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‘The official CPI appears conceptually sound and competently
managed. There 1s no definitive evidence that it does not reflect

correctly the rise in prices for the population as a whole”.
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control on the fund usage. Likewise, itis cited that, there has
been no institution managing the country’s debt (public and
private external debts, and domestic debt) simultaneously.
Consequently, it is curiously questioned whether the
conduct of public debt management, particularly public
external debt management has been effective.

Obviously, the history evident that, non integrated debt
management system adopted by the Government of Sudan
has brought serious handicaps in managing Sudans’ external
debt, including implementation of objective and strategy, the
conduct of risk management, and the lack of coordination. As
a result, the external debt, which initially addressed to filling
up the financing gap in order to foster economic growth, has
lefi a serious burden to the economy through time.

From the explanation ascertained, it is clear as well that;
poor debt management is one of the major problem that
exacerbate financial short-fall in the Sudan. therefore. it
should necessary to reinforce its debt management
capacity by carefully reassessing the major aspects of
exisling system such as coordination, legal basis,
authority, human resources, organizational structure,
management and recording system.

5. The Challenges Ahead:

External debt management is a multi dimensional task
involving the formulation of transparent strategy for
managing the level of debt, and establishing an appropriate
institutional framework (Independent Debt Management
Office, IDMO). As for the case of Sudan, a priority in
establishing the framework (IDMO) should be emphasized.
Establishing an independent, effective and efficient debt
management office (IDMO) in Sudan is possible but not an
easy work to do because, it involves many stakeholders and
institutions with different background of corporate eulture,
experience, capacity building, vision and interest. An
efficient operation of the IDMO under the presidency is
believed to be one of government’s vehicles to break
through the wall of debt trap, which remained un-favorable
to the economic recovery for the last couple of years,
Even, once this initial challenge has been resolved, the
process will face further challenges including: deciding the
location of IDMO, filling up the position with right person
based on his competency, picking up a current technology
information, operational budgeting issue, and building a
new corporate culture to support organizational dynamic
toward vision and objective of the institutional framework.
In the context of human resource for example, debt
management necessitates staff with wide range of financial
and analytical skills, and a competency of macroeconomic
knowledge. Since other public and private sector also require
these, it is essential for management (o attract and retain
highly skilled staff with appropriate remuneration, a clear

career path and mandate, including responsibilities and
access (o relevant training in a way to improve job
qualification and anticipate fiture challenges.

Currently, the government is aware to continue carefully
manage is external debt to minimize the cost of borrowing,
consequently to ease the pressure of external debt burden to
budget over the long run. In order to achieve such objective
Government set priorities on the following direction:
gradually reduce budget deficit to achieve balance budget on
the near future, reduce public sector debt to GDP ratio to the
save level, tax policies reform, improve government
spending efficiency and develop effective public debt
management. At the lower level, the government needs to:
implement sovereign debt law, clearly define debt borrowing
policy and reinforce the external and domestic debt
management under one diadem within the Presidency.

It is really a warning signal, namely, on the Southemn
Government of Sudan to get a ware of not getting loans
without solid leasibility studies as well and, accompanied
with strong enforceable law of borrowing.

6. Conclusion

Sudans’ external debt problem is considered burdensome
because the debt has put threatening amounts of pressure on
the balance of payments and on the governments’ finances.
Many economist, politician and academic scholars believe
that poor debt management is one of a major problem that
exacerbate financial problem in Sudan. Therefore, for a
country like Sudan improving its debt management
capacity, particularly its external debt management, is
believed to be a key element of the country strategy for
ensuring a robust and sustained exit from unsustainable debt
burdens, to foster ecomomic growth and sustainable
development without creating external payment difficulties.
Moreover, extend and smooth the maturity profile to better
manage refinancing risks, avoid, to a large extent, foreign
currency exposure of the domestic debt portfolio, maintain
an appropriate mix of fixed-rate and floating-rate debt 10
further mimimize interest-rate risk
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obligations for Non-Paris Club Countries debts,
which in fact has been the largest debt owed by the
Government of Sudan. As of end of 2006, the
Non-Paris Club Countries’ debts exhibit a number
of USD 10 billions or approximately 35.2% of
total public external debts. Nevertheless, there is
no doubt that rescheduling has been one of the
most helpful ways to resolve the serious liquidity
crunch in the government budget deficit.

A part from its concern with public external debt,
government also has been aware of how important to
quickly resolve the debt problem of foreign
suppliers. Despite the progress of foreign suppliers’
debt restructuring under the internal policy that
states, the Central Bank of Sudan could pay the local
counterpart to settle foreign supplier’ obligations
without bearing any exchange rate difference,
however, in general the foreign supplier’s obligations
restructuring process is still relatively slow. And this
has become a major handicap of corporate sector in
Sudan to return to its normal business activity.

3. External Debt Strategy:

Experiencing such economic problem that has led to
multi-dimensional set of problems, made the
government took some curative and preventive
policies and actions related to external debt problems.
In the short term, resolving debt burden has been
the priority of government in a way Lo ease the
pressure on the national budget deficit. The
government, in this regard, has taken the strategy
to re-manage the debt profile in a way to meet the
target of short-term fiscal sustainability. The
most possible way to ease the pressure over the
budget deficit on that time was to obtain another
rescheduling facility from Paris Club creditors.
However, the government has searched for a
modality to avoid the political and economic
sanctions imposed on Sudan to reschedule its
external obligations, so it will eliminate
rescheduling option through Paris Club creditors
wherever the political sanctions persist. But in
connection with Paris Club rescheduling, there
are options to get debt swap through Bilateral
Agreement. The government has started to
exercise debt swapping with some creditors and
realized some written-ofT debt from some Non-
Paris Club countries.

In a nutshell, experiencing the crisis with huge
external debt exposure, government strives to
lessen the country’s dependence on external
resources and achieve sustainable level of public
debt to GDP ratio as recognized by the
International Financial Institutions.

4. The Course of Sudan Debt Management:
Despite the fact that Government of Sudan has
been relied on the external debt financing since
the last couple of decades, Ministry of Finance
and National Economy, Central Bank of Sudan,
the Ministry of International Cooperation and
other Ministries concerned have collectively
played the role of debt management in a
coordinated way only since 2000 to date.

There are two objectives, which will be achieved in
conducting such debt management, called ultimate
objective and operational objective. The ultimate
objective is to exit from the debt trap, maintain the
country’s creditworthiness, and restore the Country’s
confidence in front of the Creditors, and capability
for servicing the external debt. Whereas the
operational objective concerns include: (a) the usage
of external borrowing is directed to the productive
sector which generates foreign exchange to fuel the
national economic development priorities clearly
stipulated in the budget, (b) to maintain an access to
the International Money Markets, and (c) to work on
cost-benefit effectiveness.

A part from that, in reality, the Central Bank of
Sudan has become far more involved in public
debt management. The contribution of the Central
Bank of’ Sudan in managing public external debt
through the External Debt Unit'" includes giving
advice on policy direction of public external debrt,
recording and maintaining external debt statistics
including external debt of private sector, share in
drafting of loan agreement, negotiating i.e. Paris
Club and London Club, following repayment and
disseminating external debt data.

However institutional set-up as now, there are
other institutions practicing debt management
and by time get trapped into bureaucratic
problems including lack of coordination among
these institutions, weak responsibilities and
policy direction toward the objective, and weak

(1] Excterna Debt Unit of the CBS waa establiahed by o Niniaerial Decree in 2000 by tacide the iiaes of extemal debl.
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Sudan’s heavy debt burdens are a major source of
macroeconomic vulnerability, and hence a significant
constraint on country creditworthiness. While from
different perspective, the scale of Sudan’s debt
problem 1s not only resulting in social and political
tensions, but also high debt repayments are reducing
the budgetary and fiscal stability, which Sudan
government needs to allow it to stimulate growth
through increased productive investment, and to
finance the cost of social safety net measures. The
public debt burden reduces budgetary flexibility
because a large portion of revenue must be given up
for debt repayment (it is estimated that debt service
obligations will remain over 50% of government
revenues if the Government complies with the
schedule of payments according to the signed
agreements), while leaving the budget vulnerable to
external shocks such as changes in the exchange rate
and inflation.

2. Debt Resolution and Its Consequences

In stepping to solve public external debt burdens, the
Government of Sudan has, in 1979, embarked on its
first external debt rescheduling based on Paris Club
terms and conditions. It was followed by three other
agreements with the Paris Club in 1982, 1983 and
1984. Under this framework. the Govemment of
Sudan and creditor countries have agreed to
reschedule the amount of USD 487 Millions in Paris
Club I with maturity of 10 years, USD 270 Millions in
Paris Club Il with maturity of 11 years, USD 516
Millions in Paris Club 111 with maturity of 11 years
and, USD 263 Millions in Paris Club IV with the same
terms. Unlike the previous Paris Club rescheduling, in
1983 rescheduling, the Government of Sudan was
granted rescheduling from the official bilateral
creditors not only for the principal repayments but
also for all interest payment obligations.

All these rescheduling attempts never succeeded
in providing Sudan with any facilities regarding
the relief on principal and/or interest
accumulation as such. Actually, the total
amounts were only amalgamated and were
charged additional interest by extending their
payments schedules, which, in turn added
additional burden to the national economy
Moreover, Sudan has also rescheduled its
bilateral external debt with non-member of Paris

Club countries, and its commercial external debt to
commercial banks under London Club Agreement.
So, at regional and bilateral level, Sudan made a set
of re-organizations to its external debt obligations
owed to some Non-Paris Club Countries and Arab
Funds. The process covered a round 1% of the total
outstanding arrears and was basically manifested in
the following modalities;

« Waving off non-interest loans owed to some
countries, whereby a sum of loans was written off.
But it represented only a minor amount compared
to the total volume of external outstanding arrears.
» Waving ofl contractual and penalty Interests and
85% of principal and rescheduling the outstanding. In
this deal. only one creditor offered this tvpe of
external obligation re-organization

* Extending maturity date for some loans afier
consolidation. This type of re-organization was
implemented with some creditors whereby
payments, are made without any interest.

* Only one country has written off all its
outstanding and falling due obligations (principal,
Contractual and Penalty Interest arrears).

All these re-organizations did not exceed one percent
of the total outstanding debt, regrettably it was very
minor effort compared to the total outstanding debt.
But, fortunately it has opened doors for new capital
flows and eased external inflows framed in foreign
direct investments.

However, the policy taken over rescheduling itself
has been intensively debatable. Many critics
opposed this alternative to resolve government from
its debt burden. It is understandable that a
rescheduling relieved a country debt burden only
for several years by shifting its current obligation to
certain period of time, but the amount is too little
compared to Sudans’ total debt burden and stock. In
this regards, the Paris Club rescheduling will not be
able to solve Sudan’s debt burden. As the
consequence of the rescheduling, the new debt-
terms are relatively higher than the original debt-
terms. It is understandable that as debtor that has
less bargaining position to accept such treatment.
Despite having succeeded to reschedule debt
service through the Paris Club and London Club
forums, the Government of Sudan actually still
has to pay a large amount of its external debt
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group of stakeholders in US$ Billions

Particulars 2001 | 2002

Sovereign Debt 17.5 19.8
memstonal Commeniol. - g5 2
Banks Debt

Foreign Suppliers 0.8 0.9
Total 20.8 23.6

Source; External Debt Unit, Central Bank of Sudan
The following diagram shows the growing
concern about the debt accumulation in Sudan
that represents strong challenges onwards.
Sudan’s External Debt Composition
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Apparently, the percentage share of the total
external debt accumulation to the Growth
Domestic Product will add up a warning
signal to the on-going borrowing policy
enacted in Sudan since early 2000s to date.
Sudan’s external debt problem recently is
considered burdensome because the debt has
put threatening amounts of pressure on the
balance of payments and on the government
s” finances. During the period of economic
slow-down, the debt stock increases
significantly. Meanwhile, despite the external

The following table shows how much external debt of Sudan is growing among the different

21.5 225 22.7 23.9
34 35 35 39
0.8 0.8 0.8 0.8

25.7 26.8 27.0 284

debt to GDP ratio for the last 3 years
relatively decreases from 137% in 2004,
113% 1n 2005 and 72% in 2006, respectively.
But, the ratio is actually rising sharply from
only below 50% of GDP in late eighties and
early nineties as well.

The diagram below reflects the percentage
share of the external debt to Growth
Domestic Product (in net present value term)
during the period (2001-2006) and, despite
the fact that, the percentage is downsizing but
will add up to the worry that Sudan might be
deprived from the roster of countries being
qualified to benefit from the International
Debt Initiatives.

Total External Debt to GDP

o0f 2002 2003 2004
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the Sudanese pound suddenly plummeted,
within a short period of time the private
sector including commercial banks and
financial institutions were confronted with a
massive increase in the Sudanese pound
value of their indebtedness. As most of their
liabilities had short-term maturities, domestic
debtors did not have enough time to
restructure their debts and, consequently,
many corporations fell technically into state
of non-performing loans. Even if they
managed to survive by making business for
short-term  projects - particularly  for
investment - had been substantially narrowed
because of their growing operation costs. The
mismatch resulted in a dramatic deterioration
of performance of not only the business, but
also commercial banks, the thing that pasted
a strong blow that impacted the national
gconomy.

The government’s finances were by no means
immune to this effect. As a result,
government tax-based revenue from business
and banking sectors shrank. At the same time,
oil revenue started to grow and, on the other
side of the budget, government expenditures
swelled. The increase in government
expenditure was primarily driven by the need
to meet the Comprehensive Peace Agreement
(CPA) and the other sided political deals
invoices and, was being implemented on the
expense of the social safety net and subsidy
allocation. Therefore, the subsequent state
budget ran into a large deficit, which
eventually caused the government’s ability to
service its debt weakened significantly.




United States’ dollar. The private sectors
particularly simply took the risk by
borrowing from abroad and selling their
products domestically because Sudanese
pound depreciation was relatively predictable
and there is high potential demand from
domestic market at that time. However, the
growing foreign reserves of the Central Bank
of Sudan since early 2000 has led a sufficient
availability of foreign exchange following a
sharp appreciation of the value of Sudanese
pound major

CUITeNncies.

against the international

As Sudanese pound gained its power, the
deterioration of key economic indicators was

further compounded by the slowing down of
non-oil exports, despite the flourishing of

investments and foreign direct investments,

which ended up with enormous contraction of

the entire economy

accompanied by

heightened social and political tensions
emanating from, unbalanced growth, massive
unemployment and widespread poverty.

The adversely impact of slow-down of the
national cash flow was very clear. Repayment
of" obligations in Sudanese pound increased
due to weakening of Sudanese pound, which
in turn reduced Sudans’ government ability to
meet their responsibilities. The most recent
appreciation of the Sudanese pound against
the major international currencies means that
more of Sudans™ imports expenditures must
be paid as debt pay back rather than being
spent on productive social expenditures,
which in turns created mis-matches as well.
These mismatches did not engender large
difficulties for Sudans’ economy because of
the exchange rate stability and the ordinarily
smooth rollover of short-term external debts
was a common practice. Nevertheless, when




Since the 1990’s to date, Sudan external
public debt actually was not solely addressed
to fill the financing gap of the public and
private investment but rather to finance the
budget deficit in order to foster the economic
growth in a rapid way. The growing amount
of external borrowing has not significantly
contributed to the economic growth as
expected. However. Sudan’s economic
growth reached the level of 13% in the early
1990’s, despite the growing debt service. The
debt  burden indicators proved this

phenomenon as the debt level by the end of

2006 is almost two third of the total GDP.
Thus, 1t was mounted to 137% in 2004 and
decreased to 113% in 2005, and continues
decreasing sharply to 72% of GDP in 2006,

Sudan External Debt’s Sustainability Indicators

Indicators Standard
Threshold

NPV of external debt/export of goods & services 150 914

NPV of external debt/government Revenue

Government revenue/gross domestic Products

Exports /gross domestic products

NPV of external debt/gross domestic product

250 670 510 330
15 21 22 A
30 20 21 13
80 137 113 72

Source; Sudan External dedt Position 2006, External Debt Unit, Cendral Bank of Sudan, PP XII

One of the reasons is that the external
financing was used to finance imports, or
exports that dependent on highly import
content. Apart from that, the government’s

effectiveness in controlling the usage of

foreign funds had been questioned, while the
financed industries were not found to become
export oriented. Although, the private sectors
had been proved to borrow from abroad

excessively, particularly during the early
2000s.

The increased external borrowing appetites in
the late 1990’s was encouraged by foreign
policy  environment,
business entities can easily calculate the
possibility of currency risk as the government
regularly depreciates the value of Sudanese
pound by around

exchange where

2.5% annually against the
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commercial and concessional terms, for

financing social and economic development
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projects. In fact the consequent external debt
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shocks that created mounting external burden

on the developing countries' economies in the
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continued external debt problem. This

external debt problem in turn requires greater
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consideration to be solved in order to restore
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the developing nations' economies.
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Notwithstanding the global problem of the
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second o1l shock of the early 1980s, which
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posed a threat to the global banking system,

donors realized that Less Developing
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Countries (LDCs) are unable to service their
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external current loans, whereas, for LDCs to
service those critical external loans, new
additional loans were required. Meanwhile
lenders were reluctant to offer new loans to

developing nations, thereby, dragging back

S R T

and arrested the economies, which made the
developing economies, work In vicious
circle.

[he 1970s borrowings were conlined to
accelerate urgently needed economic growth.,
to this extent, external debt would turn into
governments’ spending, generate investment
and to accelerate economic growth. Though,
as economy developed. it was expected that
the government could earn sufficient foreign
inflows to service foreign obligations, to
accelerate the development process, and
oradually to lessen the countrys’ dependence

on external resources.




Sudan External Borrowing

and Deht Management Concern
A Status (uo and a Perspective Road-Map

Dr. Nagmeldin Hassan [brahim
Central Bank of Sudan

Preface:

External borrowing is a core element in
all  poor countries’ development
strategies, including almost all war-
affected developing countries. Foreign
loans can be used to finance public
spending aimed at achieving economic
and social development. In this map,
external borrowing is generally wished-
for bridging saving-investment gap,
foreign exchange gap and balance of
trade gap in a state, but with domestic
natural or man-made disaster as well as
the international economic and political-
interest based conditions, it will deviate
from the original assumption and the
outcome. In this regard, highly exposure
of irrational external borrowing is
vulnerable to external shock and. once
the shock happened, it will disturb the
entire economy.

This paper deals with the important 1ssues
related to external debt problems and
management in Sudan. It highlights the
historical and recent experiences of Sudan
including its impact on some aspects of
the national economy. Then describes
policies that have been taken and their
consequences and before concluding,
crosses through discussion on policy
direction towards an ideal solution.

1- External Debt Crisis: Historical
and Recent Experiences

Following the independence. many
developing nations including Sudan
have resorted to foreign borrowing on
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