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Robust aggregate growth since oil boom…

· The evolution of growth in Sudan has been characterized by boom and bust cycles.  Often slow growth -- averaging 1.4% in 1960-1973 -- due to protectionist and inappropriate macro policies and political instability.   The breakdown of the peace process in 1984 led to another period of economic stagnation.   

· Since oil exports began, GDP growth accelerated, rising to 11% in 2006.  

Figure 1. Real GDP Per Capita Growth 1960-2006
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.. that exceeds performance of resource abundant countries in the region and the world…

· Sudan’s growth has been among the highest in Sub-Saharan Africa, exceeding the average performance of oil exporting and other resource abundant countries in the region.
The oil boom led to structural changes and transformations in the economy…

· Expansion of the service sector (growing at an average rate of 9% during 1999-2006, triple the rate in 1997-1998) particularly electricity, trade, and other services (growing at an annual rate of 10, 9, and 10% respectively). 
· Slower growth in agricultural production and manufacturing industry (only at 3%). 

· It also spurred the influx of foreign direct investment, possibly also associated with signing of the CPA.
 and improvements in fiscal and external balances…

· There were positive balances in the fiscal account for three years (2002-2004)

· And positive balance of payments for 2004-2005 due to foreign direct investments

However there are numerous challenges, especially for rural development     

· The threat of Dutch disease signaled by the trend in sectoral growth and appreciation of  real exchange rate.   Preliminary findings from the DTIS suggest the squeeze in the profit margins of farmers and the adverse effects of supply-side bottlenecks as a result of the appreciation.

· Pressures upon consumer prices

      Inflation had been largely kept to single-digits (at 8% from 1999-2006), with internal pressures.  Peaked at end-2006 with year-on-year inflation of 16 percent. For the first half of 2007, inflation remained within its period average bound of 8-9 percent.

· Pressures on external account. Despite oil export boom, for the period 1999-2006, current account deficit was at 16% of GDP.

There are major economic and governance implications of a growing oil sector. Most obviously, the direct rents accrue predominately to the public sector and transmit to the economy through public spending (  thus our key interest in fiscal policy/expansion and expenditure management, as explored in the recent PER.  Oil sector transparency, quality of spending and fiscal decentralization have all come to the fore.  
Heavy reliance upon oil revenues increased vulnerability: 

While oil revenues grew from 4 % of GDP from 2001 to 11 % in 2006, tax revenues grew only marginally, from 5% (2001) to 6% (2006). Tax revenues shrank from one half to one-third of total revenue since 2001. 

The unpredictability in oil production and prices translate into volatilities in the government revenue and expenditure. Actual oil revenues exceeded planned levels by 44% during 2002-2004, but fell short by 16% during 2005-2006. To maintain stability, cuts have been made in the planned non-wage recurrent spending (transfers to states, debt service and operations) and development spending. The fuel subsidy has also been cut and the ORSA has been drained.  
In 2006, the fiscal position deteriorated to 4.2 % of GDP, reflecting the shortfall in oil revenue from Dar blend crude, in the context of expansionary spending policies. Similarly, the external current account position registered a deficit of 13.1% of GDP in 2006. 

Debt overhang -- accumulated arrears constrain sources of financing. At end 2006, external debt was $28 billion, with over 80 percent in arrears. 

IDA arrears of around $420 million and IMF arrears of around $1.6 billion.

Trends in GNU pro-poor spending and development spending are positive, but below plans: 

Since the CPA, fiscal management has been challenged by federal expenditures (wages, security), new obligations to sub-national governments and oil revenue volatility. 

· Aggregate GNU expenditure grew by 23 percent on average per annum in real terms from 2000, with aggregate overspending in 2003 and 2004. 

· Transfers to GOSS and Northern states rose from a share of 8% of total expenditures in 2000 to 36% in 2006.  

· Development spending was 15% of total spending in 2001 and expanded to 19% in 2006. Execution rate averaged 8% below plans since 2000 (with overspending relative to plans during 2004-2005).  

· Development spending has been heavily concentrated upon a handful of large projects. The largest five national projects accounted for more than 60% of total GNU investments in 2006. 

· Development spending in all states has shown disappointing track record, particularly in Darfur, North Kordofan and the South. 
· Actual development spending is only 40% of budgeted in North Kordofan, 16% in North Darfur, 47% in South Darfur.  

· The execution for intergovernmental transfers has been consistently disappointing with shortfalls of about 14% on average for 2001-2006 and 18% during 2005-2006. 

· Pro poor expenditures have increased from a low base of $16 per capita in 2000-2004, to $68 per capita in 2006. 

· But at 5.5% of GDP in 2006, pro-poor spending remains below budget plans (6.6% of GDP), JAM commitments (5.9% of GDP) and the average for HIPC countries (7.0% of GDP).
· Pro-poor spending per capita varies across states. Total pro-poor spending in North Kordofan is 38$ per capita in 2005 -- which is nonetheless a doubling since 2003. 

· Progress in increasing financial support to the Three Areas has been slower than expected. Financial support to the three areas in 2005-2006 was around 35-40% below what had been programmed in the JAM. 

Most vulnerable to oil volatility is the Government of Southern Sudan, which relies almost entirely upon oil resources for revenue. 
· Serious fiscal pressures have arisen: in 2006, cash deficit financed through significant draw-downs on accumulated reserves.  That cushion has been exhausted.

· Aggregate spending was nearly one-quarter above targets and was driven by outlays on wages and operations that were roughly double planned amounts (at the expense of capital expenditures). 

· A significant part of civil service costs is associated with de-facto mobilization of SPLA. 

· Overspending on wages and operations crowded out capital spending: only 54% of planned capital expenditures were carried out. 

· The composition of budget expenditures has deviated from the planned focus upon pro-poor objectives in 2006.  Serious shortfalls in the sectoral budgets for infrastructure, health, education and rural activity. Spending on transfers to the states, transport and roads, agriculture and rural development and water and irrigation had deviations of more than 50% from planned levels (97, 65, 60 and 53% respectively). 
