Chapter 2

Economic Development Challenges in Sudan
and the Need for Skill Upgrading and
Technological Development

Abstract This chapter explains the general socioeconomic characteristics of
Sudan and strategic problems for development in the country, and discusses the
impact of oil and the opportunities and challenges for enhancing economic devel-
opment in Sudan, the strategic problems facing the labour market in Sudan and
highlighting the need for skill development. This chapter uses new data on popula-
tion, employment and unemployment based on Sudan Central Bureau of Statistics
(Fifth Sudan Population and Housing Census 2008, Sudan Central Bureau of
Statistics, Khartoum, 2010) to examine four stylised facts related to the high
unemployment rate; interpretate unemployment crisis from two different endoge-
nous and exogenous perspectives due to endogenous and exogenous causes; the
high incidence of unemployment among youth population and the large mismatch
between educational qualifications — supply — and labour market requirements-
demand in Sudan. The findings in this Chapter support the first hypothesis in
Chap. 1 that Sudan needs to promote local skills and local technologies in order
to facilitate implementation of the five strategies of reducing poverty; achieving
economic diversification; reducing unemployment and restructuring the labour
market; building local technological capacity and achieving long-term stabilised,
sustainable and balanced economic growth and development.

2.1 Introduction

In Chap. 1 we introduced the research problem; the aim of this chapter is twofold:
first, to present a background to motivate the research by explaining some stylised
facts to examine more extensively the research problem along with other strategic
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problems confronting economic development in Sudan. Second it aims to highlight
the need for upskilling and technological development in Sudan. This chapter
investigates the impact of oil in enhancing economic development in Sudan. The
aim is twofold: first to examine evidence related to the positive impact and
opportunities offered by oil for enhancing economic development in Sudan, and
then to consider the negative impacts and challenges on economic development. We
provide a comprehensive analysis, improve understanding and fill the gaps in the
Sudanese literature by examining our hypothesis that oil has created a mixed
positive—negative impact on Sudanese economy.

In this research we use the framework of and perspectives from the new growth
literature to investigate the relevance and importance of skill upgrading and tech-
nological development and the interaction between these for economic develop-
ment in Sudan. Explaining the case of Sudan is significant because of the recent
acceleration in growth and structural change in Sudanese economy after the exploi-
tation of oil in the country. According to the World Bank (2008) Sudan is one of the
newest significant oil producing countries in the world, and the third largest oil
producer in Sub-Saharan Africa behind Nigeria and Angola. As a result of oil
exploitation, the structure of Sudanese economy has shifted over time from being
predominantly reliant on agriculture for growth and exports to its current reliance
on the oil sector (World Bank 2008). In recent years the increasing dependence on
oil has led to stable economic growth. Consequently, Sudan’s real economic growth
averaged around 9 % during 2005-2006, putting Sudan among the fastest growing
economies in Africa (World Bank 2008). But while oil has recently contributed to
the improvement of economic performance and FDI in Sudan, the recent heavy
dependence on oil may lead to challenges, as oil is an exhaustible resource and
because the revenue from oil is uncertain and volatile due to the instability of oil
prices. Moreover, the increasing dependence on oil raises questions such as the
incidence of the Dutch Disease phenomenon.'

Moreover, both the growing inflow of FDI and the increased wealth from oil has
encouraged migration to Sudan. Consequently, migrant workers have increased in the
labour market, particularly in the private sector, which leads to several problematic
features such as low skill levels and contribution to the growing unemployment rate. In
addition, Sudan suffers from structural problems related to the lack of political stability,
continuous conflict, regional disparities due to imbalanced development strategies,
poverty, high unemployment rate, and lack of incentives, which has also affected the
structure of labour market. Moreover, skill and technology indicators in Sudan show
poor performance and a substantial gap when compared to international standards.
Hence, upskilling and technological development become imperative to overcome the
strategic problems and challenges confronting economic development in Sudan.

! “The Dutch Disease is a process in which the discovery of natural resources causes a country to
experience a ‘change in the group of reference’ from one that aim at generating a trade surplus in
manufacturing to one that able to generate a trade surplus in primary commodities. The country
experiencing this disease also shows differences between employment in manufacturing. The
process of de-industrialisation due to the discovery of natural resources, mainly natural gas
apparent from the case of Holland”. Cf. Palma (2003), p. 21.
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The rest of this chapter is organised in the following way: Sect. 2.2 explains the
general socio-economic characteristics of Sudan; Sect. 2.3 examines the stylised
facts on the positive and negative impact of oil in enhancing economic development
in Sudan; Sect. 2.4 discusses the strategic problems facing the labour market in
Sudan and highlights the need for skill upgrading and technological development;
Sect. 2.5 concludes.

2.2 Economic Characteristics and Strategic Problems
for Development in Sudan

Technological change and skill development are often closely related not only to
the resources directly devoted to their development but also to the whole economic
structure that supports them. Therefore, before assessing the need for technological
development and skill development in Sudan it is useful to start by explaining the
general political context and socio-economic characteristics of the country. Since
the structure of Sudanese economy is now related to oil, it will be useful to examine
the impact of oil in the following section. Next, we show the structural problems
related to the labour market, skill, technology and productivity, and we attempt to
link these to the general socio-economic characteristics of Sudan.

2.2.1 General Political Context and Socio-Economic
Characteristics of Sudan

Before assessing the impact of oil in enhancing economic development, it is useful
to start by explaining the general socio-economic characteristics of Sudan. Next, we
examine the link between the general socio-economic characteristics and the
impact of oil in Sudanese economy.

The political context in Sudan is characterised by a long history of political
instability, continuing civil wars and complex conflict between the north and the
south.” Even after the independence of Southern Sudan, Sudan still endures political

2 As for the political context since independence in 1956 and over the past five decades, Sudan was
ruled by three civilian governments (1956—1958, 1964—1969 and 1985-1989) and three military
governments (1958-1964, 1969-1985; 1989-2010). Sudan suffered from political instability, as
the three short-lived civilian governments were often removed and overthrown by the military
governments. For instance, the first civilian government after independence (1956—-1958) was
overthrown in 1958 by the Abbud Military Government (1958-1964); the second elected civilian
government (1964-1969) was overthrown in 1969 by the Nimeiri Military Government
(1969-1985); and once again the third elected civilian government (1985-1989) was overthrown
in 1989 by the Al Bashir Military Government (1989-2005). Since the signing and implementation
of the Comprehensive Peace Agreement (CPA) in January 2005, Sudan has been ruled by the
Government of National Unity (GNU), which represents a power-sharing government between the
National Congress Party (NCP) of the north and Sudan People’s Liberation Movement (SPLM) of
the south. The implementation of the CPA implies several important agreed issues, which included
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instability, a lack of sound and systematic institutions and a lack of a commitment to
implementing long-term sustainable and balanced economic development plans and
strategies.” This implies that the interaction between these political, economic and
institutional factors together have unfortunately continued to contribute to a low
standard of economic development in Sudan, as we explain below in the next sections.
The general socio-economic characteristics of Sudan indicate great diversity
between Sudan compared to other African, Arab and world countries in terms of
population, standard of economic development defined by Gross National Income
(GNI) and GDP per capita and human development index. Table 2.1 below explains
that on average Sudan has a higher population coupled with a lower standard of
economic development. The World Bank classification of economies puts Sudan
among the lower-middle income bracket and the United Nations Development
Programme (UNDP) puts Sudan among the low human development, and poor
and highly indebted economies. Moreover, the United Nations Development
Programme-Human Development Index (UNDP-HDI) shows that the average life
expectancy, literacy rate and combined enrolment ratios of Sudan are lower than
those of other Arab and world countries. Furthermore, Sudan has continued to
suffer from macro-economic instability, high rates of poverty, unemployment and
debt. Despite the high and increasing inflow of FDI to Sudan (increased from
—0.2 % of GDP in 1990 to 8.4 % of GDP in 2005), the country suffered from the
high increase in debt services both as percentage of GDP (0.4 %—1.4 %) and as
percentage of exports (8.7-6.5 %) over the period 1990-2005. That was probably
because like most African countries, Sudan’s economy has relied heavily on a large
influx of foreign aid from different sources; Sudan is among the top ten recipients of
gross Official Development Assistance during 1990-2007 (see UNDP 2007).

the formation of the Government of National Unity (GNU) in 2005, which represents a power-
sharing government between the National Congress Party (NCP) of the north and Sudan People’s
Liberation Movement (SPLM) of the south. Moreover, the implementation of the CPA implies
several other important agreed issues, which included the establishment of an interim transitional
period of autonomous rule for the South for 6 years (2005-2011), followed by self-determination
for Southern Sudan and a referendum that was held in January 2011, in which Southern Sudan
decided on secession from the north. In July 2011 Southern Sudan officially gained its indepen-
dence from Sudan. As for government and politics, the politics of Sudan takes place in the
framework of a federal presidential representative democratic republic; the judiciary is indepen-
dent and obtained by the Constitutional Court and the legislative power is vested in both the
government and in the two chambers, the National Assembly (lower) and the Council of States
(upper). The bicameral National Legislature is the official Sudanese parliament and consists of 500
appointed members. Before the secession of Southern Sudan, Sudan was divided into 26 states,
which in turn were subdivided into 87 districts; the ten states in Southern Sudan were subdivided
into 84 counties. The states are: Al Gezira, Al Qadarif, Blue Nile, Central Equatoria, East
Equatoria, Jonglei, Kassala, Khartoum, Lakes, North Bahr al Ghazal, North Darfur, North
Kurdufan, Northern, Red Sea, River Nile, Sennar, South Darfur, South Kurdufan, Unity, Upper
Nile, Warab, West Bahr al Ghazal, West Darfur, West Equatoria and White Nile.

3 In Sudan the available natural resources include agricultural, water and rivers, in addition mineral
resources include petroleum and crude oil, natural gas, gold, silver, asbestos, manganese, gypsum,
mica, zinc, iron, lead, uranium, copper, kaolin, cobalt, granite, nickel, tin, chrome, and aluminum.
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The structure of Sudanese economy has long been characterised by a small share of
industry, notably manufacturing, and a high share of agriculture and service sectors in
GDP and employment. The share of agriculture in GDP increased from 30.3 % in 1990
to 49.8 % in 1999 and then declined to 31.1 % in 2009; the share of the services in
GDP declined from 54.4 % in 1990 to 34.4 % in 1999 and then increased to 45.0 %
in 2009; the share of industry in GDP increased from 15.4 % in 1990 to 15.8 % in
1999 and then increased to 23.9 % in 2009 (see Table 2.2 below). In 1999 Sudan began
exporting oil and since then has become increasingly dependent on oil exports to the
extent that the economy has turned into an oil dependent economy.* Since the late
1990s the implementation of macro-economic reforms policies, along with the posi-
tive contribution of oil to Sudan economy since 1999, has caused a rapid increase in
real economic growth, GDP and GDP per capita incomes (see Table 2.2 and Fig. 2.1
below). Consequently, Sudan has moved from a low income economy into a lower
medium income economy according to World Bank classifications. But while the
increasing dependence on oil has had some positive effects, it has also sparked a
number of negative impacts and raises questions such as the incidence of the Dutch
Disease phenomenon as we explain in the next sections.

2.3 Overview on the Importance and Impact of Qil in Sudan

Based on the above background on the socio-economic characteristics of Sudanese
economy and since its structure is now closely linked to oil, in this section it is
useful to examine our hypothesis on the mixed positive—negative impact of oil on
Sudanese economy. Before explaining the positive and negative impact of oil on
Sudanese economy, it is useful to start with a historical background about the
structure of investment in oil and show the role of China in investment in the oil
sector in Sudan.

2.3.1 Overview on the Importance and Historical Background
About Oil in Sudan

According to the World Bank (2008) Sudan is one of the newest significant oil
producing countries in the world, and the third largest oil producer in Sub-Saharan
Africa behind Nigeria and Angola (see Fig. 2.2). The major oil production fields are
located in Southern Sudan but the major oil refineries, ports and pipelines are located
in Sudan. Due to this conflict, oil exploration has mostly been limited to the central
and south-central regions of Sudan. The institutional structure of the oil sector in

* Sudan oil output is estimated at 500,000 barrels per day (2007) and oil reserves at five billion
barrels (2005). See WB-DTIS (2008), p. 2. Moreover in 2005, the Sudanese Energy Ministry
estimated total oil reserves at five billion barrels.
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Fig. 2.1 Total and growth rates of GDP and GDP per capita in Sudan during (1990-2008)
(Millions Sudanese pounds) and (%) (Source: Adapted from Sudan Central Bureau of Statistics:
Sudan Ministry of the Cabinet — Central Bureau of Statistics: Sudan statistical year book: Sudan
statistics 1990-2008: pp. 39—43)
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Fig. 2.2 Country comparison crude oil production in sub-Saharan Africa 2005 (Source: Interna-
tional Energy Information Agency, Sudan Analysis, www.eia.doe.gov/cabs/Sudan/Oil.html) (See
Oil fact sheet on Sudan, September 2006, p. 1, International Energy Agency Estimates; Interna-
tional Energy Annual, IPM)

Sudan indicates that the oil industry is regulated by the Ministry of Energy and
Mining, yet the Ministry of Finance and National Economy and National Petroleum
Commission are also involved. Sudanese oil sector includes several foreign interna-
tional oil companies with a long history of investing in oil exploration and production
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in Sudan. More recently, the sector reflects increasing involvement of national and
foreign companies.’ Foreign oil producing companies involved in Sudan’s oil sector
are primarily from Asia organised under the consortium of the Greater Nile Petro-
leum Operating Companies (GNPC), led by the China National Petroleum Corpora-
tion (CNPC), which owns the largest single share in the GNPC consortium (40 %);
followed by Malaysia’s Petronas (30 %); India’s Oil and Natural Gas Corporation
(25 %), and Sudanese Government’s Sudapet company (5 %).6

2.3.2 The Role of China in the Exploration, Production and
Export of Sudanese Oil

As the major player in Sudanese oil industry, China uses a combination of invest-
ment, trade, aid flows and diplomacy to maintain access to oil resources in Sudan.

For the period 20002007, we find that China contributed more than one third of
total foreign investment across all sectors (38.67 %), and almost half of total foreign
investment in the petroleum sector (47.63 %). By contrast, China’s FDI contribu-
tion is marginal in the industrial (0.56 %), services (0.08 %) and agricultural
(0.02 %) sectors. Therefore, Chinese investments are largely concentrated in the
petroleum sector (99.90 %), as compared to industrial (0.07 %), services (0.03 %)
and agricultural (0.0001 %) sectors.” The importance of Chinese investment in the
oil sector in Sudan compared to that of other Asian countries over the period
1999-2008 is demonstrated by China’s large share in oil concessions (6-95 %),
total oil investment (47.3 %), upstream oil investment (43.8 %), downstream oil
investment (56.9 %), oil pipe lines (47.6 %), oil refinery (50 %), petrochemicals
(95 %), oil refinery and petrochemicals (51 %) and oil marketing, industry and
manufacturing (12.5 %) (see Table 2.3 below).8 Moreover, the significant Chinese

5 Sudan National Petroleum Corporation (Sudapet) develops joint ventures with foreign companies
in downstream projects. However, due to its limited technical and financial resources, the company
takes a minor role in large upstream development projects.

SIndia’s Oil and Natural Gas Corporation has acquired Talisman’s Energy (Canada) interest for
25 %. See ‘Oil Fact Sheet on Sudan’ (September 2006), produced by C. Pinaud for Understan-
dingSudan.org, pp. 1-2; Salih (2004), pp. 21-40.

7See Sudan Ministry of Investment unpublished statistics and data from the feasibility studies
(2009).

8 According to the Ministry of Energy and Mining (2008), among the Asian countries China
contributes by significant share in investment and concessions in the oil sector that includes many
Chinese companies involved in many blocks over the period (1999-2008). For example, we
observe a significant share of the Chinese companies, namely, (China National Petroleum Com-
pany (CNPC) (40 %) of total concession of the Greater Nile Petroleum Operating Company
(GNPOC); CNPC (41 %) of total concession of Petrodar Petroleum Operating Company; Sinopec
(6 %) of total concession of Petrodar Petroleum Operating Company; CNPC (95 %) of total
concession of China National Petroleum Company International Sudan (GNPCIS); Petroenergy
(40 %) of total concession of Group of Companies and Petroenergy (35 %) of total concession of
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Table 2.3 The share of China in total Asian countries concession and investment, in oil sector in
Sudan (1999-2008) (%)

Share of China in

Items China oil company total (%)
(1) Oil concession
Greater Nile Petroleum Operating China National Petroleum 40
Company (GNPOC) Company (CNPC)
Petrodar Petroleum Operating Company CNPC 41
(PDOC)
Petrodar Petroleum Operating Company SINOPEC 6
(PDOC)
China National Petroleum Company CNPC 95
International Sudan (GNPCIS)
Group of Companies PETROENERGY 40
Red Sea Oil Company PETROENERGY 35
(2) Oil investment in
(a) Up-stream oil investment CNPC and SINOPEC 43.8
(b) Down-stream oil investment CNPC and SINOPEC 56.9
Average total up-stream and down-stream CNPC and SINOPEC 47.3
oil investment
(c) Investment in oil pipe lines CNPC and SINOPEC 47.6
(d) Investment in oil refinery (CNPC) 50
(e) Investment in petrochemicals (CNPC) 95
(f) Investment in oil refinery and (CNPC) 51
petrochemicals
(g) Investment in marketing, industry and KANDOC 12.5
manufacturing of oil PETROCHEMICAL

Source: Sudan Ministry of Energy and Mining 2008

investment in the oil sector in Sudan has spurred the trade relationship between
Sudan and China, which in turn has benefited both the Chinese and Sudanese
economies as demonstrated by the large volume of exports (US$ 39.241 million)
and imports (US$ 11.576 million) between Sudan and China over the period
1997-2010, and the large average share of China in total Sudanese exports
(69.56 %) and imports (15.67 %) over the period 2000-2010.° According to data

Red Sea Oil Company. Moreover, the Sudan Ministry of Energy and Mining ‘Unpublished Report’
(2008), indicates that out of the Asian countries’ total investment (84.4 %) in Sudan, the share of
China (Chinese CNPC + SINOPEC companies) is largest in total oil investment (47.3 %),
upstream oil investment (43.8 %) and downstream oil investment (56.9 %). In addition to the
large share of China (47.6 %: CNPC (45.2 %) and SINOPEC (2.4 %)) in total Asian countries’
investment in Sudanese oil pipe lines during 1999-2008, China has a large share (CNPC: 50 %)
and partnership with the Sudanese government in investment in oil refinery and in petrochemicals
(CNPC: 95 %), refinery and petrochemicals (CNPC: 51 %) and in marketing, industry and
manufacturing of oil (Kandoc petrochemical: 12.5 %) of the total of Asian countries’ investment
in the oil sector in Sudan over the period 1999-2008.

°See Sudan Ministry of Finance and National Economy ‘Unpublished Report’ (2008); Central
Bank of Sudan ‘44th Annual Report’ (2004), Appendix No. X VI, pp. 188-189; and ‘48th Annual
Report’ (2008), Appendix No. XVI-B-XVIIB, pp. 158-164.
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from the Central Bank of Sudan for the period 2000-2010, China’s share in
Sudanese total exports to all foreign countries ranged from 44 % to over 80 %; its
share in Sudanese total imports from all foreign countries ranged from 6 % to over
30 %; and its share in Sudanese petroleum exports to all foreign countries ranged
from 58.87 % to over 87.7 % (see Table 2.4 below). Over the period 1999-2010,
petroleum dominated Sudan’s exports to China (99.4 %), while non-oil exports to
China represented only a small share (0.6 %). China is therefore the largest importer
of Sudan’s petroleum (80.07 %), leaving Sudan’s petroleum exports to other
countries at only (19.93 %). Furthermore, the significant investment of China in
the oil sector in Sudan motivated China to increase its aid and development
assistance, loans and grants to Sudan. For instance, of the total loans and grants
transmitted to Sudan over the period 1999-2009, compared to other countries, the
share from China is significant and ranges from 7 % to 76 % during those years. The
average shares increased from 33 % to 45 % and 58 % during the periods
2002-2007, 2004-2007 and 2005-2007 respectively (see Table 2.4 below).'”

2.3.3 Overview on the Oil Impact, Opportunities and Challenges
for Development in Sudan

Based on the above background, since the structure of Sudan’s economy is now
related to oil, this section examines the impact of oil on Sudanese economy, by
explaining first the positive impact of oil and opportunities for development and
then explaining the negative impact of oil and challenges of development in Sudan
(see Table 2.5 below).

2.3.3.1 Oil and the Opportunities for Development in Sudan

This section explains how oil created various positive effects and opportunities for
development in Sudan. These include the effect of oil in satisfying domestic
demand and achievement of self-sufficiency, increasing government resources,
revenues and spending, economic growth (GDP growth and composition), foreign
trade (volume and structure of exports), balance of trade, balance of payment, FDI
and social development in Sudan.

1ONour (2011) indicates that Chinese aid to Sudan is tied/related to trade, FDI and importance of
oil to Chinese economy and that the increase in the inflow of Chinese aid and development
assistance in the form of loans has caused mixed positive and negative impacts for Sudanese
economy over the period 1997-2007, by providing alternative complementary sources of finance
to complement the shortage of domestic capital and financing development projects, but by
increasing Sudan’s debts to China from 0.9 % in 1999 to 13.45 % in 2007. Despite the global
economic crisis China has reaffirmed its commitment to maintain further aid and development
assistance to Sudan, to maintain the economic interests of its access to oil in the country.
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Beginning with the impact of oil production, we find that the local production of
oil created important positive effects and opportunities by enabling Sudan to gain
self-sufficiency in oil to satisfy domestic demand. Moreover, the local production
of oil enables the government to stop the high costs previously required for the
importation of oil to satisfy local demand and to mobilise the accumulated saving
from the surplus amount of capital to be allocated for funding other domestic
needs.'' Furthermore, the local production and exportation of oil implies that
Sudan shifted from an oil importing economy into an oil exporting economy (see
Fig. 2.3 above). For instance, in 2001 more than half of Sudanese crude oil was
exported (51 %) while the rest was used to satisfy local consumption (49 %).12

Moreover, the positive impact of oil on government financial resources is
observed from the increasing share of Sudanese government in oil revenues from
partnerships with foreign oil producing companies in Sudan. For instance, the rise
in oil production has led to a rapid continuous increase in the share of Sudanese
government in total oil production and revenues from 23 % in 2000 to 75 % in 2005.
Moreover, oil revenues have enabled Sudanese government to cover half of the
total costs spent in the establishment of the Khartoum refinery.'® The government’s
share in total oil revenue is influenced by the interaction between the output effect
and the price effect, notably the government’s share in total oil revenue increases in
line with the increase of oil production and increase of oil prices in the international
market and vice-versa. For instance, during the period 1997-2008 the increase in oil
production led to an increase in the government’s share from 25 % in 1999 to 75 %

' See Salih (2004), p. 166.

'2 About 40 % of oil is shipped to China (Salih 2004, p. 94). Sudan’s crude oil exports have increased
sharply since the completion of a major oil export pipeline in 1999. In 2004, oil imports were
reported at 0 bbl/day. Sudanese domestic oil consumption averaged 82,000 bbl/d in 2005, which was
a 15 % increase over the 70,000 bbl/d consumed in 2004. Return from oil exports to Sudan was US$
500 million and US$ 600 million in 2000 and 2001 respectively. Salih (2004), p. 91.

13 See Ministry of Finance and National Economy (2006) ‘The Performance of Sudan Economy
2000-2005" (April, 2006), pp. 16-18. See also Salih (2004), pp. 182, 93.
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in 2005, but the share declined to 56.7 % in 2009 due to the negative effect of the
great decline in oil prices due to the decline in demand in the international market
linked to the global economic crisis in 2009.

Furthermore, oil has created a positive impact on foreign trade as perceived from
the volume and structure of exports, balance of trade and balance of payment. We
find that oil has a positive impact on the balance of trade and balance of payments,
because after the export of oil in 2001 the chronic deficit reported in the balance of
trade and balance of payment turned into a surplus for the first time since indepen-
dence. But this surplus in the balance of payments could not be sustained, and
immediately turned into a deficit, most probably due to the increase in imports of
capital goods. The same applied for the balance of trade, since oil exports
represented about 95 % of total exports, it led to a positive impact in the balance
of trade over the period 2000-2009 as the chronic deficit in the balance of trade
turned into surplus in 2000, 2003, 2004, 2007 and 2008. While total exports grew
dramatically from 7 % of GDP in 1996 to 14 % in 2006, imports remained higher at
16 % of GDP and led to a trade deficit averaging 2 % of GDP since 1999. The oil
export boom raised the value of total exports from US$ 620 million in 1996 to US$
4,522 million (1996 prices) in 2006, representing a more than 700 % increase over
the decade. The large import demand of the country, the huge transport costs and
other expenses related to oil operation, and the weak performance of the non-oil
exports contributed to the current account deficit. The size of the current account
and balance of payments deficit during 1999-2006 were however smaller compared
to pre-oil exportation levels.'*

Moreover, oil has led to a significant positive impact on GDP as perceived from the
impact of oil in the structure of Sudanese economy and macro-economic indicators as
measured by the share of oil in GDP, its growth rate and its composition. For instance,
we observe the increasing impact of oil as measured by the rapid and continuous
increase in the contribution of oil sector in GDP from 1 % in 1999 to 10 % in 2004.
Furthermore, oil has led to positive impacts in real GDP growth, for instance, the
average rate of growth of GDP increased from 6.2 % to 6.8 %, 8 %, 10 %, 9 % and
9.6 % over the periods 1997-1999, 2000-2009, 2005, 2006, 2005-2007 and
2006-2008 respectively, putting Sudan among the fastest growing economies in the
region; Fig. 2.4 below shows that Sudan is a top growth performer in the region, with
oil playing a pivotal role. Oil has led to structural change in the composition of GDP, as
the dividends from oil exportation have caused major transformations and structural
changes in the economy. The structure of Sudanese economy has shifted over time
from being predominantly reliant on agriculture for growth and exports to its current
reliance on the oil sector (see Figs. 2.5 and 2.6 below).'

14 See WB-DTIS (2008), p. 7.

'S Notwithstanding these structural shifts, agriculture remains Sudan’s main driver of employment,
especially outside the country’s top urban areas of Khartoum and Port Sudan. Near to 35 % of
Sudan’s GDP comes from agricultural production, which employs 80 % of the workforce. See
WB-DTIS (2008), pp. 1-3. See also ‘Oil Fact Sheet on Sudan’ (September 2006), p. 1.
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Fig. 2.4 Average real GDP growth rate in Sudan compared to other African countries during the
period (2003-2006) (Source: The World Development Indicators (WDI)/IMF/World Bank Staff
Estimate 2008)

Structural Change in Sudan Economy (1996-2007)
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Fig. 2.5 Structural change in Sudan economy (1996-2007) (Source: The World Development
Indicators (WDI)/IMF/World Bank Staff Estimate 2008)
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Fig. 2.6 Contribution of oil and non-oil sectors to GDP growth in Sudan (2003-2007) (Source:
The World Development Indicators (WDI)/IMF/World Bank Staff Estimate 2008)

Unlike other typical oil economies, in Sudan the impact of oil on non-oil sectors
(agriculture, industry and services) remains very limited. This is noticeable from
the composition or the sectoral share in GDP, as due to increasing share of oil in
GDP, the contribution of industrial sectors (including oil, quarrying and mining,
manufacturing, electricity and water and construction) to GDP increased to 32.3 %
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in 2008 compared to 21.7 % over the period 1999-2004, while the contribution of
both agricultural and service sectors declined, which clearly indicates the limited
impact of oil in the agricultural and service sectors over the short run. However,
over the long run these sectors may benefit from the impact of oil sector develop-
ment. Currently, the impact of oil is limited to only three branches of the services
sector. For example, the oil sector has led recent growth, both in terms of direct
value-added to the economy as well as the associated investment boom and boost to
services such as transport and construction. The emergence of the oil sector adds
directly to GDP and has induced growth in certain service sectors. The construction
sector has grown by about 10 % per annum since 1999 and has been the fastest
growing sector in recent years, even surpassing the growth in the oil industry.
Trade, restaurants and hotels have also flourished, mainly in the country’s capital,
and generated about one fifth of non-oil domestic product during 1996-2006.

Furthermore, the positive impact of oil in the government’s public budget is
perceived from the contribution of oil revenues in public finances and budget as it
leads to a significant increase in government revenues and spending over the period
1999-2009. For instance, we observe the large and increasing share of oil revenues
in total revenues that grew from 43 % in 2000 to 50 % and 66 % in 2006 and 2008
respectively. Despite continuous government efforts to increase the share of non-oil
revenues in total revenues, the share of oil revenues in total revenues remains
significant at about 50 % over the period 1999-2004, but this share declined
significantly to 34 % in 2009, most probably due to the impact of the global
economic crisis. Therefore, this implies the urgent need to avoid the heavy depen-
dence on oil revenues. On the other hand the impact of oil on government expendi-
ture is obvious from the increasing share of oil in public spending. Moreover,
development spending also increased as its share in public expenditures increased
from 21 % over the period 1996-1999 to 24 % over the period 2000-2004. But
despite the increase in development expenditure from public expenditure from 9 %
in 1999 to 31 % in 2004, its share declined and flattened out to 24 % within total
public spending over the period 2006-2009."°

Oil created a positive impact on FDI to Sudan and motivated the increase in FDI
inflow to Sudan. The implementation of economic reform policies, liberalisation and
privatisation in the late 1990s, together with the exploitation of oil in 1999, and the
Investment Encouragement Act of 2003, all encouraged high and increasing inflow of
FDI to Sudan (see Table 2.5 above). In particular, the exploitation of oil in 1999
encouraged the inflow of FDI. For instance, according to the Arab Human Develop-
ment Report (2003) the estimated net FDI flow to Sudan increased from US$ 392
million in 2000 to US$ 574 million in 2001.!7 In addition, we find that the volume of
investment increased over the period 1996-2004 from US$ 251.3 to US$ 1,381

1% See ‘Sudan Factsheet Human Rights and Oil Workshop — January 31° (2003), p. 2.

7See the UNCTAD ‘World Investment Report’ (2002). See also ‘Arab Human Development
Report’ (2003), Table 5.1, p. 102.
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million, which implies that the rate of growth is near to about 500 %18 Moreover, in
2006, the levels of FDI in Sudan were amongst Africa’s highest with over US$ 3.5
billion. From annual averages of US$ 100-200 million prior to 2000, in 2006 net FDI
and portfolio inflows were US$ 3.5 billion, though tailing off to US$ 3 billion in
2007."%2° For 2009 however, FDI inflow decreased due to the global shock resulting
in lower global oil prices, stagnating domestic oil production and related reduction in
government spending. Due to increasing investment in oil, the sectoral distribution
implies that the large share of FDI was concentrated on the energy and mining sector
(74.7 %, 73 %), followed by industry (9.1 %, 10 %), agriculture (8.6 %, 2 %) and
services sector (7.6 %, 15 %).”' This implies that oil enables Sudan to emerge as one
of the highest recipients of FDI in the African and Arab regions.

Moreover, concerning the impact of oil in enhancing capacity building, we are
aware of the fact that it may be useful to depart from the analysis of the general
standardised approach of examining only the macro-economic impact of oil, and to
use a more indepth analysis to examine the effect of production and export of oil
(natural resource-based exports) on capacity-building including education, training,
science and technology (S&T) and R&D infrastructure and the growth and devel-
opment trajectory of Sudanese economy. But our attempt to briefly examine the
impact of oil on capacity building is constrained by the lack of reliable data at the
macro and micro levels and also by the fact that Sudan is a relatively new exporter.
We find that most probably the impact of oil in capacity building including
education, training, S&T and R&D infrastructure might still be very limited as
the country is a relatively new exporter since 1999. Furthermore, the impact on oil
in the development expenditures implies that it is not at all clear and is somewhat
problematic to distinguish the share and growth of spending on education, training
and R&D that were mainly attributed to production and export of oil. It is clear that
at the macro level the share of spending on education and R&D as a percentage of
GDP most probably remained almost the same without reporting a significant
change in the pre- and post-oil periods.”

Therefore, our findings in this section prove the first part of our hypothesis that
oil created a positive impact on Sudanese economy.

18 Despite the huge export earnings from oil, the current account balance has been in deficit at 8 %
of GDP on average during 1999-2005. This is partly induced by increased imports of
manufactured, machinery and transport equipments and other commodities. The impact of these
expenses in the overall balance of payments is subdued by the influx of FDI. In 2004 and 2005, the
influx of FDI led to overall surplus in the balance of payments.

19See WB-DTIS (2008), p. 4.

20See the IMF ‘First Review of Performance Under the 2007-2008 Staff-Monitored Program’
(June 2008), p. 2, 6.

2! See the Sudan Ministry of Finance and National Economy ‘Sudan Economy in Figures’ (2002),
Ministry of Finance and National Economy, Macroeconomic Policies and Programme Directorate
MEPPD, First Edition (2002), p. 27.

22 For instance, we find that the significant Chinese investment in the oil sector in Sudan has
motivated China to increase very limited technical support for capacity building in Sudan, though
the available information implies that direct allocation of Chinese aid to training and education
sector is very limited.
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2.3.3.2 Oil and the Challenges of Development in Sudan

After explaining the positive impact of oil and the opportunities for development it
is useful to elucidate also the negative impact of oil and the challenges for
development in Sudan. These include the high uncertainty, volatility and risk of
dependence on highly fluctuating oil prices in the international market, unsustained
oil revenues; the lack of diversification; Dutch Disease and potential future Sudan-
Southern Sudan conflict.

The first challenge related to oil is that the real economic activity is currently high,
but the lack of economic diversification raises concerns over longer term sources of
growth and sustained development, therefore diversification towards non-oil exports
is imperative for long run sustainable development strategies. Sudan has experienced
a revival in its exports, but this is largely due to the export of oil. Since 1999 the
exploitation of oil resources has led to large increases in national wealth, but it has
also complicated macro-economic management with recent pressures toward internal
and external imbalances, as well as a heightened concern for balanced growth in the
non-oil sectors, which are important for sustainable growth in Sudan. On the external
side, the current account has deteriorated since the oil boom and the real exchange
rate has appreciated significantly. Therefore, the major challenge created by oil is the
need for diversification, although oil has driven the recent surge in real economic
growth. To sustain growth and provide broader income opportunities, Sudan will
need to pursue a strategy of diversifying its sources of growth, including enhancing
its non-oil exports (e.g. traditional agricultural exports that have provided export
earnings over the past half century).”?

Another challenge is that oil earnings enter the economy predominantly through
public finance channels, yielding significant volatility for fiscal policy. The expansion
in public sector expenditures has crowded out private credit and stressed the financial
sector. Oil export earnings now support the majority of public finance (55 % in 2007)
and expose fiscal policy to the volatilities of domestic production and international
price fluctuations. Significant oil revenue volatility and shortfalls were observed in
late 2006 and early 2007 resulting in the highest fiscal deficits since the macro
stabilisation of the early 1990s, which accounted for 4.3 % and 3.1 % of GDP in
2006 and 2007 respectively (see Fig. 2.7 below). The volatility in revenue has greatly
complicated public expenditure management.”* Moreover, there is a considerable
decline in revenue from 24,707.9 million Sudanese pounds in 2008 to 20,045.6
million Sudanese pounds in 2009, at a rate of 18.9 %, attributed to the great decline
in the share of oil in total revenues that declined by about 40.0 %.>

One important challenge created by oil is its weak effect in improving social
development indicators. For instance, despite the increase in development expen-
diture from public expenditure, rising from 9 % in 1999 to 31 % in 2004, its share

23 See WB-DTIS (2008), p. viii.
2*See WB-DTIS (2008), pp. 4-6.
% See the Central Bank of Sudan ‘Annual Report’ (2009), p. 84.



34 2 Economic Development Challenges in Sudan and the Need for Skill Upgrading. ..

Revenue, Expenditure and Fiscal Deficit (% of GOF) 20, Oil exports and fiscal deficit (3% of GDP] 15
25% . 2430%
5 23.40% 23.00% 5ic
15 14 14
12
10 10
20% 10 ail exports
5
15% 1 15
-09 -0.8
0 1.8

3.1
2001 2002 2003 2004 2 2006 2007

10%
2001 2002 2003 2004 2005 2006 2007 Fiscal deficit

10 —+—Fiscal Deficit (% of GDP) —m—Oil exports

Fig. 2.7 Sudan’s fiscal position has deteriorated, while oil earnings have grown, oil exports and
fiscal deficit (% of GDP) (Source: The World Development Indicators (WDI)/IMF/World Bank
Staff Estimate (2008): Figure 1-3, p. 5)

then declined and flattened out at 24 % from the total public spending over the
period 2006-2009. The share of development spending from oil revenues declined
from 58 % in 2006 to 34 % in 2008, while the share of current spending from oil
revenues increased from 42 % in 2006 to 66 % in 2008.?° This clearly indicates the
bias and deficiency in the use of oil resources on current spending instead of
development spending. Despite the high oil revenues and impressive real growth,
so far they are not fully utilised and do not prioritise improvement of social
development indicators. Consequently, emerging vulnerabilities can be seen from
poverty, regional inequalities and a low and deteriorating ranking in the Human
Development Index from 147 to 150 and to 154 out of 177 world countries in
UNDP-HDI in 2007, 2009 and 2010 respectively.””*® The low human development
indicators implies that Sudan continued to fall below the Arab states and world
average level over the past three decades, for instance, the trend of human devel-
opment index over the period (1980-2010) implies that Sudan’s level in 2010 fell
below the Arab states and world average level not only in 2010 but also in 1980 (see
Fig. 2.8 below). In addition to high poverty rates, according to Sudan Central
Bureau of Statistics Household Survey Report (2009), about 45 % in northern
Sudan are estimated to be living below the poverty line of less than US$ 1 a day.
Moreover, according to UNDP (2010a), while progress has been made towards
several of the Millennium Development Goals (MDG), such as in the area of
education, infant and child mortality, access to water and sanitation, Sudan’s
performance against the MDG indicators demonstrates large inequalities with
respect to gender, rural-urban residence, and at the regional and sub-regional

26 See Sudan Ministry of Finance and National Economy (2002) ‘Sudan Economy in Figures’,
Ministry of Finance and National Economy, Macroeconomic Policies and Programme Directorate
MEPPD, First Edition (2002), p. 27.

27 See WB-DTIS (2008), p. 6.

28 See UNDP ‘Human Development Reports’ (2007; 2009; 2010a). See: http://en.wikipedia.org/
wiki/Sudan, accessed June 1, 2010.
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Fig. 2.8 Human development index: trends in (1980-2010) in Sudan compared to Arab States and
World (Source: UNDP Sudan Country profile of Human Development Indicators 2010) (See
UNDP (2010b): http://hdrstats.undp.org/en/countries/profiles/SDN.html, Accessed on December
22,2010)

level.* The significant regional disparities between regions contributed to growing
inequalities and unbalanced development in Sudan (see Tables 2.6 and 2.7 below).

Another challenge related to oil is the potential for Dutch Disease. For instance,
the exploitation of oil resources has led the increase in national wealth, but
domestic absorption of these large inflows significantly complicates macro-
economic management.’” There is increasing debate on the potential incidence of
the Dutch Disease phenomenon in Sudan’s economy. On the one hand, the views in
support of the potential incidence of Dutch Disease are based on the argument that

% The Millennium Declaration and adoption of the UN MDG in September 2000 implies commit-
ment towards achievement of the eight MDG by 2015. The MDG are: (1) Eradicate extreme
poverty and hunger: Halve, between 1990 and 2015, the proportion of people whose income is less
than one dollar a day, and halve, between 1990 and 20135, the proportion of people who suffer from
hunger. (2) Achieve universal primary education: Ensure that, by 2015, children everywhere, boys
and girls alike, will be able to complete a full course of primary schooling. (3) Promote gender
equality and empower women: Eliminate gender disparity in primary and secondary education,
preferably by 2005, and in all levels of education no later than 2015. (4) Reduce child mortality:
Reduce by two thirds, between 1990 and 2015, the under-five mortality rate. (5) Improve maternal
health: Reduce by three quarters, between 1990 and 2015, the maternal mortality ratio. (6) Combat
HIV/AIDS, malaria and other diseases. (7) Ensure environmental sustainability and (8) Develop a
global partnership for development. See UND-HDR ‘UN MDGs in Sudan’: http://www.sd.undp.
org/mdg_sudan.htm, accessed June 1, 2010.

39Dutch Disease refers to the experience of the Netherlands in the 1960s, when the economic
boom following natural gas discoveries led to a decline in manufacturing and real exchange rate
appreciation. In his summary of the literature, Corden defines it as a phenomenon where a boom in
one export sector, typically a windfall discovery of a new natural resource, draws factors of
production from other sectors of the economy and boosts demand for non-tradeables relative to
tradeables, which in turn appreciates the real exchange rate. Traditional exports collapse, due both
to the internal reallocation of resources and the real exchange rate appreciation. Corden, W. M.,
‘Booming Sector and Dutch Disease Economics: Survey and Consolidation’, Oxford Economic
Papers 36 (November 1984), pp. 360-362.
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Fig. 2.9 The trend of the share of oil exports and non oil exports in total exports and real effective
exchange rate in Sudan (1997-2006) (Source: Elbadawi and Kaltani 2007)

the appreciation of the nominal effective exchange rate and the sustained increases
in the general price levels led to the appreciation of real effective exchange rate in
recent years. This argument indicates that the inflows through higher levels of
government spending put additional pressures on the prices of non-traded goods.
Prices of housing, water and electricity grew almost twice as fast as the prices of
tradable goods, specifically food, clothing and consumer goods. The real effective
exchange rate appreciated by 40 % in 2005-2006, which added to the more
fundamental structural rigidities and supply-side constraints already faced by
non-oil exporters. This argument indicates that some signs of Dutch Disease are
present, though it is difficult to assess the extent of these characteristics, as the
country is a relatively new exporter.’! On the other hand, the views in suspecting of
the incidence of Dutch Disease are based on the argument that the agriculture and
services sector continues to dominate the economy even after the increasing share
of oil in GDP over the period 1990-2009. Moreover, the rise in the share of industry
in GDP is mainly attributed to the rise of the share of oil in GDP, while the share of
manufacturing in GDP over the period 1999-2006 remained stagnant and the
growth rate of manufacturing remained between 1 % and 3 %. This argument
implies that it may be too early to confirm any Dutch Disease in Sudanese economy
(Fig. 2.9, 2.10, 2.11, and 2.12).*

A further challenge related to the dependence on oil is the uncertainty in
economic growth as measured by long run GDP and GDP per capita growth
rates. This implies that Sudan must implement a strategy to avoid the negative
consequences of declining growth rates in GDP and GDP per capita and uncertainty
related to a drop in oil reserves by using its oil production. According to UNDP
(2010), prior to the global financial crisis, Sudanese economy had been one of the

31See WB-DTIS (2008) p. 3. See also Elbadawi and Kaltani (2007).
*2See Bedawi, W. F. (2007).
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Fig. 2.10 Where is the Dutch Disease? Agriculture and services continue to dominate the
economy 2006 GDP by sectors at factor cost (Source: Bedawi 2007)
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Fig. 2.11 May be too early to say is there any Dutch Disease? Measured by the GDP sectoral
growth rate over the period (1999-2006) (Source: Bedawi 2007)

fastest growing in the world, despite United States (US) sanctions. However, the
global financial crisis and related shock in 2008 and 2009 resulted in low global oil
prices, stagnating domestic oil production and caused a reduction in the GDP
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Fig. 2.12 Structure of Sudan economy: share of sectors in GDP, share of sectors in employment
and annual sectoral growth rate (share of sectors in GDP) (1990-2009) (%) (Sources: Adapted
from the Central Bank of Sudan and Ministry of Finance and National Economy Annual Reports
(various issues))

growth rate, dropping from 10.5 % in 2007 to 7.8 % and 5 % in 2008 and 2009
respectively (see Table 2.2 and Fig. 2.1 above).>”

Another oil related challenge is that oil revenues create other internal problems
by increasing internal tensions or conflict related to the desire to maintain control
over oil resources and failure to achieve an equitable distribution of oil revenues.**
The Comprehensive Peace Agreement (2005) states that oil revenues should be
shared 50:50.>> From a political perspective in the short run with the official
secession of the Southern Sudan, there is increasing tension and potential conflict

33 A recent IMF report ranked Sudan as one of the most vulnerable low-income countries in the
global financial crisis due to its high vulnerability to trade, aid and remittances shocks. See IMF
‘Report on the Implications of the Global Financial Crisis for Low-Income Countries’ (March
2009), pp. 48, 50: http://www.imf.org/external/pubs/ft/books/2009/globalfin/globalfin.pdf,
Accessed 10 October 2011.

3 For instance, in the past the exploration and production of Sudan’s oil has been a highly
controversial issue and is affected by the continuous conflict which involves the war and conflict
over controlling oil resources. “Oil has always been an issue in Sudanese conflict. For instance, the
organized non-government political activity resisting oil extraction: On 30 August 1999, Sudan’s
pipeline with a capacity for 100,000 barrels/day filled the first tanker at the supertanker port on the
Red Sea. Not one month later, on 20 September, anti-government forces exploded a portion of the
pipeline outside the town of Atbara. Moreover, due to conflict, oil exploration has been mostly
limited to the central and south-central regions of the country”. ‘Sudan Factsheet Human Rights
and Oil Workshop’, (January 31, 2003), pp. 1-2. See also ‘Oil Fact Sheet on Sudan’ (2006),
pp- 1-2.

35 See for instance, Oil Fact Sheet on Sudan’ (September 2006), p. 2.
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between Sudan and Southern Sudan that threatens stability and sustainability. This
increasing tension is attributed to the fact that the two sides have not reached an
agreement on the division of oil revenues after secession. According to official
estimates since 70 % of Sudan’s crude is pumped in Southern Sudan and since the
main oil pipeline, refinery and seaport are located in Sudan, this suggests that
Sudanese economy will be affected negatively and lose most of the oil reserves
(70 %) and oil revenues (50 %) and Southern Sudan will remain dependent on the
main pipeline passing through the north. Even after Southern Sudan’s indepen-
dence, Sudan will remain the former’s only export route through a pipeline ending
in the seaport of Port Sudan in the Red Sea. This also implies that Sudanese
government needs to invest in agriculture and non-oil industries, and that both
Sudanese and Southern Sudanese governments need to take measures to counter the
negative impacts and ensure their mutual benefit. This demonstrates how oil
remains a controversial issue in Sudan-Southern Sudan conflict, and also creates
more potential for future conflict between Sudan and Southern Sudan.

Oil has also affected the labour market because the exploration and production
of oil leads to the creation of more employment opportunities, although this is
difficult to elaborate due to a lack of accurate data.*® The inflow of FDI and the
increased wealth from oil has encouraged migration to Sudan, so migrant workers
have increased in the labour market, particularly in the private sector, which may
also contribute to the growing unemployment rate. Furthermore, oil has also
affected the structure of wages and has led to a wage differential in Sudan; for
instance, the results of the comprehensive industrial survey (2005) indicates that the
highest salary for workers in the industrial sector is reported in the petroleum
refining industry which is 18 times more than the average wage in the industry.?’

Our findings in this section therefore prove the second part of our hypothesis:
that oil has had a negative impact on Sudanese economy.

36 For instance, of the total labour force estimated at 97,000,000 in 2001, the share and contribution
of oil industries in total employment is very minimal and accounted for only 0.0087 % of total
employment of labour force and only 0.52 % of total employment in the industrial manufacturing
sector in Sudan. It is worthy to note that the contribution of oil industries represent only 0.52 % of
total employment and 0.64 % of total number of labour employed in the industrial manufacturing
sector in Sudan (2001) but in the meantime oil industries is ranked second in terms of the
contribution to industrial value added as it accounts for 11 % of total industrial value added in
the manufacturing industries in Sudan; this implies that oil industries tend to use more capital
intensive techniques and to be a more capital intensive industry. See for instance, Sudan Central
Bureau of Statistics ‘Statistical Year Book’ (2001), Khartoum, November 2003, for the data on the
total number of labor force in Sudan in 2001. See Sudan Ministry of Industry ‘Comprehensive
Industrial Survey data for 2001” (2005), Tables 12—13; the industrial survey, pp. 72-75, for the
data on total number and share of oil in total employment and in employment in the industrial
manufacturing sector in Sudan in 2001.

37 See the ‘Executive Summary of Sudan Comprehensive Industrial Survey’ (2005), p. 29.
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2.4 Structural Problems of Labour in Sudan

Based on the above, in this section it is useful to start by explaining the stylised facts
on the characteristics and structural problems of labour market in Sudan. First we
explain the relation between the structure of labour market and the demographic
structure, participation rates and economic activities, second we show the relation
between the structure of labour market and the low skill level and brain drain
problems and finally we examine the relation between the structure of labour
market and the unemployment and youth unemployment problems in Sudan.

2.4.1 Demographic Structure, Participation Rate
and the Declining Productivity of Labour and Economic
Growth in Sudan

Before explaining the relation between the structure of labour market and the
demographic structure, participation rate and economic activities, it is useful to
identify the major stylised facts and characteristics of the labour market in Sudan.
For instance, one stylised fact that characterises the labour market in Sudan as in
many other Arab and typically developing countries, is the dominance — reflected in
the large share — of the public (government) sector in total employment compared to
the weakness of the private sector. The organisational structure of the labour market
is constrained by weak and inefficient regulations and institutional settings, rigidity
and lack of dynamism, deficiency in employment, monitoring, planning and skill
upgrading; the high incidence of duality (rural-urban; traditional-modern and
formal-informal sectors) and prevalence of high rates of unemployment, especially
among youth population and child labour.”® In addition the labour market is
characterised by low participation rates, especially low participation rates for
women and the mismatch between educational output (supply) and labour market
requirements (demand). These distinctive features of Sudanese and Arab labour
markets were caused by such fundamental forces as high population and labour
force growth rates, macroeconomic fluctuations caused by oil price instability, and
the pervasive role of the state in the region’s economic activity. A demographic
transition which resulted in rapid population growth, slow down in labour absorp-
tion, combined with large-scale shifts of population from rural to urban areas, led to
severe pressures on labour markets, especially in urban areas.* In addition, there is

3% Based on the UNDP (2010) definition of child labour as the percentage of children aged 5-14 in
the labour market, the UNDP-HDR (2010a) indicates the high rates of child labour in Sudan as the
percentage of children aged 5—14 in the labour market accounted for 13 % of children aged 5-14
over the period (1999-2007). See UNDP-HDR (2010a), p. 191.

39 See for instance, Shaban et al. (1995).



2.4 Structural Problems of Labour in Sudan 45

increasing debate that in the Arab oil-dependent countries, the structure of labour
market suffers from the impact of the Dutch Disease phenomenon.

One stylised fact of the labour market in Sudan related to demographic structure
indicates continuous and rapid increase in total population from 10 million in 1956
to 39 million in 2008, and increase in the growth rate in total population from 2.1 in
1956 to 2.8 in 2008 (see Fig. 2.13 below). According to the Central Bureau of
Statistics (2010), data from the 2008 population census indicates that the distribu-
tion of population according to the mode of living implies that the majority of
Sudan’s total population are rural and nomadic (70.5 %) compared to the minority
of the urban population (29.5 %). Furthermore, the distribution of population
according to gender implies that the majority of Sudan’s population are male
(51.27 %) compared to female (48.73 %). Moreover, the distribution of population
according to age implies that the majority of Sudan’s total population are aged
5-24, representing about 47.38 % of Sudan’s total population in 2008. In addition,
the share of population aged 17 and over (52.85 %) is higher than the share of
population aged 16 or less (47.15 %) (see Table 2.8 and Fig. 2.13 below).*’ This
structure and distribution of total population by mode of living, gender and age will
have several important implications in the structure of labour market, notably,
labour force, participation rates, economic activities, skill level, employment and
unemployment rates as we will explain in this section below.

For instance, we observe that the first implication and stylised fact in the labour
market in Sudan is that the continuous increase in the total population implies
continuous increase in the total labour force from 16.5 in 1998 to 22.5 in 2008
and also increasing though low participation rates.*' The demographic structure,
labour force and participation rate in Sudan implies the low share of Sudanese
women in the labour force (31.1 %) as compared to Sudanese men (72.2 %) and the
total Sudanese labour force (52.4 %), and the low participation rate (for 15-24 year
olds) for Sudanese women (6.08 %) as compared to Sudanese men (15 %) and the
total Sudanese participation rate (10.08 %). Both crude and adjusted participation
rates show continuous rapid increase in the period 1990-1996 in Sudan. Our
findings indicate that compared to 1996, in 2008 the crude participation rates for
the total population increased to (43.68 %), but they declined for men (28.99 %) and
for women (14.69 %), whereas adjusted participation rates declined for men
(57.90 %) and increased for women (29.42 %). Both crude and adjusted labour
force participation rates in economic activities defined by mode of living and
gender, indicate that the participation rates are higher for people (men and
women) living in rural areas compared to people (men and women) living in
urban areas and participation rates for women are less than men over the period

40 See Sudan Central Bureau of Statistics (2008) ‘Central Bureau of Statistics: Sudan Statistics and
Statistical Year Book: Sudan (1990-2008)’ (2008), p. 3.

4l See for instance, data from: Arab Labour Organization; Sudan Ministry of Labour and Public
Service: Migration and Labour Force Surveys 1993 and 1996; and Sudan Central Bureau of
Statistics (2010) ‘Fifth Sudan Population and Housing Census (2008)’.



2 Economic Development Challenges in Sudan and the Need for Skill Upgrading. ..

46

(8007) snsua)) Sursnoy pue uonendod uepns YLy YL :(0107) eied snsua) uonendod sonsne)s jo neaing [eNud)) UepnS UO Paseq UOTIB[NI[ED

umQ (g) "Surong pue dorowo)) [eurou] jo jusunreda — sonsnels jo neang [enuad) () ‘(L007) uonezmueSio Inoqe qely wolj padepy :s90Imog

% 00001 % 00001 % 00°001T % €ETE % LYLY % LYV'ES % TOVT % $7°09 %00°001 % ¥S'LT % 9v'TL #I10L,

payIsse[d
%08ST  BSLS %HBYTTL %VYES % 68€ 1 950 90 B6vY1 % Iv0 % LOT I0 pauyap A[orenbape jou sanIAnOY
% SYTT % 06SE %SSTE %9TL % 6THT € v 1961 %108T % ESY % ISET SOOTAIOG
%TIET  %BLSY %BISE %HEVO %60E Sy 90 YOr % SES %YS0 % ISV Sunmjoenuen
% LTT %HTTOL  %SYL BELO %T69 61'8 I €9L  %BYL6 %S90 %606 Ansnpuy
%876 % EISY % 9S8Y %0091 % LSTE  SOIS 98I 9T¢ B YL09 % ¥6'1T % 6L°8€ Sulysy pue £1sa1of ‘Sununy ‘QImnoLsy
M W MIN M W MIN M W MIN M N SONIATIOR JTWOUODH

800¢ 800¢ ¥00T €661

(%) 800T—€661

ur uepng ur 1opudd £q pouyop sniels juswikojdwe pue (UOHEBOYISSE[O [RI0103S) SANIAIIOR JIOU0dd 0} Surpiodoe uonendod aanoe A[eornuouody §°7 dqel



2.4  Structural Problems of Labour in Sudan 47
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Fig. 2.13 Total population (million) and population growth rare (%) in Sudan over the period
(1955/1956-2008) and the distribution of Northern Sudan Total Population defined by age and
gender (2008) (Source: Adapted from Sudan Central Bureau of Statistics Population Census Data
(2010): The Fifth Sudan Population and Housing Census 2008)
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Fig. 2.14 Crude and adjusted participation rate define by gender and mode of living in Sudan
(1990-2008) (%). Sources: (1) Figures for 1990 obtained from Ministry of Labour and Adminis-
tration Reform- Department of Planning and Monitoring and Follow-up. (2) Figures for 1996
obtained from Central Bureau of Statistics — Migration and Labour Force Survey 1996. (3) Central
Bureau of Statistics — Department of Internal Commerce and Pricing. (4) Figures for 2008 obtained
from own calculation based on Sudan Central Bureau of Statistics Population Census Data (2010):
The Fifth Sudan Population and Housing Census (2008), (4) Note: Figures for 1998 from Ministry
of Finance and National Economy — Annual Economic Survey 2000, Table 7-2, p. 10

1990-2008 (see Fig. 2.14 above). These findings are consistent with the observed
findings from the 1993 population census and 1996 migration and labour force
survey. These findings are also consistent with the structure and distribution of
population in Sudan in 2008 defined by gender and mode of living as we explained
above (see Figs. 2.13 and 2.14 above).
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1990-2008 — see Fig. 2.14 above. These findings are consistent with the
observed findings from the 1993 population census and 1996 migration and labour
force survey. These findings are also consistent with the structure and distribution
of population in Sudan in 2008 defined by gender and mode of living as we
explained above — see Figs. 2.13 and 2.14 above.

Another stylised fact on the structure of the labour market in Sudan is the
inconsistent distribution of economically active population defined according to
major economic activities (sectoral classification) and gender. For example, the
majority of Sudanese are employed in agriculture sector (51.8 %, 48.56 %),
followed by services sector (23 %, 31 %), industry (8.9 %, 7.65 %) and finally
few are employed in other activities (1.2 %, 12.24 %) in 2004 and 2008 respec-
tively.*>*® This structure implies that agriculture is still the predominant activity in
Sudan, although its share in employment has gradually declined as other sectors of
economic activity have expanded. In the 2008 census almost 48.56 % of the work
force were involved in the agriculture sector, compared with 60.74 % in 1993 and
51.08 % in 2004. Services, which included a government work force that grew in
terms of employment, emerged as the second largest area of activity, encompassing
an estimated 31.55 % of the economically active population in 2008, compared with
28.04 % in 1993 and 23 % in 2004. The industrial sector accounted for 7.65 % in
2008 compared to about 9.74 % in 1993 and 8.19 % in 2004 (see Table 2.8 below).
Sudan Central Bureau of Statistics (2010) population census data for 2008 indicates
that the distribution of economically active population defined by major economic
activities (sectoral classification) and gender implies that the majority of Sudanese
men are employed in the agriculture sector (48.13 %), followed by services
(35.9 %), industry (10.22 %) and other activities (5.75 %); similarly, the majority
of Sudanese women are employed in the agriculture sector (49.48 %), followed by
services sector (22.45 %), industry (2.27 %) and other activities (25.8 %). Employed
Sudanese men constitute the majority of total employment in all sectors (67.67 %),
whereas employed Sudanese women constitute the minority of total employment in
all sectors (32.33 %). Sudanese men employed in agriculture, services and industry
sectors (32.57 %, 24.29 % and 6.92 % respectively) are higher than Sudanese
women employed in these sectors (16 %, 7.26 % and 0.73 % respectively). This
implies that Sudanese men employed in agriculture, services and industry sectors
are near to twice, near to three times, and near to seven times more than Sudanese
women employed in these sectors respectively. These findings are consistent with
the results from the 1993 population census and 1996 migration and labour force
survey. These findings are also consistent with the structure and distribution of
population in Sudan in 2008 defined by gender as we explained above.

42 See for instance, the Arab Labour Organization (2007) for data for 2004 and Sudan Central
Bureau of Statistics (2010) population census for data for 2008.

43 Agriculture sector includes livestock raising, forestry, fisheries, or hunting, services sector
includes government work force, wholesale and retail trade, restaurants and hotels, transport,
storage and communication, financing, insurance, real estate and business services, community,
social and personal services and the industrial sector includes manufacturing, mining, electric
power, and construction.
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2.4.2 The Low Skill Level and Brain Drain Problem in Sudan

Another stylised fact on the structure of labour market in Sudan can be observed
from the skill level defined by occupation (defined by the international definition of
major occupational groups classification) and education (defined by school atten-
dance, literacy and education attainment) defined by gender. For example, the
definition of skill according to occupation classification indicate that the majority
of Sudanese economically active population or workers are medium and low skilled
(86 %, 88 %) and minority (14 %, 12 %) are high skilled in 2004 and 2008
respectively.** In 2004 only 14 % of men were highly skilled and 86 % are medium
and low skilled, and only 15 % of women were highly skilled and 85 % medium and
low skilled; women were slightly more skilled than men. In 2008 only 13 % of men
were highly skilled and 79 % medium and low skilled, and only 10 % of women
were highly skilled and 84 % medium and low skilled; men were slightly more
skilled than women. The majority of Sudanese workers were employed in blue
collar occupations (70 %, 69.4 %), while the minority were employed in white
collar occupations (30 %, 24.4 %) in 2004 and 2008 respectively. In 2004 only 33 %
of men were employed in white collar occupations, while 67 % of men were
employed in blue collar occupations; only 24 % of women were employed in
white collar occupations, while 76 % of women were employed in blue collar
occupations. In 2008 only 23.24 % of men were employed in white collar
occupations, while 73.42 % of men were employed in blue collar occupations;
only 26.9 % of women were employed in white collar occupations, while 61.03 %
of women were employed in blue collar occupations (see Table 2.9 below).
Moreover, our results from Sudan Central Bureau of Statistics (2010) population
census data for 2008 indicate the low skill level and differences in skill level in
Sudan that appear in terms of low school attendance, literacy rate and education
attainment defined by gender and mode of living. For instance, the distribution of
total Sudan population aged 6 years and over according to school attendance and
literacy rate, implies that only little above half of Sudan’s population aged 6 years
and over are currently and/or previously attending school (50.87 %) and are literate
(51.59 %), while near to half of Sudan’s population aged 6 years and over have
never attended school (44.62 %) and are illiterate (45.19 %). The distribution of
population aged 6 years and over according to education attainment and currently
and/or previously school attendance implies that the majority have less than second-
ary education and intermediate, primary or less than primary education (76.80 %),
this is followed by secondary and post secondary diploma education (13.93 %), and
finally followed by a only minority with above secondary education (5.32 %),
including university first degree and college education (4.70 %) and post graduate

4 See for instance, the Arab Labour Organization (2007) for data for 2004 and Sudan Central
Bureau of Statistics (2010) population census for data for 2008.
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diploma, Master’s degree and PhD degree (0.62 %).45 In addition, the distribution of
population aged 6 years and over according to current school attendance implies
that the majority have less than secondary education and intermediate, primary or
less than primary education (73.59 %), followed by secondary and post secondary
diploma education (15.40 %), and finally followed by only a minority with above
secondary education (6.12 %) — including 5.92 % with university first degree and
college education and 0.20 % with Master’s and PhD degree education. Moreover,
our results from Sudan Central Bureau of Statistics (2010) population census data
for 2008 indicate the low skill level and differences in skill level in Sudan that
appear in term of low school attendance, literacy rate and education attainment
defined by gender and mode of living. For instance, the skill level (defined by
school attendance, literacy rate and education attainment) for males is higher than
females and for urban are higher than rural population (see Table 2.10 below).
These findings are consistent with the structure and distribution of population in
Sudan in 2008 defined by gender and mode of living as we explained above.

One stylised fact on the labour market in Sudan is that for a long time Sudan has
remained a labour exporting country, especially to the oil rich Arab Gulf countries,
and many Sudanese men have worked in other Arab Gulf states; the migration of
highly skilled individuals has led to a brain drain problem in Sudan.*® Based on the

43 The distribution of population aged 6 years and over according to education attainment and
currently and/or previous school attendance implies that about 8.3 % of total Sudan population
aged 6 years and over are without educational attainment. It implies that the majority have below
primary education (42.58 %), this is followed by primary education (14.84 %), secondary educa-
tion (12.83 %), intermediate education (4.84 %), university first degree education (4.70 %), post
secondary diploma education (1.10 %), postgraduate diploma education (0.29 %), Master’s degree
(0.24 %) and Ph.D. degree (0.09 %).

46«The term human capital flight, more commonly referred to as “brain drain”, is the large-scale
emigration of individuals with technical skills or knowledge. The reasons usually include two
aspects which respectively come from countries and individuals. In terms of countries, the reasons
may be social environment (in source countries: lack of opportunities, political instability,
economic depression, health risks; in host countries: rich opportunities, comparatively good
political system, developed economy, better living conditions). In terms of individual reasons,
there are family influences (overseas relatives, and personal preference: preference for exploring,
ambition for an improved career, etc.). Although the term originally referred to technology
workers leaving a nation, the meaning has broadened into: “the departure of educated or profes-
sional people from one country, economic sector, or field for another, usually for better pay or
living conditions”. Brain drain is usually regarded as an economic cost, since emigrants usually
take with them the fraction of value of their training sponsored by the government or other
organizations. It is a parallel of capital flight, which refers to the same movement of financial
capital. Brain drain is often associated with de-skilling of emigrants in their country of destination,
while their country of emigration experiences the draining of skilled individuals. The term brain
drain was coined by the Royal Society to describe the emigration of “scientists and technologists”
to North America from post war Europe. Another source indicates that this term was first used in
the United Kingdom (UK) to describe the influx of Indian scientist and engineers. The converse
phenomenon is “brain gain”, which occurs when there is a large-scale immigration of technically
qualified persons. Brain drain is common amongst developing nations, such as Africa, former
colonies of the island nations of the Caribbean, and particularly in centralized economies such as
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conventional views in the literature on the incidence of brain drain in typically
developing countries, in our view the main reasons for the incidence and continua-
tion of brain drain in Sudan can be perceived from both national and personal
perspectives. From the national perspective, the main reasons are related to the
internal environment in Sudan due to lack of employment opportunities, political
instability and economic instability; in host countries there are rich employment
opportunities and better living conditions. From the personal perspective, the main
reasons include family influences, overseas relatives and personal preference for an
improved career, and better living conditions. The most important reason for the
continuation of brain drain in Sudan is that the low standard of economic develop-
ment has led to low GDP per capita, which implies that high skills are not
financially rewarded. The main consequences of the brain drain problem in Sudan
is that brain drain is regarded as an economic cost, since emigrants usually take with
them the fraction of value of their training sponsored by the government or other
organisations. Moreover, brain drain implies that Sudan experiences the draining of
skilled individuals and this contributes to vicious circle of underdevelopment in
Sudan as a low-income country. This problem of brain drain implies a loss to Sudan
that may have amounted to a considerable percentage of its professional and skilled
work force. For instance, over the period 2005-2008 the average share of white
collar high and white collar Sudanese migrants workers represented about 8.57 %
and 11.39 % of total Sudanese migrant workers respectively. Notably, the share of
white collar high continuously increased from 5.87 % t0 9.42 %, 7.71 % and 9.83 %
in 2005, 2006, 2007 and 2008 respectively, and the share of white collar increased
from 12.66 % to 13.03 %, 18 % and then declined to 6.6 % in 2005, 2006, 2007 and
2008 respectively (see Table 2.11 below).

In addition, as a result of the brain drain problem which implies a shortage of
professional and skilled Sudanese workers, we find the recent phenomena of brain
gain of foreign skilled workers which is most probably related to the effects of
globalisation and increasing foreign investment, notably foreign investment in the
oil sector, which is largely dependent on foreign skills and foreign capital; the easy
inflow and employment of foreign workers has caused serious implications because
of competition with the local and domestic workers. The presence and high share of
skilled foreign workers in total employment of foreign workers means that the

former East Germany and the Soviet Union, where marketable skills were not financially
rewarded. Two parties involved in brain drain are developing countries and developed countries.
On the left side, because of the disadvantaged social environment (of opportunities, political
instability, economic depression, health risks, etc), family influence (overseas relatives, etc), and
personal preference (prefer exploring, ambitious to seek brilliant career, etc), many people in
developing countries actively choose to migrate. Most of migrations from developing countries are
those wealthy or skilled people, whose leaving results in brain drain and slow development of
home countries. This contributes to a vicious circle for developing countries (low-income
countries). On the other side, the advantaged social environment (rich opportunities, compara-
tively good political system, developed economy, better living conditions, etc) in developed
countries attract talents from other areas, which contribute to brain drain, and finally forms a
virtuous circle”. See: http://en.wikipedia.org/wiki/Brain_drain, accessed November 14, 2010.
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majority of foreign workers were employed in highly skilled jobs and competed
with Sudanese on the available job opportunities in Sudan. Notably, the share of
white collar high foreign workers increased from 61 % to 80 %, 89 % and 88 % in
2002, 2003, 2005 and 2006 respectively, and the share of white collar foreign
workers increased from 77 % to 90 %, 96 % and 91 % in 2002, 2003, 2005 and 2006
respectively (see Table 2.12 below). The shortage of skilled workers, notably
technical skill and mismatch problems in technical jobs also increased the demand
for foreign technical workers and this may also contribute to reduce the employ-
ment opportunity and therefore increase the unemployment rates for Sudanese
workers (see Table 2.13 below).

2.4.3 The Unemployment, Youth Unemployment and Skill
Mismatch at the Macro Level in Sudan

One stylised fact in the labour market in Sudan is the incidence of a chronically
serious unemployment crisis (see Table 2.2 above). Sudan like many other Arab
countries not only faces many challenges such as low per capita GDP, low growth
of labour productivity and the incidence of a high poverty rate, but also the
persistence of a high and rising unemployment rate. This persistent unemployment
problem may reflect both a general problem of growth and development and a
structural problem of the labour market and inequality, and may lead to several
serious implications in hindering the process of development and economic growth.
The discussion of unemployment in Sudan is important because of higher and
persistent rates of unemployment — now in excess of 20 % (see Table 2.2 above
and Fig. 2.15 below). Several studies in the Sudanese literature (cf. Ministry of
Labour Report 2004—2005) indicate the problem is due to the demand side, but it is
also essential to reflect on the interaction between the supply and demand sides and
examine the problem from both perspectives. The UNDP report (2006: 92-94)
shows the broad employment trends in Sudan during the 1990s and illustrates
a process of jobless growth over that period and highlights the need for employment
creation or generation and poverty alleviation in Sudan. Different from the several
studies in the Sudanese literature, we explain below four stylised facts on the
unemployment problem in Sudan, including the presence of several types of
unemployment; the interpretation of unemployment crisis in Sudan from two
different endogenous and exogenous perspectives due to endogenous and exoge-
nous causes; the high incidence of unemployment among youth population; and the
large mismatch between educational qualifications — supply — and labour market
requirements — demand. One advantage of our analysis is that we explain these
stylised facts using new data on unemployment based on Sudan Central Bureau of
Statistics (2010) population census (2008).

The first stylised fact on the incidence of unemployment in Sudan is the preva-
lence of several different kinds or types of unemployment including structural,
voluntary, involuntary, seasonal, frictional, cyclical, technological, youth, disguised,
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Table 2.12 Distribution of foreign workers by occupational classification (%) in Sudan
(2002-2006)

Distribution of foreign workers by occupational

classification 2002 2003 2004 2005 2006

Total 100 % 100 % 100 % 100 % 100 %
White collar high 61% 80% 84% 8% 88 %
White collar low 6% 11% 12% 7 % 3%
White collar T7% 90% 96% 96% 91 %
Blue collar high 0% 7 % 0% 4 % 1 %
Blue collar low 23 % 3% 4 % 0% 8 %
Blue collar 2% 10% 4% 4% 9%

Source: Adapted from the Statistics of Ministry of Labour

Table 2.13 The share of technician labour in the field of mechanical engineering compared to
non-technician and foreign labour

Technical job/ Non technical work Foreigner in

total job in technical job% technical jobs%
Cars 59 21.7 19.3
Heat capacity 93.5 6.5
Heavy machines 86.8 13.2 .
Refrigeration, cooling and conditioning 70.7 25.9 34
Welding and blacksmith 535 29.3 17.2
Foundries and metal 50.0 50
Machining formation 64.1 333 2.6
Maintenance of pumps 333 66.3
Compilation of cooking machine 66.7 333 .
Food processing machine 38.5 53.8 7.7
Mineral formation 429 28.6 82.6
Electrical steam generators . 100

Source: Prof. Alsheikh Almagzoub (2008) “study of the need in labour market for technician”
cited in Sharaf Eldein Ahmed Mohamed (February 2007, 2008) “Globalization and requirements
for improving the quality and efficiency of technical education output,” paper presented at the third
conference for the manager and experts of technical education in states, ministry of education,
general department of technical education, June 2008, Table 4, p. 12.

hidden, temporary and open chronic unemployment in Sudan. The presence of
seasonal unemployment in Sudan can be perceived from the fact the majority
of Sudanese labour force is still hired in the agricultural sector, which is characterised
by relative availability of seasonal work in agriculture. In addition the high intensity
of labour and family workers in the agriculture sector has probably also caused
disguised and hidden unemployment in Sudan. Furthermore, the presence of hidden
and disguised unemployment can be perceived from the fact that the public sector is
still the main source of job creation in Sudan, it has a limited capacity to hire more
workers but the commitment of the government to hire beyond the capacity of the
public sector has caused low productivity of workers — at least compared to other
Arab countries (see Arab Labour Organization 2007). Furthermore, the presence of
frictional unemployment can be perceived from the geographical (temporary)
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The intensity of skill mismatch in the field of technical and mechanical engineering jobs: the
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Fig. 2.15 The intensity of skills mismatch in the technical and mechanical engineering jobs: the
share of non-technical workers in technical job (%) (Source: Adapted from Almagzoub (2008) and
Mohamed (February 2007, 2008))

movement of people (displaced workers and internal refuges). Moreover, the pres-
ence of cyclical unemployment can be perceived from the economic crises over the
past decades in Sudan. In addition, the presence of technological unemployment can
be perceived from the recent expansion in the use of technology, especially ICT in the
services, notably the banking sector in Sudan. We observe that the use of new
technologies in the banking sector caused displacement and substitution of workers,
and contributed to a reduction in the number of employment opportunities. For
instance, according to the results of the survey presented in the Central Bank of
Sudan (2004) aimed at assessing the impacts of the use of new technologies in
Sudanese banking system in 2004, 56.5 % of the respondents indicate that the use
of new technologies in the banking system has had some impacts on employment and
resulted in the reduction of the number of workers and hence led to an increase in
unemployment in Sudan.*’ Furthermore, the presence of youth unemployment can be
perceived from the recent information that indicates the rapid increase in unemploy-
ment rate in Sudan, especially the youth unemployment rate that reached around
18 % of the total youth population in Sudan; youth unemployment also increased
amongst university graduates. In addition, the presence of involuntary unemployment
can be perceived from the presence of high unemployment among youth and
university graduates, which can be interpreted partly as compulsory unemployment
and partly also structural unemployment. The presence of voluntary unemployment
can be perceived from the low participation rate, especially for women (housewives).
Furthermore, structural unemployment either temporary or open chronically has been
persistently present for a long time and can be perceived from the consequences of

47 See the Central Bank of Sudan (2004), p- 36.
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Unemployment rate defined by mode of living (%) (1996-2008)
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Fig. 2.16 Total unemployment rates in Sudan (%) defined by mode of living (1996-2008)
(Sources: (1) Figures for 1996 obtained from Central Bureau of Statistics — Migration and Labour
Force Survey 1996. (2) Central Bureau of Statistics — Department of Internal Commerce and
Pricing. (3) Figures for 1997/1998 from Ministry of Finance and National Economy — Annual
Economic Survey 2000, Table 7-2, p. 10. (4) Figures for 2008 obtained from own calculation
based on Sudan Central Bureau of Statistics Population Census Data (2010): The Fifth Sudan
Population and Housing Census 2008)

the structural reform and the mismatch between educational qualifications for youth
and requirements in the labour market. Moreover, the presence of persistent open
chronically long-term unemployment is perceived from the fact that the problem of
unemployment existed throughout much of the period 1973-2011. For instance, in
Sudan, the rate of unemployment has rapidly increased since 1973 and has more than
doubled over the past 15 years (over the period 1993-2008); for instance, the rate of
unemployment increased from 10.3 % in 1993 to 20.7 % in 2008, which implies that
the unemployment problem remains a chronically persistent one in Sudan (see
Table 2.2 above and Fig. 2.16 above).

The second stylised fact is the interpretation of the unemployment crisis in
Sudan from two different endogenous and exogenous perspectives due to exoge-
nous and endogenous causes. The exogenous causes include the implications of the
internal refuges and migration due to environmental problems, drought and deserti-
fication, civil war and conflict, influx of refugees from other neighbouring
countries, imbalanced development strategies, globalisation and the use of foreign
workers. The exogenous causes also include other factors, for instance, the drop in
world oil prices in the 1980s, the Gulf War in the early 1990s and the recent
increasing move towards nationalisation of jobs in the Arab Gulf countries, together
caused the Arab Gulf states to cut back drastically on their expatriate workers,
which resulted in the departure of the thousands of Sudanese workers based in these
countries, leaving many of their possessions behind, and leading in turn to increased
unemployment in Sudan. Unemployment is also caused by the exogenous environ-
mental problems, for instance, unemployment figures were affected by the severe
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drought that spread throughout Sudan in the 1980s. In 1983-1984, for example,
several million people migrated from the worst hit areas in both the west and the
east to Khartoum and other urban areas along the Nile. Many remained in these
areas once the drought had eased, living in shantytowns and contributing to
unemployment or underemployment in the cities. In addition, more than one
million people from the south migrated to the north, as a result of the civil war
and famine in these areas. We observe that the lack of political stability and the
north—south conflict also contributes to increase unemployment because the civil
war not only led to the displacement of many workers and job losses, but also
necessitated significant expenditure on defence and security issues rather than
prioritising investment in social development and the creation of more employment
opportunities. The endogenous causes include the deficient demand caused by
deficient macroeconomic policies: privatization; a deficient public sector, a defi-
cient private sector, structural reform, mismatch between educational output and
labour market need, unemployment caused by labour market policies, educational
policies, and the use of new technologies. In particular, the considerable reduction
in the aggregate demand and demand for labour was caused by the liberalisation,
structural adjustment programs and privatisation of state owned enterprises during
the 1990s that contributed to increased unemployment of the labour force (see
Dagdeviren and Mahran 2004). Moreover, the deficiency and low employment of
the private sector also contributed to unemployment in Sudan (see Ministry of
Labour Report 2004-2005). In addition, we find that the inflation rate is one of the
very important endogenous factors that affected the unemployment problem though
it does not receive adequate analysis in the Sudanese literature. For this reason, our
analysis in this chapter fills this gap in the Sudanese literature and discusses the
correlation between inflation rates and unemployment rates. For instance, our
findings imply that the increase in unemployment rates seems to be correlated
with the increase in inflation rates in Sudan in the period 2000-2008. For instance,
when using data and figures on unemployment rates and inflation rates over the
period 1990-2008 (presented in Table 2.2 above) and using the ordinary least
squares method to examine the correlation between inflation and unemployment
rates in Sudan, we find positive and significant correlation between the unemploy-
ment rate and inflation rate for the case of Sudan for the period 2000-2008. We find
negative significant correlation between inflation rate and unemployment rate over
the period 1990-2008, and negative insignificant correlation between inflation rate
and unemployment rate over the period 1990-2000. Our findings on the negative
correlation between inflation rate and unemployment for the periods 1990-2008
and 1990-2000 are consistent with the studies in the literature in support of the
Phillips curve.*® But our result on the positive correlation between inflation rate and
unemployment for the period 2000-2008 is opposite to the findings for the periods
1990-2008 and 1990-2000 and is different from the findings in support of Phillips
curve. These contrasting findings for the periods 1990-2000 and 2000-2008 imply

48 Phillips curve firstly used by Phillips (1958); it indicates a negative correlation between inflation
rates and unemployment rates.
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Table 2.14 Correlation between unemployment and inflation rates in the Sudan (1990-2008)

Year SPSS E-VIEWS

Coefficient (¢-value) N R? Coefficient (z-value) N R?
1990-2008 —0.024* (-2.192) 16 0.256 —0.024%* (—-2.192) 16 0.256
1990-2000 —0.015 (—1.119) 8 0.173 —0.015 (—1.1197) 8 0.173
2000-2008 0.567* (2.857) 9 0.538 0.567* (2.857) 9 0.538

**Correlation is significant at the 0.5 level of significance

that the correlation between inflation rates and unemployment turned from a
negative into a positive correlation in Sudan (see Table 2.14 above and Fig. 2.17
below). The major policy implication from our findings on a significant positive
correlation between inflation and unemployment rates for the case of Sudan for the
period 2000-2008, implies that an increase in inflation rates have caused an
increase in unemployment rates over the period 2000-2008, and so macroeconomic
policies aimed at or targeting reducing inflation rates would also contribute to
reduce unemployment rates (see Table 2.14 above).

The third stylised fact on the incidence of unemployment in Sudan is the high
unemployment among the youth population (see Fig. 2.19 below). Sudan like many
other typically developing countries not only suffers from high annual population
growth rate (2.8 %) and a very high rate of unemployment (20.7 %), but also the
population structure in Sudan as in many other Arab countries — with a high percentage
of young people — makes the situation of unemployment even worse and more difficult
as most of the population is under 25 years of age; this category of young people
represents 22.9 % of Sudan’s total population in 2006. Such a population structure has
prompted the need to create more job opportunities and is anticipated to put more
pressure on the future demands for jobs in Sudan. This situation has led to a very high
rate of unemployment among the youth population, for example, according to Arab
Labour Organization (2007) data for 2004, the rate of youth unemployment among
Sudanese youth is 41.25 %, among females is 43.25 % and males is 36.64 %. The
estimated unemployment among Sudanese youth (41.25 %) is among the highest in the
world: 2.9 % as much as the international world rate, 2.6 % as much as in Latin America
and the Pacific, 2.5 % as much as in South East Asia and 1.4 % as much as in the Arab
world (see also Arab Labour Organization (2007); and see Fig. 2.18 below). This
situation has ranked Sudan as the fifth worst after Algeria, Iraq, Mauritania and Somalia
amongst the Arab countries.*

This situation has not only resulted in unemployment but also caused a state of
mismatch and underemployment in Sudan as some people were forced to take up
jobs for low compensation packages that do not suit their qualifications. (cf.
Ministry of Labour Report 2004-2005).°° The above findings on the high rate of

4 See for example Arab Labor Organization (2007) and International Labor Organization (2007)
recent statistics for 2006.

0In this paper the terms Ministry of Labour, Ministry of Labour and Public Service, Ministry of
Labour and Administrative Reform are used interchangeably to refer to Ministry of Labour,
because the Ministry of Labour is named differently in different regimes.
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Fig. 2.17 The relation between unemployment and inflation and rates in Sudan (%) (1990-2008)
(Source: Own calculation based on data obtained from (1) the Central Bank of Sudan, (2) the
central bureau of statistics, (3) Ministry of Finance and National Economy, and (4) Ministry of
Labour and public service Annual Economic Reports (various issues))

unemployment for the youth population is also consistent with the findings based on
Sudan census data for 1993 and Ministry of Labour and Public Service Migration
and Labour Force Surveys 1993 and 1996 that show the presence of persistent
unemployment crisis in Sudan and the rising trend since 1979 amongst total
population of men and women in rural and urban areas. As for the incidence of
unemployment according to age groups in 1996, one should realise that for the total
population the highest rate of unemployment is reported amongst the youth
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Youth Unemployment Rates (%) in Sudan compared to World Regions{15-24) (2004)
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Fig. 2.18 Youth unemployment rates (%) in Sudan compared to world regions (15-24) (2004)
(Source: Arab Labor Organization 2007)

population aged 15-24, estimated at 28.4 %, followed by those aged 15 years and
over (15.1 %), those aged 25-54 (12.1 %), those aged over 64 (11.4 %), and those
aged 55-64 (10.3 %). Therefore, data for 1996 implies that the incidence of open
unemployment according to age and gender was higher among the youth population,
and notably, young women were more likely to be unemployed compared to young
men. Youth unemployment increased from 28.4 % in 1996 to 29 % and 30.8 % in
1997 and 1998 respectively. The distribution of unemployment according to educa-
tion level indicates that for total population, unemployment is high for primary
education (33.8 %), followed by illiterate (29.9 %), illiterate/basic (21.6 %), sec-
ondary (11.2 %) and above secondary (3.5 %). The unemployment rate according to
education level indicates that for all youth, total unemployment (28.3 %) is high for
above secondary (48.7 %), followed by secondary (35.6 %), primary (34.6 %),
illiterate/basic (25.59 %) and illiterate (23.4 %). Our findings based on Sudan
Central Bureau of Statistics (2010) population census data for 2008, implies that
the structure and distribution of the total population and labour force defined by age,
gender, mode of living and education attainment have several important
implications in the employment rates and unemployment rates. Notably, we find
that for the total labour force, employment rates and unemployment rates for men
are higher than women and for rural are higher than urban. Moreover, we find that
the distribution of unemployment by age groups indicates that the highest unem-
ployment is for the age group 15-24 (32.80 %), followed by the age group 25-39
(32.44 %), age group 10-14 (13.80 %), age group 40-59 (14.57 %) and finally age
group 60 and over (4.37 %). These findings are consistent with the findings from the
1993 population census and 1996 migration and labour force survey. These findings
are also consistent with the structure and distribution of population in Sudan in 2008
as defined by gender and mode of living as we explain above. Moreover, we find that
for the economically active population both employment and unemployment rates
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Fig.2.19 Youth unemployment rates in Sudan (%) defined by gender (1995-2008) (Source: Own
calculations based on data from the Sudan federal public service recruitment board — Statistics and
Research Administration)

are higher for primary education, followed by secondary and post secondary educa-
tion respectively. Furthermore, we find that for the economically inactive popula-
tion the expectations of no hope to find a job (or the potential unemployment) are
higher for primary education, followed by secondary and post secondary education
respectively (see Table 2.15 below). These findings together imply the importance
of education in reducing the incidence of unemployment.
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The fourth stylised fact on the incidence on unemployment in Sudan is that the
persistence of unemployment (especially among youth) is not only high but also
shows a tendency to increase over time in Sudan which is most probably related to
the large mismatch between educational qualifications — supply — and labour market
requirements — demand — which is perceived from the observed structural change in
the demand or changing trends in the share of employment over the period 1988/
1989-2008. In particular, on average demand or priority in employment was
concentrated among higher secondary school graduates over the period 1988/
1989-1996, but the trend changed, and on average priorities in employment turned
to become concentrated in applied science colleges followed by social science and
art colleges and finally higher institute diploma over the period 2001-2008. This
can be attributed to changing trends and priorities from hiring higher secondary
school graduates to hiring university graduates, especially applied science college
graduates, due to changes in higher educational policies; in particular, the higher
education revolution led to expansion in higher educational institutions and
increase in student enrolment and graduation during and after the 1990s. This can
be interpreted as structural change in the demand for youth labour in favour of
university graduates due to structural change in higher educational policies. We
observe the changing trend and priorities in reducing employment for higher
secondary school graduates to increasing employment for university graduates.
However, the structural change in the demand for youth labour in favour of
increasing employment for university graduates should not hide the fact that
unemployment among university graduates is surprisingly high and continue to
increase. Somewhat surprisingly the unemployment crisis was persistent especially
among all youth graduates — female and male — in different field of specialisations,
even among graduates of applied science colleges. The majority of employment
was for graduates in applied science colleges, followed by graduates in social
science and art colleges and finally the minority for graduates of higher institute
diploma. In general, men were likely to be more employed than women and women
were likely to be more unemployed than men.

This fourth stylised fact implies the large mismatch between educational
qualifications — supply — and labour market requirement — demand. An important
endogenous cause of youth unemployment is the mismatch between educational
(qualifications-output) and labour market requirements. Deficiency in educational
policies and labour market policies and inadequate planning, assessments and monitor-
ing of policies to create consistency between attained and required education has led to
a serious mismatch between educational attainment and labour market requirements.
To elaborate the mismatch and unemployment amongst university graduates we utilise
the figures on registration and employment obtained from the federal public service
recruitment board; we use the figures on registration to refer to supply of university
graduates labour; and use the figures on employment to refer to demand for university
graduates labour; we calculate the differences between registration and employment to
refer to the differences between supply of and demand for university graduates and to
define unemployment; then we divide the figures on unemployment by the figures on
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registration to calculate the unemployment rates for university graduates.”’ We find
that unemployment amongst university graduates in all subjects or fields of
specialisations is persistent and high for more than two decades over the period
1984/1985-2008. In particular, persistent and high unemployment rates were mostly
amongst theoretical, social science and art colleges graduates and technical education
high institute (diploma) graduates. The majority of employed graduates were applied
science colleges graduates, but this should not hide the fact that unemployment among
this category is surprisingly also very high. This implies a mismatch between attained
education (educational policies) and required education in the labour market (labour
market policies) (see Fig. 2.19 above). We find that the high unemployment is
persistent amongst the university graduates with different fields of specialisations
over the period 1984/1985-2008, for example, on average the rates of unemployment
for all fields of specialization were estimated at: 73 % (1984/1985), 82 % (1985/1986),
78 % (1986/1987), 81 % (1987/1988), 76 % (1995), 69 % (1996), 28 % (1997), 41 %
(1998), 78 % (1999), 61 % (2000) and 76 % (2008) respectively. In particular, for
applied science colleges unemployment was estimated at: 64 % (1984/1985), 85 %
(1985/1986), 75 % (1986/1987), 48 % (1987/1988), 40 % (2000) and 75 % (2008)
respectively. As for social science and art colleges, unemployment was estimated at:
88 % (1984/1985), 66 % (1985/1986), 76 % (1986/1987), 90 % (1987/1988), 82 %
(1990/1991), 93 % (2000) and 84 % (2008) respectively. As for higher institute
diploma, unemployment was estimated at: 74 % (1984/1985), 93 % (1985/1986),
84 % (1986/1987), 75 % (1987/1988), 49 % (1990/1991) and 88 % (2000) respectively.

Over the period 2000-2008, total unemployment for graduates of all fields of
specialisation for total, women and men respectively increased from (61.2 %,
68.1 %, 51.9 %) in 2000 to (75.7 %, 74.2 %, 77.5 %) in 2008; unemployment for
graduates of applied science colleges and fields of specialisation increased from
(39.6 %, 43.7 %, 35.3 %) in 2000 to (74.6 %, 72.1 %, 77.4 %) in 2008; unemploy-
ment for graduates of art and social sciences colleges and fields of specialisation
decreased from (93.1 %, 93.6 %, 92.4 %) in 2000 to (84 %, 81.7 %, 86.6 %) in 2008;
and unemployment for graduates of high institutes (diploma) increased from
(88.4 %, 93 %, 82 %) in 2000 to (100 %, 100 %, 100 %) in 2008. Over the period
1995-2000 the distribution of unemployment by gender implies that for all fields of
specialisations, applied science colleges and social sciences colleges and fields of
specialisation, women are more likely to be unemployed than men. Whereas
somewhat surprisingly, the opposite is true in 2008 as the distribution of unem-
ployment by gender implies that for all fields of specialisation, applied science
colleges and social sciences colleges and fields of specialisation, men are more
likely to be unemployed than women (see Figs. 2.14, 2.15, 2.16, 2.17, 2.18 and
2.19). Therefore, these findings provide further evidence on the serious and

5! One limitation is that the use of figures on registration and employment to refer to supply of and
demand for university graduates labor respectively may be somewhat inaccurate and underesti-
mate the actual figures on supply of and demand for university graduates, because not all
university graduates looking for jobs are registered for the federal public service recruitment
board and also because figures on employment may include university graduates unregistered for
the federal public service recruitment board.



68 2 Economic Development Challenges in Sudan and the Need for Skill Upgrading. ..

increasing trend of youth unemployment, notably unemployment of university,
college and higher institute diploma in Sudan over the period 2000-2008. This
implies the urgent need for implementation of sound policies to address the
unemployment problem and increase employment opportunities in Sudan.?

2.5 Overview on the Recent Restructuring and Challenges
for Development in Sudan

The current Sudanese restructuring following the secession of South Sudan has
serious implications for development and implies that the challenges are mounting
for the economy and technological change in Sudan. From political perspective, the
secession of South Sudan has led to political shock, uncertainty and potential future
conflict over oil and border regions, particularly because the boundary is not
completely delineated. From Northern Sudan’s perspective, the demographic and
geographical implications of South Sudan separation from North Sudan implies that
North Sudan has lost about 21 % of Sudan’s population and about 25-30 % of
Sudan’s area (see Sudan’s Central Bureau of Statistics). From Northern Sudan’s
perspective, the economic implications of South Sudan separation from North
Sudan implies that North Sudan has lost about 80 % of Sudan’s agricultural and
water resources, in addition to the loss of about 75 % of Sudan’s proven oil reserves
and about 90 % of Sudan’s oil and total exports and about 50 % of Sudan’s
government revenues (see Sudan Central Bureau of Statistics, Central Bank of
Sudan and Sudan Ministry of Finance and National Economy). Mainly, the split of
the South Sudan means that the North Sudan has lost most of its oil reserves, lost
near to two thirds of the country’s total oil production of 500,000 barrels a day; this
implies the loss of the main source of State revenues. The declining State revenues
together with the increasing State expenditure led to a growing budget deficit. Other
economic implications are the scarcity of foreign currency, devaluation and loss of
near to half value of the Sudanese pound in 1 year that has led to fast rise in prices
and near to doubled annual inflation rate that hit almost 28.6 % in April 2012
compared to 16.5 % in April 2011, this implies that the inflation rate is near to
doubled during 1 year over the period April 2011 and April 2012 (see Fig. 2.20) (see
Sudan central bureau of statistics).” Moreover, the political and economic shock
implies the lack of political and economic stability, increasing uncertainty for
Sudan economy, increasing domestic and external imbalances, difficulties of sus-
taining macroeconomic stability, limitation on capital inflow and foreign invest-
ment and increasing the amount of external debt. The secession of South Sudan
resulted in 80 % decline in foreign currency earnings and a 35.6 % reduction in
budget revenue. Real GDP grew by 2.8 % in 2011, down from 5 % in 2010. This

52 See Sudan Federal Public Service Recruitment Board — Statistics and Research Administration
(2010).

33 See http://www.cbs.gov.sd/sites/default/files/Publications/April%20Bulletin.pdf: p. 7, accessed
June 03, 2012.
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Fig. 2.20 Inflation rates in Sudan (%) (April 2011-April 2012) (Source: Sudan Central Bureau of
Statistics  (2012):  http://www.cbs.gov.sd/sites/default/files/Publications/April%20Bulletin.pdf:
p- 7, Accessed June 3, 2012)

slowdown in growth is attributable to the loss of population and oil revenues and
GDP growth is estimated to decline further to 2 % in 2012.>* Deterioration in
overall balance of payment, as the balance of payment deficit increased by more
than 17 times from US$ 54.2 millions in 2010 to US$ 922.4 millions in 2011.%° This
implies that the economic situation in 2012 had not improved from 2011, and the
current economic crisis implies further pressure on the already limited government
budget and efforts to allocate more resources for enhancing skill development and
local technological capacity building. This implies the importance of implementing
sound policies to stabilize Sudan economy and allocate more resources for enhanc-
ing skill development and local technological capacity building.

2.6 Conclusions

This chapter explains the general political context and socioeconomic characteristics
of Sudan and strategic problems for development in the country, and discusses the
impact of oil and the opportunities and challenges for enhancing economic develop-
ment in Sudan, as well as discussing the strategic problems facing the labour market
in Sudan and highlighting the need for skill upgrading and development.

In Sect. 2.2 we started by explaining the general socio-economic characteristics
of Sudan’s economy. In Sect. 2.3 we then provided a comprehensive analysis using
the most recent secondary data, with a view to clarifying the positive and negative
effects of oil on Sudan’s economic development. We have provided a historical
background about the structure of oil investment in Sudan, looking in particular at
China’s role therein, and explained how oil has created various positive effects and
opportunities for development in Sudan. These include the impact of oil in satisfying

54 See www.africaneconomicoutlook.org/countries/east-africa/sudan/, accessed June 03, 2012.

35 See the Economic Review June 2012 — Statistical Department — Central Bank of Sudan — Issue
No. 06/2012, p. 3.
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domestic demand and achievement of self-sufficiency, increasing government
resources, revenues and spending, economic growth (GDP growth and composi-
tion), foreign trade (volume and structure of exports), balance of trade, balance of
payment, FDI and social development in Sudan. We then illustrated the negative
impact of oil and the challenges of development in Sudan. These include the
volatility and risk of dependence on highly fluctuating oil prices in the international
market, unsustainable oil revenues, the lack of diversification, Dutch Disease and the
challenges of potential future Sudan-Southern Sudan conflict. Our results in
Sect. 2.2 support the stylised fact that oil has had a mixed positive—negative impact
on Sudanese economy, arguing that oil is an important resource, particularly in
satisfying domestic consumption and the achievement of self-sufficiency by increas-
ing government and public revenues. Although oil has helped to improve economic
performance in the country, we find that the recent dependence on oil may spark
other problems because it is an exhaustible resource and because instability of oil
prices in the international market tend to produce uncertainty in domestic growth.
Moreover, the increasing dependence on oil raises the possibilities of the Dutch
Disease phenomenon and a lack of diversification, which may aggravate challenges
linked to the division of the country and the potential for conflict with newly
independent Southern Sudan. Therefore the major policy implication from our
findings is that the fulfilment of long run sustainable growth and development
strategies in Sudan requires various sources of growth, including revitalising and
enhancing non-oil exports, notably traditional agricultural exports.

In Sect. 2.4 we explain several stylised facts on the labour market. First we
explain the relation between the structure of the labour market and the demographic
structure, participation rates and economic activities. Second, we show the relation
between the structure of labour market and the low skill level and brain drain
problems and finally we examine the relation between the structure of the labour
market and the unemployment and youth unemployment problems in Sudan. We
show that the differences in the structure and distribution of the total population
defined by age, gender and mode of living have several important implications in
the structure of labour market; notably, we find that the labour force, participation
rates, economic activities, skill level, employment rates and unemployment rates
for men are higher than women, and for rural are higher than urban areas in Sudan.

Different from the several studies in the Sudanese literature we examine in detail
four stylised facts on the unemployment problem in Sudan including the presence
of several types of unemployment; the interpretation of unemployment crisis in
Sudan from two different endogenous and exogenous perspectives due to endoge-
nous and exogenous causes; the high incidence of unemployment among youth
population and the large mismatch between educational qualifications — supply —
and labour market requirement — demand. Moreover, one advantage of our analysis
is that we explain these stylised facts using new data on population, employment
and unemployment based on Sudan Central Bureau of Statistics (2010): Fifth Sudan
Population and Housing Census 2008.

The major policy implication from our findings indicate that the unemployment
crisis is related or linked to the endogenous and exogenous causes explained above,
therefore reducing unemployment and enhancement of employment creation are
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most probably related or linked to several important factors and so policies inter-
vention should deal with these endogenous and exogenous reasons or causes. The
solution to the unemployment problem in Sudan not only includes the role of the
government and public sector, but also essential roles for the private sector and non-
governmental organisations as well as civil society. This implies that the possible
policy interventions for reducing unemployment and enhancing employment
include increasing employment opportunities in the public and private sectors,
improvement of work conditions, employment policies, regulations and legislations,
improvement of the federal public recruitment board and improvement of the quality
of educational policies to enhance the consistency between the educational
attainments and educational requirements in the labour market. One major policy
implication from our results implies that an increase in unemployment rates is
positively and significantly correlated to an increase in inflation rates over the period
2000-2008, and so macroeconomic policies aimed at targeting reducing inflation
rates would also contribute to reduce unemployment rates. Therefore, macroeco-
nomic policies should be used to reduce inflation in order to reduce unemployment
in Sudan. Other policies include: reducing the use of foreign workers and the influx
of foreign refuges; reducing internal migration by avoiding civil war and conflict and
solving political problems and achieving political stabilization; ensuring equity and
fairness in the labour market; attracting foreign capital for the creation of new
employment opportunities for domestic and local workers and upgrading skill
levels; creating more job opportunities for the poor by enhancing small and medium
scale enterprises and provide unemployment insurance; enhancing small and family
projects; implementing balanced development strategies and improving work
conditions and availability of infrastructure and offering incentives to encourage
work in the remote states; and finally use of oil revenues to create more and new
employment opportunities for domestic workers in Sudan. It is important to realise
that the unemployment crisis cannot be managed in a sustainable way through
increased employment in an already inflated public sector; productive employment
must be generated mostly in the private sector. Dealing with the unemployment
crisis and meeting the poverty alleviation challenge requires action in wide-ranging
areas of structural reforms to improve the business environment, encourage private
sector investment, stimulate productivity growth and enhance efficiency. The imple-
mentation of plans simultaneously targeting reducing unemployment and poverty,
for instance, provision of more employment opportunities and poverty alleviation,
are related to improving infrastructure and facilities of value to the whole society,
using labour-intensive methods or schemes to generate employment for large num-
bers of poor people as well as mobilising small, informal enterprises where many of
the poorest workers are concentrated. These strategies are expected to also lead to
sustainable job creation and therefore poverty alleviation.

Our findings in this Chapter support our first hypothesis in Chap. 1 that Sudan
needs to promote local skills and local technologies in order to implement the
five strategies of reducing poverty; achieving economic diversification; reducing
unemployment and restructuring the labour market; building local technological
capacity and achieving long-term stabilised, sustainable and balanced economic
growth and development.
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