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Variance Decomposition of RESERVES:

period| S.E. |RESERVES|INTEREST Y M2 INFLATION

1 65.25113| 100.0000 | 0.000000 |0.000000 |0.000000| 0.000000

2 119.2295| 96.09232 | 0.386952 | 0.737283 |2.695329| 0.088115

3 232.9752| 66.76258 | 10.78181 |3.517754|18.90189| 0.035976

4 355.3137| 60.87410 | 9.124094 |6.711510|22.85219| 0.438104

5 393.4592| 55.99416 | 7.527013 | 13.10936 |21.80891| 1.560555
6 410.2018| 52.21138 | 6.925180 | 19.32255|20.10221| 1.438678
7 423.7910| 48.94459 | 6.683703 |23.90258 | 19.09955| 1.369578
8 453.0682| 47.40146 | 6.384770 |26.21393|18.56014| 1.439700
9 528.6544| 51.59566 | 7.563225 |25.41976|14.24811| 1.173248

10 872.1149| 54.66909 | 12.81724 | 15.42506 | 16.65743| 0.431183
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Date: 1210/24/ Time: 18:29

Dependent Variable: LOG(RESERVES)

Sample: 1970 2009

Method: Least Squares

Series: RESERVES INTEREST Y M2 EXCHANGE INFLATION

Date: 1210/24/ Time: 17:48

Lags interval: 1to 1

Sample: 1970 2009

Likelihood 5 Percent 1 Percent Hypothesized Included observations: 40
Eigenvalue Ratio Critical Value | Critical Value | No. of CE(s) Variable Coefficient |Std. Error |t-Statistic |Prob.
0.955749 | 275.6543 94.15 103.18 None ** C 2.776224 |0.572692 |4.847676 0.0000
0.838939 | 157.1754 68.52 76.07 At most 1 * LOG(M1) -0.619199 (0.348306 |-1.777744 |0.0841
0.671240 | 87.78839 47.21 54.46 At most 2 INFLATION 0.001326 [0.004580 |0.289487 0.7739
0.538605 | 4551613 29.68 35.65 At most 3 LOG(Y) 0.951526 [0.329850 |2.884724 0.0067
0.269372 | 16.12311 15.41 20.04 At most 4 * INTEREST -0.096565 |0.018293 |-5.278922 (0.0000
0.104561 | 4.196756 3.76 6.65 At most 5 * R-squared 0.828487 Mean dependent var  [4.249203

*(»+) denotes rejection of the hypothesis at 5%(1%) significance level

Adjusted R-squared |0.808885 S.D. dependent var 1.589863

L.R. test indicates 6 cointegrating equation(s) at 5% significance level
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S.E. of regression 0.695036 Akaike info criterion 2.226761
Sum squared resid 16.90761 Schwarz criterion 2.437871
Log likelihood -39.563522 | F-statistic 42.26639
Durbin-Watson stat |1.329277 Prob(F-statistic) 0.000000
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Response of RESERVES to One S.D. Innovations
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:Model specification™” = zigeill carngs
NFA= 0+ B1LGDP+ [B2inflation- B3interest -
B4LDcredit+p.(4)
Ja20 LGDP dis¥l Jguo¥l ,olo= NFA: cos
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simplified GARCH(1,1) model : 32,k <

1- Mohamed Umer et-al (2010)
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Sample: 1970 2009

Included observations: 38

Test assumption: Linear deterministic trend in the data

Series: NFA INFLATION Y INTEREST DCREDIT

Lags interval: 1to 1

Likelihood |5 Percent 1 Percent Hypothesized
Eigenvalue |Ratio Critical Value |Critical Value |No. of CE(s)
0.796252 144.6877 | 68.52 76.07 None **
0.603677 84.23466 | 47.21 54.46 At most 1 *
0.543655 49.06473 | 29.68 35.65 At most 2 *+
0.354397 19.25350 | 15.41 20.04 At most 3 *
0.066766 2.625792 | 3.76 6.65 At most 4

*(++) denotes rejection of the hypothesis at 5%(1%) significance level

L.R. test indicates 4 cointegrating equation(s) at 5% significance level
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Dependent Variable: NFA

Method: ML - ARCH

Sample(adjusted): 1971 2009

Bollerslev-Wooldrige robust standard errors & covariance

Coefficient |Std. Error |z-Statistic [Prob.
(9] -20.93524 |5.313126 |-3.940286 |0.0001
INFLATION -0.046679 [0.027794 [-1.679449 |0.0931
| 0.130814 [0.177261 [0.737977 |0.4605
LOG(Y) 8.634598 [2.362052 [3.655549 |0.0003
LOG (DOMESTIC_ |-8.598478 [2.317804 |-3.709752 |0.0002
CREDIT0)
AR(1) 0.763988 [0.028590 [26.72266 |0.0000
Variance Equation
9] 1.579750 |0.580543 [2.721160 |0.0065
ARCH(1) -0.085264 |0.145957 |-0.584174 |0.5591
GARCH(1) 1.087966 [0.167166 [6.508310 |0.0000
R-squared 0.821444 Mean dependent var |-18.28520
Adjusted R-squared 0.773829 S.D. dependent var  |15.74511
S.E. of regression 7.487970 Akaike info criterion [6.379335
Sum squared resid 1682.091 Schwarz criterion 6.763234
Log likelihood -115.3970 | F-statistic 17.25181
Durbin-Watson stat 1.436377 Prob(F-statistic) 0.000000
Inverted AR Roots .76
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1- Reserve flow equation
2- NIR= net international reserves
3- H= High powered money or monetary base.
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Dependent Variable: LOG(RESERVESH)

Method: Least Squares

Date: 1210/24/ Time: 18:02

Sample(adjusted): 1971 2009

Included observations: 39 after adjusting endpoints

Convergence achieved after 8 iterations

Variable Coefficient [Std. Error |t-Statistic |Prob.

C 12.37831 1.252157 |9.885589 |0.0000

LOG(Y) -1.136554 |0.226605 |-5.015569 [0.0000

INFLATION -0.004545 |0.004645 [-0.978425 |0.3348

LOG(DCREDIT) |-0.330405 |0.180478 |-1.830719 |0.0759

AR(1) 0.822881 0.110424 [7.452010 |0.0000
R-squared 0.990262 Mean dependent var  [4.120331
Adjusted R-squared [0.989117 S.D. dependent var 6.646559
S.E. of regression 0.693387 Akaike info criterion |2.224753
Sum squared resid [16.34673 Schwarz criterion 2.438031
Log likelihood -38.38269 F-statistic 864.4017
Durbin-Watson stat [1.895193 Prob(F-statistic) 0.000000

Inverted AR Roots  [.82
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:(exchange rate pass through)
Sy @il bas £Las)l Jas M igaid| yadiae,
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RESERVES NFA TB M2
Mean 279.4233 -17.90481 -528.9339 3548.467
Median 49.23090 -13.24981 -522.8290 27.00885
Maximum 1868.590 -1.106939 1980.000 28314.00
Minimum 7.614300 | -66.44186 | -2416.900 | 0.129910
Std. Dev. 518.0185 15.72703 667.9017 7063.204
Skewness 1.998154 -1.406409 0.565077 2.200630
Kurtosis 5420377 | 4.612178 | 7.829747 | 6.807157
Jarque-Bera 36.38117 17.51843 41.00618 56.44254
Probability 0.000000 0.000157 0.000000 0.000000
Observations 40 40 40 40
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Forecast: INFLATIONF
Actual: INFLATION
Forecast sample: 1970 2009
Included observations: 40
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Granger Causality

Pairaise G Sausality Tests
|Sample: 1970 2009

ILags: 2

|Null Hypothesis: lobs|E-statistic |Probability |
IRESERVES does not Granger Cause EXPORTS _ |26.5677 | 1.3E-07
IRESERVES does not Granger Cause IMPORTS __|23.9334 | 3.8E-07
\RESERVES does not Granger Cause TB 742072 | 0.00218
M2 does not Granger Cause RESERVES | 38|3.48944 | 0.04220
IRESERVES does not Granger Cause M2 109.763 | 2.6E-15
IMPORTS does not Granger Cause EXPORTS | 38[28.0738 | 7.6E-08
[EXPORTS does not Granger Cause IMPORTS __ |5.29348 | 0.01014
ITB does not Granger Cause EXPORTS | aslo80738 | 76E-08
[EXPORTS does not Granger Cause TB 242014 | 0.10453
M2 does not Granger Cause EXPORTS | 38loa3189 |23E-14
IEXPORTS does not Granger Cause M2 6.24760 | 0.00500
INFA does not Granger Cause IMPORTS | 38/0.53849 | 0.58867
IIMPORTS does not Granger Cause NFA 0.45423 | 0.63885
TB does not Granger Cause IMPORTS | 38520348 |001014
IMPORTS does not Granger Cause TB 242014 | 0.10453
M2 does not Granger Cause IMPORTS | 3sl6.61607 | 0.00384
IIMPORTS does not Granger Cause M2 6.00277 | 0.00598
IM2 does not Granger Cause TB | 38433870 [002124
LTB does not Granger Cause M2 9.79543 | 0.00046
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largely due to an increase in the banking
system’s credit to the government. Credit
to nongovernment sectors also grew by
about 22 percent. In a move to tighten
monetary policy, the central bank raised in
July the reserve requirement on domestic
and foreign currency deposits and started
to withdraw maturing investment deposits
in commercial banks.

Regarding the external position, Sudan
started to recover from the severe terms of
trade shock of 2009. The current account
deficit narrowed during the first half
of 2010 to an estimated US$2.8 billion

Jul-08

Jul-09 Jul-10

compared to US$4 billion during the first
half of 2009, mainly reflecting higher oil
exports receipts.

Overall, although the negative impact of
the global crisis is still weighing on the
Sudanese economy, a relative improvement
1s in the offing in 2010. However, continued
implementation of the measures envisaged
under the SMP is critical to sustain the
turnaround given the challenges facing the
economy in 2011.
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continued attention. Nonperforming loans
remain elevated in a number of countries.
Regulatory frameworks and supervision
should be strengthened in line with global
efforts to reduce regulatory cyclicality,
strengthen liquidity and capital buffers,
address systemically important institutions,
and enhance bank resolution practices.
Saudi Arabia’s countercyclical provisioning
provides an example of successful
implementation of such macro prudential
policies.

Sudan: Coping with the Adverse
Exogenous Shocks™”

Sudan, like most countries in the region,
suffered from the global crisis mainly
through the trade and financial channels,
and a decline in remittances.

Sudan witnessed a severe terms of trade
shock. The drop in oil prices from US$147
a barrel to between US$50 and US$60 in
2009 led to the sharp drop of export and
fiscal revenues. The magnitude of the shock
was aggravated by the lack of diversity
in Sudan’s exports — oil accounted for 90
percent of exports in 2009.

Against this background, Sudan undertook
strong corrective measures under the
framework of a Staff-Monitored Program
(SMP) negotiated with the International
Monetary Fund for the period 2009-10. The
agreed policy package aimed at leveraging
on fiscal and monetary policies to maintain
macroeconomic stability, safeguard and
rebuild foreign exchange reserves, while

1- This analysis will not cover 2011, given that prospects for that year hinge on the
outcome of the referendum of January 2011.

avoiding an abrupt and costly external
adjustment.

Preliminary data point to an overall
turnaround in 2010 with improvement on
several fronts, compared to 2009. Economic
growth 1s expected to recover moderately
in 2010 on account of a buoyant nonoil
sector. A pick up in agriculture and services
is expected to boost non-oil GDP growth to
about 5 percent.

Oil growth is however projected to be flat
as oil production would remain broadly
at its 2009 level. Twelve-month inflation
stood at 13 percent in July, reflecting the
increase in international food prices, and an
expansionary monetary policy. However,
inflation is expected to slightly moderate to
about 10 percent by year-end.

The fiscal stance in 2010 improved
compared to 2009. Although lackluster
oil revenues associated with lower tax
collection translated into revenue shortfalls,
expenditure will be lower than expected
because of notable under-execution in both
current and capital spending.

The fiscal deficit on commitment basis,
projected at 3.2 percent of GDP in 2010,
will represent a substantial improvement
compared to a deficit of 4.7 percent of GDP
in 2009.

Monetary policy was expansionary in the
first half of 2010, but was tightened starting
in July. Twelve-month broad money growth
remained at about 30 percent in June,
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while external financing conditions have
improved, domestic credit is picking up only
slowly, and investment demand is subdued.
As such, growth in non-oil activity remains
lackluster at 3%—4'% percent, indicating a
need for continued policy support through
2011 in most countries.

Most countries with fiscal space—mainly
the GCC, Algeria, and Libya—target
additional fiscal stimulus in 2010 and
2011. But some, including Saudi Arabia,
are seeing inflation picking up, which may
call for a tempering of stimulus in 2011.
Iran, Sudan, and Yemen have less fiscal
space and have already embarked on fiscal
consolidation. In most countries, monetary

policy remains expansionary to revive
private-sector credit growth, although some
central banks are starting to unwind their
quantitative easing.

Over the medium term, all oil producers—to
differing degrees—will need to pursue fiscal
consolidation to safeguard the sustainable
use of hydrocarbon revenues, while
promoting diversification and employment
creation. Measures to support these goals
include reorienting spending toward social
and development needs, revisiting energy
subsidies, and diversifying the revenue
base.

Banking system development requires
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to be faster in economies that had smaller
output losses during the crisis, stronger
pre-crisis fundamentals, more room for
policy maneuver, and deep links with
fast-growing trading partners. China’s
increasingly wide trading network is driving
growth prospects in numerous economies,
especially commodity exporters. Strong
internal dynamics are supporting near-term
growth in other emerging economies, too.
However, economic prospects are subdued
in major advanced economies, where much-
needed policy adjustments—in the form
of financial sector repair and reform and
medium-term fiscal consolidation—have
only just begun.

This will weigh on growth in emerging
economies, raising the need to boost
domestic demand. At the same time,
capital will continue to flow toward strong
emerging and developing economies,
induced by relatively good growth prospects
and favorable interest rate differentials.

A sustained, healthy recovery rests on two
rebalancing acts: internal rebalancing,
with a strengthening of private demand in
advanced economies, allowing for fiscal
consolidation; and external rebalancing,
with an increase in net exports in deficit
countries, such as the United States, and a
decrease in net exports in surplus countries,
notably emerging Asia. The two interact in
important ways. Increased net exports in
advanced economies imply higher demand
and higher growth, allowing more room
for fiscal consolidation. Strengthened
domestic demand helps emerging market

economies maintain growth in the face of
lower exports.

A number of policies are required to
support these rebalancing acts. In advanced
economies, the repair and reform of the
financial sector need to accelerate to allow
aresumption of healthy credit growth. Also,
fiscal adjustment needs to start in earnest in
2011. Specific plans to cut budget deficits
are urgently needed now to create fiscal
space. If global growth were to slow by
significantly more than expected, countries
with fiscal room could postpone some of
the planned consolidation. Meanwhile, key
emerging economies will need to further
develop domestic sources of growth,
with the support of greater exchange rate
flexibility.

MENA Oil Exporters™: Well Placed to
Focus on Medium-Term Challenges

MENA oil exporters’ fiscal and external
balances will improve markedly in response
torisingoilprices” and oil productionlevels.
The combined external current account
surplus of these countries is expected to
increase to US$120 billion in 2010 and
US$150 billion in 2011 from US$70 billion
in 2009. In the Gulf Cooperation Council
(GCC) alone, the improvement is estimated
at about US$50 billion from 2009 to 2011.

Oil GDP growth—projected at 3'2-4'
percent in 2010 and 2011—is likely to
stay below pre-crisis levels. Moreover,

1- In addition to Sudan, the group of MENA oil-exporting countries comprise Algeria, Ba -
rain, Iran, Iraq, Kuwait, Libya, Oman, Qatar, Saudi Arabia, the United Arab Emirates, and
Yemen.

2- QOil prices are projected to rise from US$62 per barrel in 2009 to US$76 in 2010 and
US$79 in 2011.
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World and Regional Economic Outlooks”
and the Impact on Sudan

by Ahmed Zorome, Resident Representative for Sudan
International Monetary Fund

Despite Downside Risks World Recovery
Is Proceeding Steadily

The global economic recovery is proceeding
broadly as expected, but downside risks
remain elevated. Global activity expanded at
an annual rate of about 5 percent during the
first half of 2010, and is forecast to expand
by about 4 percent through 2011, with a
temporary slowdown during the second half
of 2010 and the first half of 2011.

Overview of the World Economic Outlook Projections
(Percent change)

Year over Year

Projections
2008 2009 (2010 | 2011
World output 2.8 -0.6 4.8 4.2
Advanced economies 0.2 -3.2 27 22
Of which: United States 0.0 -2.6 26 23
European Union 0.8 -4.1 1.7 1.7
Emerging and developing economies 6.0 25 71 6.4
Of which: MENAP 4.6 23 4.2 438
CCA 6.5 36 57 5.4
Commonwealth of Independent States 5.4 -3.2 5.3 5.2
Of which: Russia 52 -7.9 4.0 4.3
World trade volume (goods and services) 2.9 -11.0 | 114 (7.0
Commodity prices
oil' 36.4 -36.3 | 23.3 3.3
Nonfuel® 75 -187 | 168 | -2.0

Sources: IMF, World Economic Outlook and Regional Economic Outlook (October 2010).

"Simple average of prices of U.K. Brent, Dubai, and West Texas Intermediate crude oil. The
average price of oil in U.S. dollars a barrel was $61.78 in 2009; the assumed price based on future
markets is $76.20 in 2010 and $78.75 in 2011.

2 Average (measured in U.S. dollars) based on world commodity export weights.

* The Regional Economic Outlook (REO) is prepared biannually by the Middle East and
Central Asia Department (MCD) of the International Monetary Fund. The October 2010
issue provides a broad overview of recent economic developments in 2009 and prospects
for the remainder of 2010 and 2011.

Economic prospects remain uneven across
countries and regions. Output of emerging
and developing economies is projected to
expand at rates of 7-6'2 percent in 2010—11.
In advanced economies, growth is projected
to average only 2’ percent, implying
continued substantial slack. Low consumer
confidence and reduced household incomes
and wealth are holding consumption down
in many advanced economies.

Their recoveries will remain fragile for
as long as improving business investment
does not translate into higher employment
growth. However, household spending
is going well in many emerging market
economies, where investment is propelling
job creation.

At the same time, financial conditions
have improved—after having suffered
a major setback during the first half of
2010 with the European sovereign debt
crisis—but underlying sovereign and
banking vulnerabilities remain a significant
challenge amid concerns about risks to the
global recovery.

In general, the pace of recovery is expected
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