported oil are thought to have negatively 
impacted on the world’s oil demand since the U.S. 
consumes approximately 22% of the world’s oil 
output.



Dr: Marial A. Yol(1)

1. Background to the Crisis:
The current global financial turmoil that hit the 
world in 2007 had its roots in the fallout in the 
U. S. sub-prime mortgage lending after which it 
spread to other markets and economies through
a combination of market failures and weak 
regulatory systems. The turmoil was accompanied 
by failure of key businesses, decline in consumer 
wealth, substantial rise in government financial
commitments in form of stimulus packages, and 
significant decline in economic activity. Many
thought that market failures resulted from poor 
corporate governance and excessive executive
remuneration system in the U. S. 
Described as the worst financial crisis the world 
has witnessed since the great Depression of 
1929-33(2), the crisis has resulted in massive 
decline of stock price by more than 40 percent 
and a collapse of many investment banks. 
Approximately 52 banks have collapsed in the
U. S. Among the most important being the Sale 
of Bear Stearns to JP Morgan at $2.0 per share, 
Lehman Brothers- 158-year old investment bank 
filing for bankruptcy, sales of Merrill Lynch to the
Bank of America and sale of Wachovia Mutual to
JP Morgan. The failure of many investment banks, 
hedge funds (also known as the shadow banking
systems) as well as a number of regulated banks 
created the financial gridlock that undermined the 
ability of global financial institutions to lend to 
themselves and the public. To contain the crisis and 
restore confidence in the global financial system, 
monetary authorities and governments around the 
world had to take corrective policy actions aimed at 
preventing the crisis from spreading further. Central
banks and financial ministries around the world 

(1) The author is a World Bank Consultant in the Central

Bank of Sudan. The author thanks  Dr. Mosllem Ahmed 

Alamir and Mustafa Dinar for providing some of the data.

The views expressed in this paper are solely the author’s and 

do not reflect the views of either World Bank or the Central

bank of Sudan.

(2) See Roubini, Nouriel, Kenneth Rogoff and Nariman

Berhravesh (2009).

had to intervene to bail out failing institutions by 
providing funds to encourage lending and restore 
confidence in commercial paper markets, which 
are integral parts to funding business operations. 
Financial intermediaries were re-capitalized either 
through capital injection or merger and acquisition 
plans. In addition, active global coordination 
programs such as cutting interest rates were jointly 
implemented by major economies to minimize 
cross-border contagious effects. 
Prior to the eruption of crisis in 2007, high 
consumption and low saving rates in the U.S. are 
publicly blamed for triggering massive inflows of 
foreign money into the U. S. economy. Combined 
with low interest rates in the period 2002-2004, 
these funds inflows resulted in easy credit 
conditions, which created and fueled both housing 
and credit bubbles, leading to housing booms. As 
part of credit and housing booms, the amounts 
of financial agreements, commonly known as 
mortgage-backed securities, which derive their 
value from mortgage payments and housing prices, 
increased substantially. This financial innovation 
attracted institutions and investors around the 
world to seek investment opportunities in the U. 
S. housing market, many of which excessively 
undertook risky investments. As the hosing market 
glutted, housing prices collapsed and the global 
financial institutions that had heavily borrowed 
and invested billions of U. S. dollars in sub-prime 
mortgage-backed securities incurred enormous 
financial losses. Defaults and losses on other 
types of loans also increased significantly as the 
crisis spread from the housing market to the other 
parts of U. S. economy. Various causes have been 
proposed for the crisis(3).
2. The Crisis and the Sudanese Economy:
In general, the impact of the current global 
financial crisis on each country critically depends 
on the degree of financial integration of that 
country into global financial system. Although 
factors such as low level of development of 
financial institutions, low level of reliance on 
international financial markets and the presence 
of regulatory barriers that constrain the entry of 
new financial firms into financial products and 
markets could shield Sudan’s domestic financial 
markets from the first-round impact of the crisis, 
second-round effects are unavoidable. In other 

(3) Suggested causes include the following: (1) Growth of 

the housing bubble; (2) Easy credit conditions; (3) Sub-

prime lending; (4) Deregulation; (5) Increased debt burden or 

over-leveraging; (6) Boom and the collapsing of the shadow

banking system; and (7) Commodity bubble.


