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Executive Summary

1. The Diagnostic Trade Integration Study (DTIS) Update identifies priority
Actions in support of the Government of Sudan (GOS) commitment to increase trade
and diversify the economy. The current study builds on the earlier 2008 DTIS by
identifying the major factors holding back increasing agricultural exports and economic
diversification. The report identifies a package of measures that will support Sudan to more
effectively realize its economic potential.

2. Reducing the large economic imbalances along with the misalignment of the
exchange rate is required for building competitiveness and increasing domestic and
foreign investment. Despite implementing a number of significant and difficult reforms
Sudan continues to experience a large deficit that is being met by short term borrowing. The
resulting pressure to raise government revenue has constrained much needed reforms
aimed at reducing tariffs and para tariffs. Given the serious fiscal constraints tariff reform
must take into account the revenue implications and aim, in the short term, to be revenue
neutral.

3. High tariffs and other trade taxes on imports create incentives to produce for
the domestic market and actively discriminate against exporters and potential
exporters. Enabling exporters and potential exporters to obtain their inputs at internationally
competitive prices will stimulate investment and growth and encourage diversification.
Reducing trade costs and increasing trade represent the most powerful policy package
available to the GOS for reducing poverty and placing Sudan on the path to meeting the
MDG and advancing to middle income status. Outward oriented development is a necessary
condition for countries that have achieved middle income status.

4, The imposition of financial and trade sanctions against Sudan has an adverse
impact on the economy, but the extent of the full effect needs to be more carefully
studied. The sanctions impact particularly on access to finance in foreign currency and the
sourcing of inputs and replacement technical parts. For example, the Sudan Railway
Corporation has explicit problems in maintaining their locomotive fleet. In customs, there are
indications that important technical infrastructure and resources (e.g. scanners) are not
being used to their full potential because of on-going support and maintenance issues. In
tourism, sanctions block access to tourism technology and the use of international credit
cards. But the real impact is not known. For instance, it is not entirely clear whether the fact
that Sudan’s non-oil exports are concentrated in only a small number of markets is a
consequence of sanctions against the country. In fact, Sudan is even isolated (in terms of
trade flows) within Africa, where sanctions do not apply. However, sanctions have
exacerbated the isolation through increasing the difficulty to settle cross-border payments,
which affects trade with all partners.

5. Successfully encouraging exporters requires the GOS to implement a package
of (difficult) reforms that lower the barriers to trade through reducing trade taxation,
simplify border and regulatory policies, and improving transport and logistics.

6. Trade policy should be revised to simplify the tariff schedule, reducing the
proportion of peak tariffs, and adopting a transparent and well publicized policy on
eligibility for duty rebates. The tariff schedule is characterized by a high proportion of
peaks (15 percent and above), discriminatory excise duties and a Development Tax of 13
percent which is a para-tariff. A comprehensive tax reform strategy that reduces reliance on
trade taxation and promotes growth and investment should be revenue neutral and in many
cases will results in increased government revenue.
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7. There is a need to simplify and streamline border and regulatory policies.
Sudan imposes many Non-Tariff Measures (NTMs) which increase the price of imports and
the ex-factory price of Sudanese products. Many of these result from the high proportion of
products which are required to be tested for mandatory standards. The testing frequently
duplicates tests already carried out by qualified laboratories in the country of origin.
Reducing the number of mandatory standards and replacing them with voluntary standards
should be a priority.

8. Continue to modernize customs clearance procedures. Multiple border agencies
undertaking duplicative and redundant checking and repeated requests for the same
information all serve to increase costs and reduce competitiveness. Prioritizing the
establishment of a National Trade Portal will bring together all the information and forms
required for moving goods across borders. It is a proven technique for reducing red tape
and increasing transparency. Increased transparency regarding the correct application of
trade policies and administrative procedures would increase the predictability of trade costs
and transit times, making it easier for companies to integrate into regional and global value
chains.

9. Sudan needs to reduce the price of transport and improve the quality of
logistics services. In the short term improvements in road transport will bring the highest
returns. Priority actions include ensuring 24/7 access to the dry port of Khartoum through
either relocation or constructing a by-pass. Further investment in infrastructure along the
Port Sudan-Khartoum route would increase safety and reduce delays. Modernizing the
regulatory framework for logistics services will facilitate increased reliability and reduce
transport prices.

10. Reducing trade costs through tariff reform, increasing border efficiency,
eliminating non-tariff barriers and lower transport costs will encourage investment
and growth throughout the economy. The DTIS identifies trade related constraints to
growth in agriculture and the services sector with specific reference to professional services
and tourism. Throughout the DTIS focuses on identifying policy and regulatory measures
that will assist with realizing the potential for growth.

11. High input costs, inefficient marketing and transport networks and regulatory
restrictions all contribute to the observed low productivity in agriculture and
underperformance of a key sector. Sudan has the potential to be a major producer and
exporter of agricultural products to their neighbors, traditional trading partners in the Middle
East and globally. Despite the potential and recent positive growth the sector continues to
underperform. Recent positive reforms in the policy environment, including the removal of
the Gum Arabic Commodity Council monopoly, increasing the role of the private sector,
privatizing previously state owned companies, and removing duties on agricultural inputs are
all delivering results. The DTIS Update highlights three areas where further reforms will
reduce trade costs. These include streamlining the procedures for the registration of seeds
and other agricultural inputs, removing the uncertainty over export licenses for staple crops
(specifically sorghum), and improving productivity in the livestock sector.

12. Ensuring access to a wide range of services from the backbone services of
transport, electricity and communications to professional services is a key
determinant in international competitiveness and efficiency. The report identifies the
constraints to the development of professional services, noting how restrictive regulations in
conjunction with a lack of regional cooperation are holding back the development of the
national market for professionals with adverse effects for competitiveness. The Action Matrix
recommends targeting major regulatory constraints such as easing entry requirements,
eliminating dis-proportionate restrictions that limit competition, establishing transparent
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procurement procedures, and reviewing non-transparent licensing procedures. Undertaking
regulatory audits in all examined professional service sectors would be important to identify
specific areas where reforms could be fast-tracked in the context of the COMESA, and
Tripartite FTA (EAC, COMESA and SADC) services dialogues. Expanding the growth of the
professional services sector and enabling access by small and medium size firms will
increase their productivity.

13. Sudan has the opportunity to deliver significant growth in the tourist sector
however realizing this requires both supply and demand side measures. The GOS
recognizes the potential of tourism to contribute to development and specifically requested
the DTIS Update to identify what is required to increase demand. In the short run it is
recommended that the Government of Sudan sends a positive signal that it is open for
tourism by reforming the Visa regime, lifting in-country bureaucratic procedures and updating
the National Tourism Plan. A comprehensive development strategy will take several years to
evolve and requires improvements in policy and planning, human resource development,
transport access, and product development and marketing. The recently updated National
Tourism Plan addresses these issues and provides a useful road map for raising the profile
of the sector and mobilizing resources for implementation.

14. Learning from the past experience of many similar studies, this DTIS Update
presents a focused and prioritized updated Action Matrix that can guide policy
making going forward. Lessons from earlier DTIS throughout the world show that
developing a long list of constraints and barriers to development detracts from framing
priorities and mobilizing the necessary inter-agency and diverse stakeholder commitment to
reform required to effect change. Focusing on national level policy issues in need of strong
political support and broad stakeholder engagement, the authors hope the prioritized policy
matrix with key activities will serve as an effective basis for dialogue among the various
government ministries, business and civil society and also in the dialogue with development
partners. Addressing the limited and focused priority activities will have a significant impact
and should be achievable with strong leadership of the Ministry of Trade, and with high-level
support from the Ministry of Finance and the Office of the President, strong linkages with
other strategies such as the I-PRSP and the macroeconomic reform strategy, and strong
support from development partners.

15. The DTIS Update presents an updated Action Matrix which summarizes the
recommended policy reforms. This matrix was validated with a wide variety of
stakeholders in Khartoum in September 2014. The action points will all contribute to
reducing trade costs which are necessary for enabling Sudanese enterprises and farmers to
compete more successfully in regional and global markets and realize the GOS objectives of
expanding and diversifying exports for increased economic growth. The recommendations
accept that any changes in tariff schedules should ensure they are ‘revenue neutral’ given
the existing challenging fiscal situation.



DTIS Update - Proposed Action Matrix

Identified Action(s) Responsibility Monitoring Indicator Difficulty / Payoff
Constraint
| Trade Policy
Not a member of | ¢ Continue with and expedite the ongoing | Ministry of Trade e Working Party Meeting | High/High
the World Trade WTO Accession Process Convened during 2015
Organization
(WTO)
Intern_ational e Undertake study to assess the C_entral Bank, Ministry of e Study Finalized (by July Medium/High
sanctions economic impact of financial sanctions | Finance 2015)
restricting market and restrictions on sourcing and market
access and
: . : access
financial services
Tariff and tax e Undertake study to evaluate the Ministry of Finance e Study on Revenue High /High

policy on imports
discriminates
against exporters
and potential
exporters

revenue impact of reducing tariff peaks,
removing development tax and
eliminating import specific Excise taxes

Impact finalized (by July
2015)

Comment: Necessary
given the serious fiscal
constraints

Complex and non- | ¢  Adopt and publicize a clearly defined Ministry of Trade/Ministry | ¢  Tariff Policy published High/High
transparent trade policy on tariff exemptions, duty of Finance/Customs (by July 2015)
policies preferences and restricted products Authority/
e Abolish export license requirements — e Regulations removing
except for cultural/archaeological Export Licenses issued
products by end 2015 (in 2015)
Existence of Non- | o Develop and adopt procedures for Ministry of Trade, Ministry | ¢ Government policy Medium/High

Tariff Barriers
(NTB)

introducing new regulations —based on
OECD Regulatory Best Practice
Principles by end of 2015

Audit existing regulations to identify
redundant and outdated procedures
and requirements by end of 2015

of Agriculture and
Irrigation, Ministry of
Livestock and Fisheries,
Ministry of Health, SSMO

statement published
listing the processes
required for all new
regulations

e Audit of existing
regulations completed
and outdated
regulations abolished

Comment: First step is
to prevent new Non-
Tariff Measures to be
introduced




Identified
Constraint

Action(s)

Responsibility

Monitoring Indicator

Difficulty / Payoff

Use the Regulatory Audit to reform
existing regulations (2016 onwards)

e Regulatory Audit Unit
established

National Quality
Infrastructure
(NQI) imposes
unnecessary trade
costs

Prepare and adopt a National Quality
Plan before end of 2015

Reduce the number of mandatory
inspections/tests through implementing
the WTO TBT Code of Good Practice
by the end of 2015

Agree the principle of adopting
international standards as Sudanese
National Standards wherever possible
Eliminate testing for those with
certificates from internationally
accredited conformity assessment
bodies by introducing risk analysis on
such shipments by end 2015

Improve capacity to undertake post
market surveillance of legal weights and
measures for consumer protection by
end 2015

Remove the requirement to hold an
Export Quality Permit by June 2015

SSMO and Ministry of
Trade

¢ National Quality Plan
produced

e Code of Good Practice
Adopted,

e Published the
mandatory standards
changed to voluntary
standards

e SSMO Directive issued
accepting certificates
from international
accredited bodies

e SSMO begin reporting
on post market
surveillance activities

¢ Notification of removal
of requirement for EQP

Medium/High

Comment: Need to
address SSMO
revenue and safety
concerns




Identified
Constraint

Action(s)

Responsibility

Monitoring Indicator

Difficulty / Payoff

Il Customs, and Trade Logistics

Multiple Border
Agencies result in
multiple checks
and a high level of

Adopt improved coordination /
cooperation mechanisms (establish a
‘lead’ agency) to ensure integrated
border management, reducing the need

Customs Authority/All
Agencies at the Border

Progress report on One
Stop Services and
implementation of NSW
published

High/Medium

Comment: Requires
multi agency

physical f o . coordination
inspections or phyS|caI_ m_spectlons. .
contributes to e Improve existing One Stop Service and
delays continue implementing the National

Single Window
Difficulty in e Introduce a National Trade Portal that Customs Authority/Ministry Project for NTP finalized | Medium/Medium
obtaining would contain all legally binding of Finance/Ministry of and funding secured Comment: Maybe an

information on
trade rules and

information on trade procedures, easily
accessible to the public (to be

Trade

area of increased
donor interest to

regulations implemented by June 2016) finance
Outdated e Update and enhance the earlier custom | Customs Authority Updated Modernization | Medium/Medium
comprehensive modernization strategy Strategy finalized and
customs published
modernization
strategy
Inefficient clearing | ¢  Revise requirements for obtaining a Ministry of Trade/Ministry Licensing of Agents High/High
agents clearing agent license of Finance/Customs revised
e Introduce standards to ensure Authority Standards for clearing
competence and integrity - these should agents published
be publicized
e Allow self-clearing by importers in Regulation allowing self-
conformity with international clearing published
agreements (introduced by June 2015)
Incomplete e Revise regulations for trucking and Ministry of Transport Regulations Revised High/High
regulatory forwarding business on licensing, (LTU)/Union of Chamber and Published

framework for
logistics service
providers

business registration at the Ministry of
Transport, scope of activities, and entry
of foreign operators

of Transportation/Private
Sector

Standard Trading




Identified
Constraint

Action(s)

Responsibility

Monitoring Indicator

Difficulty / Payoff

Develop standard trading conditions to
clarify operational liability

Conditions drafted and
published

Inefficient rail e Expedite implementation of agreed Sudan Railways Annual Report High/High
network on the Business Plan and improve the Corporation published of SRC

Port Sudan- availability and reliability of rolling stock covering implementation

Khartoum Corridor of business plan

Access restrictions | ¢  Decide to build a by-pass to Soba Dry Ministry of Announcement High/High

to Soba Dry Port Port or to develop a new dry port north | Transport/Sudan Railways published of Ministry of

cause delays and of Khartoum Corporation/City of Transport

increase costs Khartoum

Absence of e Develop a comprehensive logistics Ministry of Logistics Strategy Medium/Medium
coherent logistics strategy (by June 2015) and strengthen | Transport/Transport drafted and published

strategy increases
duplication and
infrastructure
development costs

capacity in the Ministry of Transport to
implement the National Transport
Master Plan

Sector Corporations/
Customs Authority

Project funded to
support capacity
strengthening of
Ministry of Transport

Large variationsin | e  Improve coordination between port Ministry of Transport/Port Time-Release Study High/Medium
dwell ime terminal operations, regulatory controls | Sudan/Customs Authority conducted and data on
between different and removal processes for cargo (by dwell times published
users at Port December 2015)
Sudan .

e Conduct a time-release study and

publish the results

[l Agriculture

Multiple taxes and | e«  Conduct value chain studies on 2-3 Ministry of Agriculture & Value Chain Reports High/High

fees on agricultural
commodities

selected commodities to identify all the
taxes and charges levied by the Federal
Government, States, and Regulatory
Agencies and commit to repeal those
not based on a service (by end 2015)

Irrigation/ Ministry of
Livestock/ State
Governments

finalized

Comment: Complex as
State Governments
face severe funding
constraints

Lack of awareness
and institutional

Establish a functioning SPS Enquiry
Point and strengthen SPS capacity to

Ministry of Agriculture &
Irrigation/ Ministry of

SPS Enquiry Point
Established

Medium/Medium
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Identified Action(s) Responsibility Monitoring Indicator Difficulty / Payoff
Constraint

weaknesses in support increasing agricultural exports. | Livestock in partnership e Project for

meeting SPS Leverage the recently approved STDF | with a private firm or strengthening SPS

requirements in
export markets for
livestock and

Project Preparation Grant
Support information system to
disseminate quality standards with all

NGO/SSMO/Sudan Trade
Point/ Ministry of Trade

capacity designed and
implemented
e SPS Quality Standards

crops standards published on the internet by available on line by

December 2015 December 2015
Complex e Review the process for approving Ministry of Agriculture & e Report on procedures High/High
Regulations agricultural inputs for distribution in Irrigation/Ministry of for importing and

governing access
to agricultural
inputs
(seeds/fertilizer)

Sudan (report published by June 2015)
Streamline procedures for processing of
plant material documentation (number
of agencies reduced from four to one by
end 2015)

Develop plant variety protection in
conformity with the UPOV (1991)
Convention (by 2016)

Livestock/National Seed
Administration/National
Pesticides Council/SSMO

distributing agricultural
inputs finalized

o New procedures for
processing plant
material documentation
published

e Conformity of Sudan
procedures with UPOV
Convention validated

Comment: Complex as
multiple agencies
involved

IV Professional Services

Non-transparent
procurement
procedures,
lengthy and
burdensome
licensing
/accreditation
procedures, and
competition issues

Fast-track regulatory audits in all
examined professional service sectors
completed by June 2015

Expedite reforms in the context of the
COMESA, and Tripartite services
dialogue

Ministry of
Trade/Professional
Associations/Employers’
Association

e Report back on
consultations regarding
the status of regulatory
audits in accounting,
engineering,
architectural and legal
services listing specific
items for action by
March 2015.

e Report back on
consultations regarding
specific barriers to be

High/High

Comment: Difficult as
need to open
protected sectors to
competition when at
the same time
Professional
Associations influence
the regulations




Identified
Constraint

Action(s)

Responsibility

Monitoring Indicator

Difficulty / Payoff

addressed as part of the
regional trade
negotiations by end of
2014.

V Tourism

Infrastructure and
policy environment
not conducive to
tourism

Streamline in-country registration
procedures through one-stop shop by
June 2015

Strengthen statistics collection efforts
and publish results by December 2015
Allow visas on arrival for select source
countries (begin roll out by January
2015)

Reinforce regulations for cultural
preservation and environmental
protection (by 2017)

Begin implementing the recently
approved national tourism plan

Ministry of Tourism,
Antiquities and Wildlife

In-country registration
procedures eliminated
by June 2015
Electronic registration
system (ERS) of tourists
at airport established by
March 2015

First set of data
collected through ERS
published by June-
September 2015
Number of countries
whose nationals are
eligible for visa on
arrival increases by
agreed number every 6
months

Progress reports on
implementation of the
national tourism plan
published every 6
months

Medium/Medium




Chapter 1: Introduction

1. The Diagnostic Trade Integration Study (DTIS) Update identifies the trade
related constraints holding back Sudan from diversifying and augmenting both
regional and global trade. The reduction in oil and petroleum exports following the
secession of South Sudan has provided additional impetus to expanding agricultural
production and diversifying export revenues. The Update takes stock of the progress in
implementing the priority recommendations from the earlier 2008 DTIS study (specifically the
Action Matrix agreed at the Stakeholder Meeting) and focuses on identifying and quantifying
the trade costs constraining Sudan’s competitiveness with regional and international markets
as the basis for developing a streamlined and updated Action Matrix.

2. Through the Three Year Emergency Program for 2012-2014 the Government of
Sudan (GOS) has prioritized the maintenance of fiscal and external stability with the
aim of increasing the growth rate, creating jobs and reducing poverty. The Interim
Poverty Reduction Strategy and the recent Five Year Development Plan (2012-2016)
commit to private sector development, strengthening Sudan’s trade capacity and
mainstreaming trade. The commitment to ensuring macroeconomic stability and improving
the business enabling environment are necessary elements for a trade led growth strategy.
Increasing investment in internationally competitive value-added activities also requires a
reduction in trade costs. The DTIS Update identifies and quantifies specific trade costs that
determine the availability and price of inputs and the ability of producers to compete in
regional and international markets. The report focuses on tariff policies, regulatory issues
impacting on trade, trade facilitation, transport and logistics and policies affecting agricultural
trade and trade in services with a focus on tourism and professional services.

3. While infrastructure constraints remain a critical issue for Sudan and need to
be supported it is also necessary to focus on the ‘soft infrastructure’. Recognizing that
the Enhanced Integrated Framework and the Diagnostic Trade Integration Studies (including
the 2008 DTIS for Sudan) have not been effective in addressing many of the broader issues
requiring large-scale physical investments, this DTIS update focused on specific trade
related policy and regulatory issues within the mandate and policy space of the Ministry of
Trade and the National Implementation Unit.

4, This section provides a short introductory overview of the key themes
contained in the main report. Chapter 2 outlines the current macroeconomic position and
the level of trade openness, and summarizes the status of the business enabling
environment. The chapter draws out the linkages between the Emergency Program, the
Interim Poverty Reduction Strategy Program (I-PRSP) and the Five Year Development Plan
and highlights the importance of using trade as a growth strategy. Finally, the chapter
summarizes the progress made in implementing the recommendations from the 2008 Action
Matrix.

5. Chapter 3 describes Sudan’s recent trade developments and challenges
highlighting the narrow commodity composition and market concentration of the non-
oil exports. A detailed review of the existing tariff schedules and other border taxes serves
to highlight the high levels of trade protection which results in significant anti-export bias.
Increasing export growth and diversifying the production base will require a more neutral
trade policy that will enable exporters and potential exporters to be able to source their
inputs at internationally competitive prices. A neutral trade policy will consider the interests of
Sudanese consumers and not simply prioritize import competing industries or large
exporters. Sudan’s existing policy creates incentives to produce (inefficiently) for the
domestic market as firms and producers are able to recover the high costs of their
intermediate inputs and services through increasing the price of the final product. The
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number of tariff peaks should be reduced, discriminatory excises abolished and as the fiscal
situation permits remove the Development Tax. Finally the report outlines the key
characteristics of exporting firms using a detailed database of exporters. This shows that
exports are concentrated in a small number of product categories across a relatively small
number of firms.

6. Chapters 4-6 focus on the administration of trade and looks at a range of
regulatory issues that impact on trade costs and competitiveness. There are separate
chapters on the Customs Authority, logistics and transport costs and the National Quality
Infrastructure (NQI). In addition to the import tariffs and para-tariffs, firms are faced with an
array of non-tariff barriers including the requirement for import permits for many industrial
and agricultural products (which was imposed in 2010), strict licensing requirements for
seeds, fertilizer and other agricultural inputs, which all contribute to increase costs, reduce
choice and delay the adoption of new technology.

7. The high cost of obtaining inputs, transport costs, and the imposition of
multiple State taxes on livestock and other commodities all contribute to depressing
productivity and hold Sudan back from diversifying its productive base. Manufacturing
is dominated by a relatively small number of large established companies serving the
domestic market. Small and medium scale enterprises account for the majority of firms,
although employing less than one third of total production. All these firms produce for the
local market as they are not internationally competitive.

8. Efficient and predictable border clearances are essential. The Sudan General
Customs Administration (GCA) has made good progress since the last DTIS in removing
many of the multiple fees and charges and in modernizing the Customs legislation. However,
many serious challenges remain as 95 percent of shipments are subjected to physical
inspection. Introducing a comprehensive customs valuation, risk assessment, advance
declaration and the Authorized Economic Operator facility should be priorities. It is also
necessary to streamline the roles of the multiple agencies operating at the border to
eliminate duplicative checks. The DTIS recommends developing a detailed Customs
Modernization Strategy. Establishing a Trade Portal containing all the forms, procedures,
and charges required for importing and exporting should be a priority, along with continuing
with the existing commitment to Integrate Border Management processes. The trade portal
should be designed to serve all traders —large and small.

9. Ensuring efficient and reliable transport routes networks throughout the
country is critical for increasing welfare as lower transit costs will widen the market
within Sudan while also increasing exports. Sudan is geographically large with travel
distances of 1,500km required for livestock produced in the Western States of Kordofan and
Darfur. Sudan has a relatively low density of transport infrastructure with one major trade
gateway. Chapter 5 outlines the major issues determining the different modes of transport
and the quality of logistics services.

10. Chapter 6 assesses the existing National Quality Infrastructure and makes
recommendations for ensuring technical regulations are implemented in the least
trade restrictive manner. Product safety is important and the Sudan Standards and
Metrology Organization (SSMO) has a vital role to play in ensuring non-conforming products
and illegal counterfeits which post health risks to consumers are not distributed within
Sudan. All too often regulations aimed at ensuring consumer safety function as non-tariff
barriers. Currently the SSMO required the retesting of many imported products that have
already satisfied equivalent safety requirements. This imposes additional costs, creates
uncertainty over delivery and approval times and diverts scarce resources away from
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targeting high risk products and faulty weigh scales which cheats smallholders. Furthermore
the number of mandatory standards (technical regulations) should be reduced and limited to
those that have the potential to harm consumers.

11. Chapter 7 looks in more depth at the recent performance of the agricultural
sector which contributes about 30 percent of GDP and provides employment to
almost 60 percent of the population. Agriculture is characterized by very low productivity
in both arable and livestock farming. A commitment to self-sufficiency and the frequent use
of temporary export bans on staple (sorghum) exports, onerous procedures regulating
agricultural inputs (seeds, pesticides etc.), weak extension services resulting in unmet
demand for veterinary services (with consequent increased losses due to disease), and the
imposition of multiple taxes and charges at the State level all work to undermine the
competitiveness of the agricultural sector.

12. Chapter 8 addresses the important issues of trade in services through
focusing on professional services such as engineering, accounting and law. Access to
high quality professional services is essential for reducing the costs of doing business and
increasing international competitiveness. The survey of users of professional services found
those using accounting, architectural and legal services had significantly higher productivity.
The report recommends reducing explicit trade barriers that limit the movement of natural
person and the commercial presence of professional services.

13. Finally, Chapter 9 looks in depth at the opportunities for growing the tourism
sector in Sudan and identifies the constraints to growth. The rich cultural history and
scenic attractiveness of Sudan provides ample evidence of the potential for tourism,
however, realizing this potential will require a number of serious challenges to be addressed.
The report classifies the challenges into five broad categories: planning and policy, human
resource development, image and marketing, product development and connectivity. In the
short term the DTIS recommends the Government send a clear signal that Sudan is open for
tourism through easing the visa and regulatory requirements for tourists, developing a
marketing strategy and developing the new national tourism plan into an action plan.
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Chapter 2: Macroeconomic Overview and Business Enabling
Environment

Macroeconomic Overview

14, Sudan is a country of great potential— but largely unrealized. Sudan holds the
potential to be a regional economic powerhouse. The largest economy in the greater eastern
Africa region, it has abundant fertile lands and livestock, a reasonable manufacturing base,
and a strategic market location at the crossroads of sub-Saharan Africa and the Middle East.
Oil discovery and export in the last decade fuelled unprecedented growth (GDP grew more
than six-fold from US$10 billion in 1999 to US$65 billion in 2010). However, much of this
potential has not been realized due to long-running conflict and governance challenges; and
the gains of the last growth decade have not advanced productive public investment that
contributes to poverty reduction, or been widely shared.

15. Sudan had a period of one decade where it benefited from extensive
discoveries of natural wealth through oil. At the same time the country had clear
symptoms of Dutch Disease and agriculture suffered badly during that time. Over the
past decade oil exports fuelled rapid economic growth with Sudan more than doubling in size
between 2000 and 2010 and per capita income grew by more than 60 percent. As oil
production and commodity prices rose through 2004-2007 the largely government owned
and managed oil sector experienced massive increases in revenue. This enabled large
investments in physical and social infrastructure and encouraged large scale inward
investment in the oil sector and related activities. The growing dominance of the public
sector as the growth driver based on oil revenues is highlighted by its rapidly increasing
share of GDP, from 6 percent in 1999 to account for 40 percent in 2008. This is illustrated in
Figure 1 shown above.

Figure 1: Sudan’s Growth: Contribution of the Public and Private Sector 1998-2008

Share of GDP (in %) Contribution to GDP growth (in %)
100 | 5
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—®— Private sector —x — Public sector
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20 - x—~x\x/
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Note: The public sector GDP is calculated as the sum of public consumption, public investment and
oil exports, net of import by the public sector. In the absence of reliable data on public sector imports
the ratio of public to private consumption was used to estimate their relative size of imports.

Source: page 4, Sudan: Towards Sustainable and Broad Based Growth, World Bank, Report No.
52512-SD, December 2009.

16. With the secession of South Sudan the country lost three quarters of oil
reserves in July 2011. As a result, the secession significantly deteriorated the economic
situation in Sudan. Post-secession Sudan produced 38 million barrels of oil in 2012, down
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from 169 million barrels produced in 2010 by pre-secession Sudan. The oil sector accounted
for 4.2 percent of GDP in 2012, falling from 15.6 percent in 2010. Oil accounted for 28.1
percent of total revenues in 2012, declining from 61.3 percent in 2010; the importance of oil
in overall exports also fell dramatically from 86.5 percent in 2010 to 38.9 percent of total
exports in 2012. The budget balance deteriorated considerably, registering a deficit of 3.8
percent of GDP in 2012 from a surplus of 0.3 percent in 2010. Inflation (end of period)
skyrocketed from 15.4 percent in 2010 to 44.4 percent in 2012, driven by a vicious circle of
weakening local currency in the parallel market, caused by the monetization of the budget
deficit.

17. The economic repercussions from the secession of South Sudan are dramatic
and continue to unfold. The 2012 economic growth rate was negative with 2.6 percent.
Two factors drove this decline: On the one hand, oil GDP shrank by 62.4 percent due to
heightened tensions and following suspension of oil production in South Sudan in 2012 and
on the other hand, non-oil GDP growth also declined from 6.0 percent in 2011 to 4.6 percent
in 2012 (Figure 2.1).

18. The 2012 deceleration in the non-oil economic activity is explained by an
economy-wide slowdown in production (Figure 2.2). Agriculture, which accounts for 28
percent of non-oil GDP, experienced a markedly lower growth rate in 2012 of 2.3 percent,
compared to 4.2 percent in 2011. Declining crop production growth from 6.2 percent to 1.8
percent played a major role in this (Figure 2.3). Services, which account for half of non-oil
GDP also showed a slower growth rate in 2012 (3.2 percent) and was a third lower than the
2011 rate of 4.8 percent.

19. 2013 saw a modest recovery — but once again this resulted from the
resumption of oil flows. Annual GDP growth in 2013 reached 3.2 percent driven by a more
than 30 percent increase in oil GDP; at the same time, non-oil GDP only grew by 2 percent.
This was made possible through the signing of the implementation matrix of the agreement
with South Sudan in September 2012 that triggered new economic momentum. Oil flows
resumed in 2013 thereby providing Sudan with both income from oil infrastructure usage and
the agreed transitional financial assistance (TFA) from South Sudan.

20. On the domestic side private consumption can also resume its role as a driver
of the economy. The source of growth in Sudan has changed considerably after the
secession of South Sudan. Over the 2002 to 2011 period, thanks to abundant oil revenues,
the Sudanese economy was driven by public consumption and investment. The share of
private consumption was on average about 68 percent of GDP. In 2012, the share of private
consumption jumped to 81 percent of GDP, a similar level observed before oil revenues
contributed significantly to the budget (Figure 2.4).
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Figure 2: Economic Activity
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21. Annual inflation soared in 2012 and 2013. Since the peak of 47.9 percent in March
2013, inflation dropped slightly for about 6 months but reached the 40 percent mark again
towards the end of the year 2013 (Figure 3.1). The sharp and shortlived decline in 2013 had
been attributed to a fast decline in food price inflation and housing. But the package of
corrective measures in September 2013 reverted inflation, rising to 40.3 percent in October,
mostly attributed to reduced subsidies on petroleum products and food staples.

22. Although the pace of food inflation decelerated somewhat in mid-2013, the
level of food prices remained at a historically high level. The poor are those most
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negatively affected by high food prices, due to the high concentration of food consumption in
their basket and limited means to preserve the erosion of the value of their savings. The
price level of food stuff has almost doubled since March 2011 despite the government’s
consecutive policy measures to contain (Figure 3.3). Earlier measures undertaken by the
government still remain active, including cuts in import tariffs for wheat, flour, sugar and
capital goods, and releasing grain stocks of domestic reserves, tax cuts on selected food
products, and eased regulation on imports of milk and chicken. With the limited success of
these policy measures to maintain price stability, the high level of food prices add to the
already tight socioeconomic challenges of the poor and vulnerable, given high
unemployment, foreign exchange shortage and international isolation.

Figure 3: Inflation developments

1. Inflation (year-on-year)

2. Inflation, tradables and nontradables (y/y)
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23. The trade balance deteriorated significantly in 2012, registering a deficit of 5.5

percent of GDP in 2012 compared with a surplus of 4.1 percent of GDP in 2011 (Figure
4.1). Goods exports in 2012 declined by 53.2 percent (in U.S. dollars), its ratio to GDP falling
from 16.5 percent to 8.6 percent in 2011 and 2012, respectively. Contrarily, in 2012 goods
exports registered a modest increase of 2.6 percent, its ratio to GDP increasing from 12.4
percent to 14.1 percent in 2011 and 2012, respectively. Given net trade in services, net
income receipts and current transfers remained largely constant as a share to GDP the
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current account balance was primarily driven by the trade balance and registered a double-
digit deficit of 10.4 percent of GDP in 2012.

24, The deteriorating trade balance and the decline in goods exports is again
mostly attributed to significant loss from oil exports following the secession. Oll
exports significantly declined from the pre-secession level of 16.7 percent and 13.0 percent
of GDP in 2010 and 2011, respectively, to 3.3 percent in 2012. Oil exports are projected to
increase to 4.9 percent of GDP in 2013 thanks to the signing of the implementation of the
agreement with South Sudan in March 2013.

25. Non-oil exports grew by 32.6 percent in 2012, mostly attributed to gold exports.
Gold exports grew by 49.7 percent in 2012, exceeding the amount of oil exports for the first
time. In October 2012, Sudan began to export refined gold for the first time with the hope
that revenues from these exports would compensate for oil revenue losses resulting from the
South’s secession.

26. The modest growth in goods imports was driven by imports of petroleum
products and, to a lesser extent, of foodstuffs, growing by 43.1 percent and 8.5
percent, respectively. Imports of capital goods, on the contrary, shrunk by 6.4 percent,
reflecting a decline in public investment after the secession.

27. Given uncertainties over oil flows there is no alternative to reviving non-oil
economic activity in Sudan — trade can be a driver. Looking forward there is much
uncertainty over oil flows, which were so important in the 2013 recovery, with the conflict
newly erupting in South Sudan in December 2013. The impact of the conflict in the South on
economic activity and growth in Sudan is hard to quantify, but likely to be substantial.
Against this background, there is no alternative to reviving the non-oil economy. Trade can
be a vehicle to diversify.

28. The I-PRSP 2011-16, approved in April 2012 and launched in November along
with the ESP seeks to rapidly deliver more inclusive economic growth that will reduce
unemployment and poverty and achieve the Millennium Development Goals (MDGS).
The ESP focuses on restoring macroeconomic stability, improving the business enabling
environment and providing social protection for the most vulnerable as the economy
transitions to a higher growth path. The I|-PRSP is organized around four npillars:
strengthening governance and institutional capacity of the public sector; reintegration of
internally displaced persons and other displaced populations; developing human resources;
and promoting economic growth and employment creation. Under the fourth pillar the I-
PRSP emphasizes the necessity of increasing productivity and diversifying the economy
through supporting the private sector with a priority on agriculture, including livestock,
forestry and fisheries, manufacturing and services (p.50).
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Figure 4: External Sector
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Source: 4.1-2: IMF, 4.3-5: CBoS.

29. The I-PRSP aims over the next three years to develop more diversified
commercial agriculture, tourism, energy, and mining sectors, as well as infrastructure
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development. It prioritizes increasing exports as a key growth driver for creating jobs and
reducing poverty through advancing productivity. Reference is made to the challenges of
improving the business enabling environment to reduce both regulatory compliance and
trade costs. Specific challenges highlighted include high domestic transportation costs, lack
of market information and poor linkages along the value chain, low agricultural productivity,
weak logistics sector, lack of adherence to international standards and inadequate energy

supply.
Business Enabling Environment

30. The business environment in Sudan remains challenging. The 2014 Doing
Business (DB) report ranks Sudan 149 out of 189 economies and is ranked marginally lower
in comparison with some of its regional neighbors (Kenya 129, Uganda, 132, and Ethiopia at
125). Enabling Sudan to benefit more fully from the export and growth opportunities offered
by both the regional and global economy requires improving the business environment;
facilitating trade and regional integration within the Common Market for Eastern and
Southern Africa (COMESA) and the Greater Arab Free Trade Area (GAFTA); making credit
more available and affordable, especially to smallholders’; and addressing the skills gap.
Governance and accountability problems also need to be addressed. While the government
has made commendable efforts to stabilize the economy, putting the economy on the path to
sustainable inclusive growth requires reforming the incentive structure to encourage
increased private sector growth. Enhancing policy certainty and predictability requires the
reduction and removal of the legal and regulatory hurdles to business.

31. Since 2008 Sudan has experienced a slight deterioration in the business
enabling environment. All of the DB indicators experienced a relative decline in their
rankings®, with ‘Getting Credit' and ‘Starting a Business’ indicators experiencing significant
drops in comparison with other indicators. The secession of South Sudan in 2011 and the
cross-border tension resulting in the disruption of oil flows certainly influenced the changes
to the business environment in Sudan.

Figure 5: Doing Business Ranking for Sudan
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! The number of economies for DB reports varies from year to year; therefore, this drop in ranking
cannot be explained assertively due to the deterioration of the Sudanese business environment.
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Figure 6: Doing Business 2012 and 2014: Ease of Doing Business Ranking
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32. Sudan lags behind the comparators in getting credit and protecting investors,
resulting in the lower rank for the ease of doing business. Sudan ranked at 170 for
getting credit and 157 for protecting investors in the DB2014. When it comes to starting
business, Sudan’s performance is similar to the comparator countries. Sudan ranked at 131
for starting business while Kenya was at 134 and Ethiopia at 166, respectively. The
difficulties to run business in Sudan lie more in the lack of support to investors and business
people than administrative procedure. The strength of investor protection index is relatively
low at 3.3 out of 10 in DB2014.

Figure 7: Starting a business in Sudan and comparators in Doing Business 2014
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Figure 8: Doing Business 2014: Ranking by component
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Tax regime

33. Compared to other indicators of doing business, tax regime in Sudan is
relatively favorable to enterprises. Since the previous DTIS was prepared, the new tax
law has reduced the tax burden on business by reducing the corporate tax rate by an
average of 15 percent, and the capital gains tax by an average of 5 percent. Moreover, the
tax on labor has been abolished®.Corporate tax rates in Sudan differ, depending on the
business activities of the company® which effectively discriminates against the sectors with
the relatively higher tax rates and distorts the allocation of investment.

Figure 9: Profit Tax (%) in Doing Business 2014
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34. The standard Value Added Tax (VAT) is also comparable with the neighboring
countries. The standard VAT rate is 17 percent in Sudan, with a special 30 percent rate
imposed on telecommunication services. The VAT rate is similar to its neighbors - in

2 Doing Business 2014 Economy Profile: Sudan

% 0% for agricultural activities; 10% for industrial activities; 15% for commercial and service activities,
real estate rental companies, and banks, insurance and fund management companies; 30% for
cigarette and tobacco companies; and 35% for companies engaged in the exploration, extraction and
distribution of oil and gas, and their subcontractors. (Source: International Tax, Sudan Highlights
2013, Deloitte)
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Uganda, the standard rate is 18 percent and in Kenya at 16 percent (COMESA, 2009)*,
respectively.

35. A wide range of activities and services are exempt from VAT. Activities related to
agriculture (agricultural products, seeds, and fertilizer), medicines, bread and locally
produced wheat flour, animals, meat, fish, chicken and chicken products, and milk and dairy
products are all exempted. Financial, insurance, education, and medical services as well as
the rental and sale of real estate for residential purpose are also exempted from VAT>.

Promoting Foreign Direct Investment

36. Sudan has encouraged private sector investments, aiming at diversifying its
economy with foreign direct investment. Sudan had attracted substantial amounts of
foreign direct investment (FDI) after the signing of the CPA in 2005, but most of the
investment was probably destined for the oil and petroleum sector. Therefore, following the
secession of the South Sudan, the amount of FDI has dropped®. The government has
established incentives to encourage investment. The new National Investment Promotion
Law (provisional decree) was signed by the president on March 2013. This law prohibits
discrimination against foreigners and allows both domestic and foreign investors to have
access to incentives described in the law and the regulation’, such as licensing, tax
exemption, and land access. In other words, foreign private entities can establish and own
business enterprises, to repatriate capital and profits, on condition that investors open
investment account at the Central Bank of Sudan (CBS) before entering into business.
Foreign and domestic private businesses may be registered as a sole trader, partnership, a
limited liability company (private or public), special concession, or branch of a foreign
registered company®.

37. Under the National Investment Promotion Law (2013) all service sectors are, in
principle, open to foreign ownership. However, existing government monopolies and
other licensing requirements effectively limit the opportunities for private investment in the
transportation, media and communications. More precisely, sectors such as railway freight
transportation, airport operation, television broadcasting, and newspaper publishing continue
to be effectively closed to foreign capital participation.

38. New legislation aims to reduce red tape for investors —both domestic and
foreign. The High Council for Investment was established 2011 with a mandate to facilitate
investment procedures and follow up on implementing the incentives®. In addition, a new
National Agency for Investment is to be established with financial and administrative
independence under the new law in 2013. It will act as the administrator for licensing,
granting investment projects, and the preparation of investment plans. This Agency will also
manage the “investment single window” with the membership of the commissioners of the
ministries and other agencies concerned with investment'®.

* COMESA Tax guide 2009

® Investment Guide 2013, Africa legal Network

® Inward FDI to Sudan was 2,894.4 US$ million in 2010 and 2,691.7 US$ million in 2011, respectively,
COMESA Investment Report 2012

" The earlier Investment regulaton 2000 (amended in 2003) is available at
http://www.sudanembassy.ca/Docs/Investment%20regulations.pdf (Sudanese Embassy for Canada)
%2013 Investment Climate Statement Sudan, US Department of State

® Investment Guide 2013, Africa legal Network

1% National Investment Promotion Law of 2013, National Agency for Investment (English Translation)
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Trading Across Borders

39. Sudan has succeeded in reducing the number of days to import and export
with the introduction of automation; however, the operational procedures to import
and export have not changed much. The beginning of the introduction of ASYCUDA
World coincided with the reduction of time to import and export. While cooperation between
the related agencies has improved through the ASYCUDA system, the DB indicators imply
the procedure with documents remained largely unchanged. The relatively long time
required for importing and exporting are indicative of high trade costs. Indeed the time taken
for clearances may be converted into an ad valorem equivalent.'*

Figure 10: Doing Business Indicators on Trading Across Borders
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40. For a country with sea access Sudan has a relatively low ranking on the trade
facilitation component of the Doing Business indicators. The DB2014 ranking for Sudan
(155™) on trading across borders is closer to the ones for landlocked countries and slightly
worse than the regional average for sub-Saharan Africa (141). Landlocked countries, such
as Uganda and Ethiopia in the comparators, often have more penalties than non-landlocked
ones in trading across borders'®. Sudan with relatively good port infrastructure does not
appear to be taking full advantage of its geographic location. It is notable that the cost to
import is close to the price for the neighboring comparator landlocked countries.

Figure 11: Doing Business 2014: Ranking for Sudan and comparators on Trading Across
Borders
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! Nathan Associates (2007), Calculating Tariff Equivalents for Time in Trade, USAID.

12 Alvis et al (2010) Cost of being landlocked Logistics Cost and Supply Chain Reliability, World Bank
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Figure 12: Cost to Import and Export (US$ per containers) for selected countries in Doing
Business 2014

Sudan
Uganda
Mongolia
Kenya
Indonesia

Ghana

Ethiopia

SO $500 $1,000 $1,500 $2,000 $2,500 $3,000 $3,500
m Cost to export (USS)  m Cost to import (USS)

Lessons from the Implementation of the 2008 Action Matrix

41. The 2008 Action Matrix made recommendations across four broad areas: (i)
increasing productivity in the export sectors; (ii) reducing trade costs; (iii)
rationalizing the incentive regime; and (iv), strengthening trade promotion and policy
making institutions. In aggregate the Action Matrix endorsed 87 actions that were required
to take place within 1-5 years with the majority earmarked for within 1-3 years. The
recommendations required action across Ministries, Agencies, Regulatory Bodies, technical
working groups and other stakeholders. 11 of the recommendations related specifically to
the former Government of South Sudan and are not considered further. Recording
implementation by the number of items is merely illustrative as the impact of each item
varies widely.

42. Implementation has been very modest —only 4 Actions implemented fully from
a total of 76 Action items. From the 76 action items 16 relate to increasing productivity
primarily in agriculture, animal husbandry and fisheries; 15 focus on activities aimed at
reducing trade costs, 7 on improving the incentives for investment; and 38 relate to
institutional strengthening within government for trade policy and promotion activities.
Interviews with stakeholders from both government and the private sector established that 4
had been implemented fully, with only 1 of these having a significant impact. Stakeholders
considered that implementation had commenced (to varying degrees) for a further 48 tasks,
however, for more than one third (28) of the priority items no action was recorded. A
summary of the progress is contained in Table 1. A detailed assessment of each
recommended action is contained in Appendix 1.

43. The implemented actions largely relate to trade facilitation and while positive
their aggregate impact is muted because of the continued high trade costs and
significant disincentives to export. The active involvement of donor projects at least
partially explains some of the implementation. However, in many areas there has been either
very limited progress or no action. These include: strengthening institutional capacity for
ensuring effective coordination, negotiation and implementation of trade agreements,
simplifying and harmonizing taxes, fees and charges, and diversifying exports.

24



Table 1: Summary of Implementation of 2008 Action Matrix

Action Category No. Implementation Degree of Impact
Actions | Status % %
0O |[25|50 75|10 |O 25 |50 | 75 | 100
0
Increase 16 3 |5 |6 |2 |0 5 3 |8 |0 |O

productivity in
Export Sectors

Reduce Trade 15 3 4 3 1 4 8 2 4 0 1
Costs

Rationalize 7 4 (2 |0 (1 |O 6 1 ]0 (0 |O
Incentive Regime

Strengthen Trade | 38 188 |7 (4 |1 23 {105 |0 |O
Promotion and
Policy Making
Institutions

Note: Number of recommendations excludes those specific to South Sudan

44, The actions implemented following the DTIS were largely implemented
independently of the DTIS process. In each case the stakeholders were committed to
implementation, independent of the DTIS. It is relevant to ask why the vast majority of
actions saw either no implementation or at best only partial implementation. The assessment
exercise carried out as part of the DTIS process found the absence of a constituency or high
level champion with the mandate, capacity and commitment to push through specific reforms
was the prime reason for weak or non-existent implementation. The Ministry of Trade and
the EIF National Implementation Unit did not have the convening power to overcome
resistance to many of the reforms. Further, in a number of cases stakeholders asserted that
a dearth of funding served as the binding constraint.

45, No evidence that the earlier Action Matrix functioned as a living document
around which the Government of Sudan and stakeholders, including International
Cooperating Partners developed their priority interventions. The review of the progress
on the Action Matrix interviewed a wide range of stakeholders in Sudan and found many
implementing agencies were unaware that the activities in the 2008 Action Matrix remained
priorities for mainstreaming through government programs. The earlier Action Matrix was
largely owned and known only to those who had been directly involved in its development.

46. Important to learn the lessons from the earlier DTIS Action Matrix to ensure
trade is mainstreamed and prioritized. The experience from mainstreaming and
implementing the Action Matrix provide germane lessons for the DTIS Update. Firstly, the
Update should identify and quantify the key trade related issues that require addressing in
order for GOS to steer the economy towards more inclusive growth and economic
diversification based on Sudan’s comparative advantages. Secondly, the priority actions
should only include those that can realistically be addressed through the leadership of the
National Implementation Unit in the Ministry of Trade and with the support by the
development partners in the context of the Enhanced Integrated Framework, and hence
should focus more on policy and regulatory reforms rather than specific infrastructural
projects. Thirdly, the updated Action Matrix must be endorsed and integrated into existing
Government programs and strategic documents. Specifically the Action Matrix could be a
complement to the existing National Emergency Strategy 2012-2014 and the I-PRSP.
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Chapter 3: Trade Policy and Performance

Sudan’s trade developments and challenges

47. This chapter describes aggregate trends in export performance since the 2008
DTIS and then, using arich new dataset on exporting firms for Sudan and comparator
countries drills down to examine the characteristics of exporters. This is followed by a
description of the structure of nominal protection which measures the price raising impact of
tariffs under both the General Tariff, and other duties and surcharges that are applied.

48. Multiple tariff schedules in conjunction with rebates on imported inputs and
duty preferences, along with additional para-tariffs including discriminatory excise
taxation and Development Tax creates significant protection for Sudanese firms. This
encourages them to produce for the domestic market as this is much more profitable than
exporting. Simplifying and streamlining trade policies will create a more neutral environment
between producing for the domestic or the international market. Reducing anti-export bias
will encourage investment in a wider range of economic activities while also stimulating
increased linkages to the existing domestic agro-industries and manufacturing sectors.
Furthermore, reducing anti-export bias will increase Sudan’s relative attractiveness as a
location for activities linked to either regional or global value chains.

49. Sudan remains outside the WTO and is not expected to sign an Economic
Partnership Agreement with the EU, however, Sudan participates in both the
COMESA and GAFTA Free Trade Areas. Sudan applied for Accession to the WTO in
1994, submitted the first Memorandum on the Foreign Trade Regime in 1999 and
participated in the Second Working Party Meeting in 2004. Sudan updated the
Memorandum on the Foreign Trade Regime in 2012 and has indicated its commitment to
continue with the WTO Accession Process. Although negotiating with the EU as part of the
Eastern and Southern African Group Sudan chose not to sign an interim Economic
Partnership Agreement (EPA) in December 2007 and is not expected to sign the EPA.
Sudan will continue to enjoy preferential access to the EU under Everything But Arms (EBA)
which provides for duty- and quota-free access for all products except for arms and
ammunition for least developed countries.

50. Economic Sanctions by the United States remain and represent an indirect
barrier to trade. Since 1997 the United States has prohibited US firms and individuals from
trade with Sudan or conducting any business transaction with the GOS or state-owned
enterprises. Imports of gum Arabic are exempt from sanctions. The sanctions impact on
access to finance, the sourcing of inputs and replacement technical parts (Sudan Railway
Corporation explicitly mentioned the difficulty in maintaining their locomotive fleet). The DTIS
team was presented with a number of illustrative examples of the impact of sanctions
however no comprehensive studies were made available. It is recommended that a study be
undertaken.

51. This section provides an overview of Sudan’s recent trade performance. The
review of trade performance (from 2008-2013) is based on detailed commodity composition
of trade data received from the Sudan authorities. The report documents the changes in
both the commodity composition and the geographical direction of imports and exports.
However, anecdotal evidence suggests that trade flows are consistently underreported at
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borders and trade statistics might only draw an incomplete picture of the actual trade flows
for trade with neighboring economies.

52. The earlier DTIS (2008) summary of Sudan’s trade performance noted that as
oil exports increased in importance through the late 1990s the traditional agricultural
exports declined in relative importance. Sesame, livestock, cotton and gum Arabic
declined from 60 percent of total exports in 1998 to 13 percent during the period 1999-2005.
The secession of South Sudan, resulting in the loss of most of the oil reserves, has resulted
in a large increase in the relative share of agricultural exports. Increasing efficiency and
competitiveness with the agricultural sector is vital for restoring economic growth and for
promoting more inclusive growth and development throughout the country.

53. But Sudan experienced strong total non-oil export growth between 2008 and
2012. This may be observed from Figure 16 which shows that total non-oil exports
increased fourfold over the five year period. Despite the secession of South Sudan in 2011
Sudan had the fastest growth in total non-oil exports relative to its regional comparators
Ethiopia, Tanzania, and Zambia. In order to rigorously benchmark the non-oil exporting firms
in Sudan against the regional comparator countries, we calculated cross-country
regressions where the dependent variables are each of a series of exporter competitiveness
indicators and which control for the size and the level of development of the country using,
respectively, GDP and GDP per capita and for time trends which are critical to consider
given that the sample period includes the recent global financial crisis years.*?

Figure 13: Total Non-Oil Export Growth (base year 2008)
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Source: Authors’ calculations based on data used for the Exporter Dynamics Database.

54, Following the reduction in oil exports after secession gold emerged as the
dominant export accounting for 68 percent of total exports in the first quarter of 2012
and 45 percent in the first quarter of 2013. This was followed by the traditional exports of

®*The cross-country regressions are estimated on a panel of country-year exporter competitiveness
indicators covering 2006-2012 and including all developing and developed countries available in the
Exporter Dynamics Database. Each regression includes a dummy variable identifying the
observations for Sudan whose coefficient will determine how Sudan performs relative to the
benchmark countries.
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Sesame (oil seeds) —at 18 percent for Jan-March 2013- and live sheep at 9 percent over the
same period.). The commodity pattern of imports is more varied with cereals, machinery and
electrical machinery accounting for 10, 9.8 and 7.5 percent respectively. Other significant
imports include sugar, vehicles, fuel, iron and steel, plastic products and pharmaceuticals.
Over the past decade the geographical pattern of trade has moved away from the former
traditional partners of the EU towards increasing trade with Asia including China and the
Middle East. The imposition of economic sanctions by the US in 1997 blocks US firms and
individuals from trading with Sudan. Imports of gum Arabic are exempted from the ban.
While the sanctions appear to have had a limited direct impact on merchandise trade as
Sudan has found alternative buyers or sellers for most products, they impact adversely on
financial flows and serve to discourage investment by western multinational companies.

55. Merchandise trade as a proportion of GDP rose from a low of 10-15 percent
prior to oil exploration in the early 1990s to more than 40 percent by 2005 (see Figure
14). With the expansion of oil production from the late 1990s the share of merchandise trade
increased rapidly from 20 percent in 1999 to a high of 44 percent in 2005 before declining to
30 percent in 2011. Figure 14 shows the relative trend between merchandise trade and
trade in Services. The rapid growth in oil exports stimulated a construction boom which
increased the demand for trade in services through 2005-2006. The increase in inflation and
exchange depreciation following the secession of South Sudan has encouraged
construction as real-estate is considered a stable store of wealth. The need to strengthen
the balance of merchandise trade after July 2011 resulted in increases in gold and livestock
exports.

Figure 14: Merchandise Trade, 1991-2011 (% of GDP)
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Source: http://data.worldbank.org/indicator/TG.VAL.TOTL.GD.ZS

56. Figures 15 and 16 shows how the merchandise (trade) and current account
balance evolved over the period decade. The large deficits on the current account were
balanced by growing capital inflows. From 2011 the trade balance moved to a large deficit.
In 2012 imports were almost three times the value of exports. The recent growth in non-oil
exports have been primarily driven by gold exports. During the first quarter of 2012 foreign
direct investment flows held up and in conjunction with remittances almost offset the current
account deficit. However, this trend did not continue and the current account deficit widened
through the remainder of the year and has continued into 2013. This continues to exert
downward pressure on the exchange rate and the anticipated further depreciation will
advance export competitiveness and discourage imports.
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Figure 15: Merchandise Trade and services Trade, 2005-2011 (% of GDP)
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Figure 16: Current account components, 2005-2013 (US$ million)
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Direction of Trade

57. Asia and the Middle East have increased in importance as a source for import
and the major destination for exports. The earlier DTIS (2008) noted that Sudan traded
relatively less with Europe and the United States and more with non-OECD and other
developing countries. This trend has continued with Sudan increasing its sourcing of imports
from Asia and the Middle East. Table 2 shows that the largest EU suppliers in 2006 —ltaly,
Germany and the United Kingdom witnessed a significant decline in their relative shares
from accounting for more than 10 percent in aggregate to less than 7 percent. Excluding
sales of oil and petroleum Saudi Arabia is the major destination for exports-mainly livestock
and oilseeds. Sudan’s trade with Sub-Saharan Africa is relatively modest although with the
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secession of South Sudan there is considerable potential to increase trade to the new
country.

58. Sudan continues to depend on a very small number of markets for most of its
agricultural exports. The earlier DTIS highlighted that except for gum Arabic'* and sesame
most of Sudan’s agricultural exports were destined for a small number of countries which
rendered them wvulnerable to market disruption. The report recommended prioritizing
diversifying into new markets.

59. Sudan remains largely isolated from the rest of Sub-Saharan Africa (SSA) —
very limited trade with COMESA except for Egypt, trade with GAFTA™ is much more
important. Exports to the GAFTA countries —primarily Saudi Arabia and Egypt accounted
for approximately 25 percent of total non-oil exports. With the notable exception of Egypt
which is also a GAFTA member Sudan’s trade with other COMESA members has remained
minimal. Indeed excluding Egypt exports to COMESA account for less than 1 percent of
total non-oil exports. Trade with other Sub-Saharan African countries has not been
significant however there is considerable potential for cross border trade with neighboring
countries including South Sudan. Asia is an important trading partner, accounting for almost
20 percent of total imports and almost two thirds of total exports prior in 2006. When oil
exports are excluded Saudi Arabia is the largest export partner accounting for more than
twenty percent.

Table 2: Principal Trade Partners of Sudan in 2006 vs. 2012/13

Source of Imports Source of Imports Destination of Destination of
2006 2012 Exports 2006 Exports 2013
China 18.2 China 17.7 China 62.9 China 56.7
Saudi Arabia | 8.1 India 9.0 Japan 12.9 UAE 15.5
Japan 6.7 Saudi Arabia | 7.7 Saudi 4.7 Saudi Arabia | 6.3
Arabia

Egypt 5.5 Egypt 6.4 UAE 3.3 Canada 1.7
UAE 5.5 UAE 5.0 Canada 1.9 UK 0.3
India 4.3 Bangladesh | 3.9 UK 1.7 Egypt 14
Italy 4.0 Australia 3.8 Egypt 1.6 Ethiopia 0.7
UK 3.6 Turkey 3.7 France 0.9 Eritrea 0.6
Germany 3.5 Japan 3.4 India 0.9 India 0.7

Note: Shares are based on nominal US$ values of exports and imports
Source: For 2006 DTIS (2008) and 2012 derived from trade data provided by Sudan Customs and the
Central Bank of Sudan for exports in 2013.

* Gum Avrabic is the one product explicitly exempted from the trade sanctions imposed by the United
States.

> Members of COMESA implementing the Free Trade Area include Burundi, Comoros, Djibouti,
Egypt, Kenya, Libya, Madagascar, Malawi, Mauritius, Rwanda, Seychelles, Sudan, Zambia and
Zimbabwe. The other members of COMESA include the Democratic Republic of Congo (DRC),
Eritrea, Ethiopia, Swaziland and Uganda (which offers an 80 percent preference on the MFN tariff
rate to COMESA members. The members of the GAFTA include 17 Arab countries: Jordan, UAE,
Bahrain, Saudi Arabia, Oman, Qatar, Morocco, Sudan, Syria, Lebanon, Iraq, Egypt, Palestine,
Kuwait, Tunisia, Libya, and Yemen.
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Characteristics of Exporters in Sudan'®

60. Sudan has fewer non-oil exporters than its comparator countries and the
numbers are declining (Figure 17). While the number of exporters increased by 28
percent between 2008 and 2009 the following 3 years (2009-2012) saw a substantial decline
in the total number of exporters despite a consistent increase in total non-oil export growth.

Figure 17: Total Number of Exporters
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Source: Authors’ calculations based on data used for the Exporter Dynamics Database.

61. Exporter data suggests a heavy presence of small firms in Sudanese exports
combined with a few very large firms. The average size of Sudanese non-oil exporters is
$2.5 m per year, while median size is $105,000. This difference between average and
median suggests the existence of a skewed distribution of exporter size in Sudan, with a
heavy presence of small firms combined with a few very large firms. Both the average non-
oil exporter in Sudan as well as the median non-oil exporter in Sudan is larger than their
counterparts in most regional benchmark countries. This evidence suggests that although
the size distribution of exporters in Sudan is skewed, it is less so than in other countries.

62. Sudan’s exporters are highly concentrated. Only 7 percent of firms have annual
exports above 5 million USD, but they account for about 84 percent of the country’s total
non-oil exports. At the same time, about 50 percent of exporters export less than 100,000
USD annually, whereas in Ethiopia, Tanzania, and Zambia this proportion is closer to 70

'® This section is based on the exporter level data as included into the World Bank’s Exporter
Database. The data was made available by Sudan customs as part of the DTIS Update. It has to be
noted that there are important unresolved data issues, but that these ultimately do not distort the
overall trends in findings presented in this section: Many transactions are registered as ‘Sudan’ in the
exporter-level customs data which accounted for more than 10% of non-oil exports in 2008 and 2011
and for more than one-third of non-oil exports in 2012. Exporter-level customs datasets for other
countries often include transactions of exports from a given country to itself but those generally
represent a minimal share of total exports - as they do in the case of Sudan in years 2009 and 2010 -
and can be attributed to recording mistakes. In the case of the data for Sudan despite the customs
agency’s best efforts it was not possible to resolve these recording inconsistencies. It is very likely
that the transactions recorded as exported to SDN are in reality ultimately being exported to other
foreign destination markets.
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percent. Further with one in five firms exporting more than $1m per year Sudan has the
highest ratio among the sample of comparators. Interestingly, although very highly
concentrated, Sudan exhibits a lower concentration of exporter size than Tanzania and
Zambia but a higher concentration than in Ethiopia.

63. Export concentration has increased in Sudan since the last DTIS in 2008.
During the period 2008-2012 there was a substantial increase in the concentration of
Sudan’s non-oil export sector as the average exporter size increased more than two
fold from 1.29 million USD in 2008 to 4.4 million USD in 2012. In contrast, the median
exporter size declined by 23 percent from 100,000 USD in 2008 to 77,000 USD in 2012. The
Herfindahl'” index of exporter market shares is significantly higher in Sudan than in other
countries after controlling for country size and level of development.

Figure 18: Exporter Concentration: Sudan Share of Top 5% - Change over Time
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Note: Show averages for the period 2008-2012.
Source: Authors’ calculations based on data used for the Exporter Dynamics Database.

64. Non-oil Sudan firms are amongst the least diversified when compared to
regional neighbors and other low income oil exporting countries. Relative to their
regional comparators the average Sudanese firm exports 2 products, compared with 8
products for Kenyan firms and 6 products for Zambian exporters. The average number of
products per exporter in Sudan has however increased particularly since 2010 from 1.7
products to 2.7 products in 2012.

65. Sudanese firms export to significantly fewer destination markets than firms in
comparator countries. Sudanese firms export on average to 2.2 destination countries
while most comparator countries’ exporters serve between 2 and 3 destination countries, as
seen Figure 18, and the time trend for Sudan indicates that the average number of
destinations per exporter increased steadily from 2009 to 2012.

66. Most Sudan non-oil exporters have a very limited portfolio of products and
destination markets. This is broadly consistent with the portfolio in other African economies
(i.e., Ethiopia and Tanzania). In 2008, 52 percent of Sudanese exporters sold only one

" The Herfindahl Index is calculated for a given year as the sum across all exporters of the squared
export shares per exporter.
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product to one destination market and accounted for 28 percent of total non-oil exports. By
2012, only 36 percent of firms sold one product to one destination and accounted for just 3
percent of total non-oil exports. In 2008, only 1 percent of Sudanese exporters sold more
than ten products and surprisingly they accounted for just 2 percent of total non-oil exports;
similarly, in 2012 only 2 percent of Sudanese exporters were highly diversified product-wise
and they only accounted for 3 percent of total non-oil exports.*®

67. Sudan has no ‘export superstars’ — but in most other countries a small number
of multi-product multi-destination exporters account for the majority of total exports
in a country thereby driving the sector.* Assuming ‘diversified exporters’ to be ones that
export 4 or more products to 4 or more destinations, they represent only 5 percent of firms
and 22 percent of total non-oil exports in 2008 and represent 11 percent of firms and 17
percent of total non-oil exports in 2012. Comparable data from Cameroon, Yemen, Egypt
and Cote d’lvoire all show ‘diversified exporters’ accounting for more than 40 percent of total
non-oil exports.

68. Exporter dynamics measured by entry and exit rates are significantly higher in
Sudan than in other countries. Sudan has the highest entry and exit rates among all
regional comparators in. There is a tremendous degree of churning in export markets: on
average in a given year, 59 percent of Sudanese firms that export did not do so in the
previous year whereas 57 percent of Sudanese firms that were exporting in the previous
year stopped exporting. Entry rates by Sudanese firms into export markets declined
drastically between 2008 and 2012. Exit rates also declined however a slower pace than
entry rates. In 2011 and 2012 exporter net entry in Sudan became negative which indicates
a decline in the number of exporters.

69. Sudan’s non-oil exports are concentrated in a small number of markets and
this is not solely a consequence of economic sanctions against Sudan. The low level
of diversification in terms of destination markets for its non-oil exports is not solely a
consequence of the economic sanctions imposed by the United States since 1997 as Sudan
is isolated even within Africa. However, sanctions have exacerbated the isolation through
increasing the difficulty in settling cross-border payments which affects trade with all
partners including their African neighbors. The United Arab Emirates has been a key trading
partner for Sudan over the entire period; Canada was a particularly important partner in
2009 but has declined, and since 2010 Saudi Arabia has steadily become an important
market for Sudanese exports (Table 2).

70. Following the secession of the South, Sudanese firms now have the
opportunity to export to South Sudan and numbers are rising. Owing to the security
situation following secession trade was limited, however, with the agreement (in 2013) to
open border crossing points we would expect to see an increase in the number of Sudanese
firms exporting to South Sudan in 2014. In 2012 35 firms out of a total of 754 non-oail
exporters exported 101 products.’’ There are opportunities for Sudan to export agricultural

'® For any panel, these percentages are obtained as the sum of the last two cells in the column
entitled ‘Total’ (corresponding to 11 to 20 products or 20 or more products).

19 See for example Cebecci, Fernandes, Freund and Pierola (2012) and Freund and Pierola (2012).

“ The top three HS-2 digit sectors exported to South Sudan are: live animals (HS 01) which account
for 29% of exports, tobacco and tobacco substitutes (HS 24) which account for 18% of exports, and
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products and foodstuffs to South Sudan as historically, prior to secession the food deficit
was met with imports from the north. Reducing trade costs across the border between
Sudan and South Sudan would represent a win-win for both countries by benefiting
communities on both sides of the border.

71. The United Arab Emirates (UAE) is the main destination market for Sudanese
non-oil exports and exporter concentration increased over the period 2008-2012.
Concentration in other destinations has been constant with only a slight increase in 2012.
Only 8 Sudanese exporters sell to Canada therefore that market is completely concentrated.
The share of exports accounted for by the top 5 percent of exporter’s ranges between 50
percent and 60 percent in most destination markets. Some exceptions are the case of UAE
where the top 5 percent of exporters account for 99 percent of total non-oil exports in that
market in 2012, a very substantial increase relative to 2010 when the top 5 percent of
exporters only accounted for 45 percent of total non-oil exports.

72. The average size of Sudan’s exporters to UAE and Saudi Arabia has grown
substantially during the period but particularly those exporting to UAE. By 2012, the
average size of exporters to the UAE reached nearly three times that of exporters to SAU.
The size of the median exporter is more homogeneous across destination markets than the
size of the average exporter. It is important to highlight that the median size to all destination
markets, except for those classified as exporting to Sudan declines over the period.

73. Looking at specific products in the Exporter Database® confirms that precious
metals are Sudan’s leading non-oil export. The number of precious metal exporters
nearly doubled from 47 in 2008 to 87 in 2009 but subsequently declined to 20 in 2012.
However, this was not matched by a decline in the value of total exports, on the contrary,
that value increased by eight from 2008 to 2012. Sudan benefited from increasing
international gold prices that nearly doubled during the 2008-2012 period.??> However, the
spectacular growth of precious metal exports was not only a consequence of high prices but
also stemmed from a more than four-fold increase in the quantities exported between 2008
and 2009. Recent analysis (for the CEM) does not anticipate significant further rapid growth
in output for the gold sector.

74. Oil seeds are the second largest non-oil export sector in Sudan. The main
product exported is sesame seeds which account for about 50 percent of the sector’s total
exports in any given year. A surge in the number of oil seed exporters in 2009 is followed by
a decline in 2010 and then remains constant until 2012. The value of oil seeds exports
declined slightly from 2008 to 2010 but recovered by growing more than 50 percent from
2010 to 2012. This important growth was driven by growth in export volumes as quantities of
oil seed exports doubled between 2008 and 2012.The oil seeds sector faced unfavorable
unit value (price) movements over the period.

vehicles other than railway or tramway rolling stock, and parts and accessories thereof (HS 87) which
account for 17% of exports.

1 please see the background paper for more details on precious metals, oil seeds and live animals

2 Although HS code 71 covers products other than gold, 99.5% of the value of Sudan’s exports in HS
code 71 originates in the 4-digit HS code 7108 which is gold.
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75. Live animals are the third largest non-oil export sector in Sudan. Between 2008
and 2012 live animal exports increased five-fold. This surge is due to a combination of
favorable unit value (price) movements as well as a substantial increase in quantities
exported. The number of live animal exporters increased from 139 in 2008 to 165 in 2011
but dropped to 129 in 2012. The impressive growth in the sector however only helped it
keep up with other growing export sectors in Sudan, as its share in the value of total non-oil
exports remained constant at around 9 percent. The importance of live animals in the total
number of exporters has declined slightly from 21 percent in 2008 to 17 percent in 2012.
Entrants into live animals exports account for a larger share of total entrants than exporters
of live animals account for in total exporters. Also exiting traders in the live animals sector
represented a particularly high share - 28 percent - of total traders exiting in 2012.

General Duty Schedules and Para Tariffs: High Levels of Protection

76. The General tariff along with the imposition of additional border duties or Para-
Tariffs results in Sudan having high levels of protection. Sudan is a member of two free
trade areas-COMESA and GAFTA and under both offers duty free access although the
para-tariffs continue to be levied. There is some limited overlapping membership between
COMESA and GAFTA as both Egypt and Libya are members of both organizations. The
tariff schedules include General for all countries, GAFTA, COMESA (members of the free
trade area), and COMESA (non-members of the FTA).

77. The General tariff comprises five bands: duty free (zero), 3, 10, 25, and 40
percent. Table 3 shows the 2014 tariff structure. All tariffs are applied on an ad valorem
basis to the c.i.f. value of the import, there are no specific tariffs. The 2014 tariff schedule
contains 5,221 lines at the HS 8 digit level and is based on the HS-2012 nomenclature?.
Approximately 8 percent of General tariff lines are at zero, with a further 19 percent at 3
percent. More than half of all the tariff lines (56 percent) are 25 percent or above. The modal
(or most common) tariff rate is 40 percent accounting for 41 percent of all tariff lines and 19
percent of the total value of imports. The economy wide average General tariff is 20.1
percent. * The simple average tariff is higher for agriculture relative to industry with HS
Chapters 1-24 showing a simple average of 33.2 percent and HS Chapters 25-96 registering
19.0 percent.

78. Only 16 percent of imports in 2012 entered through the zero rated tariff lines.
Most capital goods (machinery and electrical) are duty free along with fertilizers (chemicals).
Animal and vegetable products have the highest percentage of tariff lines at the maximum
40 percent duty. The 3 percent tariff mainly applies to intermediate products such as
chemicals, textiles and metals, with higher rates applied to industrial and consumer goods.
There is one tariff line at 50 percent which is reserved for personal imports.

% This is 54 tariff lines fewer than previously reported before Sudan switched from using the HS 2007
to HS 2012 system of classification. Since the 2012 HS six digit classification contains 5,205 lines
Sudan has only 17 specific national level tariff lines at the HS 8 digit level.

24 |f Other unclassified imports are excluded the economy wide average increases to 21.4%
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Table 3: Sudan 2014 Tariff Structure

Tariff (%) Number of Tariff | Percent of Tariff | 2012 Imports 2012 Imports

Lines Lines in each ($ million) Percent
Tariff Bands

Zero 414 7.9 1,396 16.0

3 978 18.7 899 10.3

10 1041 19.9 3,226 37.0

25 859 16.5 1,532 17.6

40 1929 36.9 1,661 19.1

50 1 - - -

Total 5222

Source: Derived from Sudan Customs ASYCUDA Database and COMTRADE

79. In 2012 the average listed tariff (ex ante) was more than twice as high as the

actual duty collected rate (ex post)-highlighting the widespread use of exemptions. In
2012 the average tariff weighted by the commodity composition of imports was 16 percent
which would have vyield $1.39 billion. However, the actual customs duty collected (often
referred to as the ex post tariff) in 2012 was $568 million®® which represents an average
collection rate of 6.5 percent. The difference between the statutory rates (or ex-ante tariff
rate) and the ex post tariff rate is accounted for by duty exemptions and preferential tariffs.
The sharp reduction in oil revenues following the secession of South Sudan has increased
pressure on all sources of revenue and resulted in increasing dependence on tariff revenue
which in 2012 accounts for more than 30 percent of total government income. Table 3
presents a breakdown of the average tariff rates by major sector groupings and shows the
divergence between the published schedules and the actual duty paid on imports. These
include regional preferences under GAFTA and COMESA, various duty remission schemes,
and exceptions for imports from international organizations, diplomats and returning migrant
workers.

Figure 19: Distribution of Tariff Rates (2012) and Imports based on Statutory Tariffs
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Source: Derived from TRAINS database for 2012.

80. Over the past two years Sudan have amended their tariff structure by
decreasing a relatively few tariff lines and increasing approximately 500 tariff lines to

%2 \We have excluded imports classified as ‘Other’ from these calculations. In 2012 these totaled

$973.7 million and yielded customs duties of $15.9 million.
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the maximum 40 percent. The number of tariff lines at zero (for capital goods) increased
from 330 to over 400. The number of tariff lines at 3 percent has remained virtually constant.
While over 400 tariff lines increased from 25 to 40 percent, approximately 100 appear to
have been increased from 10 percent to 40 percent — a 3 fold increase in protection. The
private sector highlighted the impact of the tariff increases on their cost structure.

Figure 20: Distribution of Tariff Rates (2013) and Imports (2012) based on Applied Tariffs
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Source: Derived from data provided by the Government of Sudan.

Table 4: Sector Groups: Tariff Collection Rates, Imports and Exports for 2012 (Values in US $

million)
HS Sector Groups Simple | Customs | Ex Post | Import Ex Post | Export
Codes Avg. Duty Duty % | (cif) Duty % (fob)
Tariff | ($m) (incl.
% para-
tariffs)

01-05 Animal Products 37.2 10.3 11.2 91.9 19.6 387.1
06-15 Vegetable Products 28.7 20.3 4.2 486.2 8.5 357.4
16-24 Foodstuffs 34.6 20.8 25 816.5 4.9 20.9
25-26 Minerals 8.4 0.2 0.8 31.2 25 9.9
27 Mineral Fuels 8.7 313 29| 1,078.6 6.1 758.0
28-38 Chemicals 7.4 37.6 4.5 828.8 6.6 215.8
39-40 Plastic and Rubber 14.5 41.1 8.5 481.1 12.3 1.6
41-43 Hides and Skins 39.1 35 38.0 9.1 58.6 34.8
44-49 Wood 21.3 29.8 11.2 266.6 16.3 5.3
50-63 Textiles and 30.4 834 20.5 407.9 26.8 22.1

Clothing
64-67 Footwear 35.1 26.9 37.2 72.4 48.7 0
68-71 Stone & Glass 32.3 22.8 19.5 116.9 334 2,003.3
72-83 Metals 24.7 53.6 5.9 913.1 7.8 19.3
84-85 Machinery and 28.7 77.2 46| 1,666.3 7.5 4.9

Elect.
86-89 Transport 15.8 93.6 7.8 | 1,197.0 22.9 223.2

Equipment
90-98 Miscellaneous 20.9 15.9 6.2 255.0 11.0 2.2

Derived from data provided by Sudan Customs Authority
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Trade Policies-Tariff Policy and the Use of Rebates

81. Sudan’s simple average tariff and trade weighted tariff rates of 20 and 22
percent respectively among the highest in the world and are substantially higher than
most countries in Africa and the Middle East. Figures 19 and 20 and table 3 shows the
allocation of the tariff lines between the five bands of zero, 3, 10, 25 and 40 percent based
on the imports in 2012 (from the Sudan CA ASYCUDA database) and the 2008-2013 tariff
summary provided by the GOS. In 2012 Just over half of all tariff lines are allocated to the
top two bands of 25 and 40 percent and more than half of all imports are in these bands. In
2013 almost 37 percent of tariff lines, fall into the highest 40 percent band. According to the
detailed transaction level data provided by Sudan Customs only 9.6 percent of imports enter
under statutory duty free tariffs, however, the data provided by the GOS indicates the
widespread use of preferences as 35.8 percent of total imports enter duty free. Statutory
tariffs are generally higher on final products than on intermediate inputs, particularly in
agriculture and light manufacturing which encourages production for the domestic markets.
The widespread application of tariffs on imported inputs undercuts local producer
competitiveness and discourages integration into regional or international supply chains. In
comparison with the earlier DTIS the number of products in the highest tariff band of 40
percent has increased since 2008. Table 4 shows the value of imports according to the tariff
that was actually paid (i.e. after receiving rebates).

82. In addition to tariffs on imports Sudan levies additional duties. In 2010 Sudan
introduced a new border tax or Para-Tariff -the Development Tax which was introduced in
January 2009 at 5 percent and is now levied at 13 percent of the duty inclusive price on all
imports except for capital goods, raw materials, medicines and goods imported under the
Investment Encouragement Act. Value Added Tax at 17 percent is levied on all imports
except for agricultural inputs (which include fertilizers and vaccines). For a good incurring
duty at 40 percent the combined effect of the import tariff and the Development Tax will
raise prices by 64 percent over the CIF landed price.

83. There is also a 2 percent tax that is treated as a credit against the Business
Profit tax and Excise duties are levied on a wide range of imported products. Contrary
to WTO and international practices the excise duties and range of products are not aligned
with the excise applicable to domestic production. The higher rate of excise duty levied on
imported products is analogous to an additional Import Tariff. The discriminatory impact of
the excise duties in terms of implicit tariffs is shown in Table 5.

84. The Customs Authority also levies fees and charges for import transactions.
The earlier DTIS listed the wide range of fees and charges levied on import consignments in
2006 (table 3.12). Since then the CA has removed a number of the fees and has moved
away from ad valorem fees which are incompatible with the GATT (1994) Article 8. The
Sudan Addendum to the Memorandum of Foreign Trade Regime (April 2012) noted that all
non-tariff fees and charges had been removed® The Sea Ports Corporation charges were

* Except for an ad valorem rate of 3 percent on perfumes and cosmetics for the Student Support
Charge.
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now levied as a specific value, however, the Civil Aviation Charge on imports remained on
an ad valorem basis.

85. The States have the right to levy fees against services on a range of items.

Table 5: Sudan: Rates of Excise Duties on Imported Goods (percent)

Imported Products Subject to Excise Duty Import | Local Implicit
Producer Incremental
Tariff
Refrigerators, Washing Machines, Telephone Sets, 10 10

Cables, Pistols, Matches, Leather Products,
Tomato Paste, Perfumes and Cosmetics, Honey and Soap

Televisions, Three Wheel Cars, Cement, Air Conditioners, | 20 Paints 5, Paints 15

Ceramic Tiles, Prepared Meat, Paints, Articles of Plastics, Mineral Mineral Water

Fish, Dairy Products, other Animal Products, Trees, Plants, Water, 10 10

Flower Products, Skins and Straw Products Cement 10 Cement 10
Others 20

Juices 25 10 15

Sweets, Furniture, Live Animals and Birds, All types of 30 30

meat, silk products, feather products, artificial flowers,
umbrellas, sticks, mineral water

Motor Cars of a cylinder capacity less than 1000cc 75 60 15
Motor Cars of a cylinder capacity exceeding 1000cc 85 60 25
Water Pipe Tobacco 130 100 30
Cigars and Cigarettes 210 210 0

Source: Derived from Sudan: Tax Reform Strategy for Revenue Mobilization, IMF, May 2013.
Regional Trade Preferences

86. Under the GAFTA and COMESA Sudan offers duty free tariffs for all qualifying
imports. For those members of COMESA that are not party to the FTA Sudan offers an 80
percent tariff preference which reduces the 3 percent tariff to 0.6 percent and the 10 percent
tariff being reduced to 2 percent, the 25 percent to 5 percent and the 40 percent to 8
percent. Tariffs of 0.6 and 2 percent may be considered ‘nuisance’ tariffs (as defined by the
WTO) where the revenue raised is not worth the cost of the additional time and paperwork
involved in the collection.

87. Sudan has participated in the COMESA FTA since its launch in 2000. COMESA
FTA members have committed to aligning their national tariffs with the COMESA Common
External Tariff (CET) within five years. To date, no COMESA member is implementing the
CET and Sudan is still assessing whether to implement the COMESA CET. The COMESA
CET has a three band structure: zero for capital goods and raw materials, 10 percent for
intermediate goods, and 25 percent for finished products. In 2008 Sudan submitted a list of
sensitive products to be excluded from the CET. Currently Sudan applies no customs duties
on imports from those COMESA countries that have signed the FTA protocol.

88. Sudan offers duty free access to all qualifying imports from GAFTA members.

This includes imports from Egypt, Saudi Arabia and the United Arab Emirates which
accounted for approximately 20 percent of total imports in 2012.
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Export Duty

89. Sudan levies export duty on two products, raw hides and skins (15 percent)
and Iron waste and scrap metal (25 percent). It also intervenes in the export of staple
commodity exports, specifically sorghum. Licenses are required to export sorghum and are
routinely refused in years when Sudan is deemed not to be self-sufficient. While the
restrictions on sorghum are intended to advance food security they serve to discourage
commercial production for export, drive down prices, encourage illegal trade, and contribute
to increasing food insecurity while also exacerbating initiatives aimed at reducing poverty.

90. Exporters experience delays in reimbursement for VAT Exemptions. Delays in
Exports are exempted from VAT and exporters are eligible for refunds of VAT paid on the
imported inputs used in the production of the exports. Exporters complained about the
length of time taken for VAT refunds. Based on interviews with the private sector it does not
seem that there had been any improvement since the earlier DTIS (see 2008, para 2.34).
Delays in refunding VAT paid on imports is equivalent to a tax on exports as it locks up
working capital and reduces a firm’s ability to compete in global markets. Many countries
have circumvented this problem by allowing companies with a clear tax record to post a
bond rather than have to pay the VAT in full when the inputs are imported. Lesotho which
exports clothing based largely on imported cloth allows firms to use the bond or deferred
payment of VAT on their inputs. There is also evidence that delayed reimbursement
encourages importers to under-invoice to assist their cash flow. More efficient
reimbursement may actually result in an increase in revenue collected.

Import Restrictions, Domestic Manufacturing and Productivity

91. Import restrictions which were imposed on a wide range of products in 2011
have been removed except for a small number of items for religious reasons. Goods
may only be imported (and exported) by individuals or firms that are officially registered by
the Ministry of Trade.

92. Manufacturing in Sudan focuses on supplying the domestic market and except
for sugar, cement and petroleum is characterized by medium and small enterprises. In
aggregate the sector accounts for less than 10 percent of total GDP with most of the
activities linked the agricultural sector. These include sugar, food and beverages, textiles
and leather. Improving competitiveness within the agro-industrial and manufacturing sector
will create both direct employment in the urban areas and stimulate of rural incomes through
the increased demand for agricultural inputs. The last Comprehensive Industrial Survey in
2001 found the manufacturing sector employing approximately 160,000 which accounted for
2 percent of the labor force. Two thirds of the value added and 56 percent of the jobs were
concentrated in the food products and beverages sector. The 2001 survey found that only
two sectors —sugar processing and manufactured petroleum products accounted for 90
percent of export. These are both highly capital intensive activities dominated by a small
number of large companies.

93. Recent work based on a firm level survey (Nour, 2011) in 2010 concludes that

Sudanese firms have experienced declining productivity as a result of the inability to

recruit skilled workers. The Ministry of Industry has identified six priority sectors for

support through the UNIDO Industrial Modernization Programme of Sudan (IMPS) which

began in July 2013. The sectors include: leather and leather goods, fisheries, agricultural
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fertilizers, animal feed, food processing, fresh fruit and vegetables, groundnut and edible
oils, cotton lint and spinning and textiles. All of these sub sectors are experiencing multiple
constraints that reduce their competitiveness, including outdated equipment, poor
production techniques, insufficient incentives for suppliers to provide inputs at competitive
prices, and high marketing and distribution costs. Many of the sectors continue to be
characterized by large scale public enterprises, however, the government has embarked on
the privatization of state-owned enterprises, including two of the three tanneries with the
third (Gezira) in the process of being privatized.

Trade and Poverty

94, Removing tariffs on food products has the potential to reduce poverty by 12
percent with tariffs averaging 17 percent. The impact of tariff reduction on poverty is
estimated based on the assumptions that the reduction in tariffs is equal across all food
products and directly translates into an equivalent price reduction of the food products.
Thus, households spend less on food products. Further it is assumed that the additional
savings from lower prices are spent on additional food items in proportion to the food basket
used to calculate the poverty line. Therefore, consumption of households is increased
exactly by the amount of savings due to lower prices. Poor households are defined as
households with a new consumption below the existing poverty line.

95. Removing the tariff on food products would reduce poverty levels in Sudan. In
2009 the poverty rate in Sudan was 47 percent. Removing the average tariff of 17 percent
on food products would reduce poverty to 41 percent. The poverty rate varies considerably
across states from 26 percent in Khartoum to 69 percent in Northern Darfur.

96. In both Khartoum and Northern Darfur, about 6 percent of the population
would be lifted out of poverty by a removal of tariffs. This translates to 300,000 in
Khartoum and 100,000 in Northern Darfur. Poverty would be reduced by 21 percent in
Khartoum and by only 8 percent in Northern Darfur. Thus, removal of tariffs does not target
states with highest poverty but reduces poverty equally across states relative to the
population.

97. Even a modest tariff reduction by 5 percent would lift half a million out of
poverty. While a complete removal of tariffs might politically be difficult, a modest reduction
in tariffs will also have a significant impact on poverty. A reduction of 5 percent would reduce
poverty from 47 percent to 45 percent - equivalent to half a million people. A more ambitious
reduction by 10 percent would lower poverty to 43 percent (1.1 million), while a further
reduction to 15 percent would lower poverty to 41 percent (1.6 million).

98. Female-headed households stand to benefit more from moderate tariff
reductions relative to male-headed households. Female-headed households are slightly
less often impoverished with 44.2 percent living below the poverty line compared to 47
percent of male-headed household. Figure 21 B shows the Poverty rates by gender of
Household Head for tariff reductions between O percent and 17 percent. A small tariff
reduction by 5 percent would reduce poverty among female-headed households by 5.4
percent compared to 3.9 percent for male-headed households. In contrast, a complete tariff
removal would reduce poverty of female-headed households by 10.9 percent compared to
12.8 percent of male-headed households. Thus, already small tariff reductions would
especially benefit female-headed households.
41



Figure 21: Poverty rates per State and by gender of Household Head for reduction in tariffs
from O percent to 17 percent

A) Poverty rates per State B) Poverty rates by gender of
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Recommendations
99. Reducing trade taxes and tariffs is required to increase and diversify exports.

Existing tariff and trade taxation policies results in an incentive structure that discourages
exports and encourages production for a heavily protected domestic market. This results in
higher prices for all products including basic commodities and foodstuffs which reduces
living standards and has a disproportionate impact on the poor.

100. Reducing the dependence on trade taxation when Sudan faces severe revenue
challenges and a large budget deficit requires coordination with broader tax reform.
Reducing tariffs and trade taxation may result in increased revenue when the import
elasticity of demand exceeds unity. Reducing the number of tariff peaks (tariffs lines above
15 percent) and lowering the maximum tariff to 25 percent in conformity with the agreed
maximum for the proposed COMESA CET should be a priority.

101. Reducing the use of duty rebates and exemptions to create a more transparent
structure can result in additional revenue while also reducing anti-export bias.
Currently many investments focused on production for the domestic market qualify for
rebates. Under the new Investment legislation all approved projects qualify for duty rebates
on the importation of capital goods. Reducing the tariff on all capital goods to zero would
improve the incentives for all investors and have a minimal impact on revenue. The large
disparity between the listed (ex ante) tariffs and the actual duties collected (ex post) by
sector indicates the widespread use of rebates and exemptions in animal and vegetable
products and foodstuffs. The reduction of tariffs on these products would have a minimal
impact on revenue.

102. Excise taxation should not discriminate against imports and should be
imposed on a limited range of products. The rationale for levying excise taxes is to
discourage consumption. Excises are usually restricted to a small number of goods with a
low elasticity of demand that carry health externalities (for example, tobacco and cigarettes).
Excise duties applied to imports will need to be aligned with domestic excise duties Sudan
to conform to the requirements of the WTO.
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Chapter 4: Customs Administration and Border Management

Overview and Key Issues

103. The Sudan Customs Authority (CA) has implemented a number of reforms
aimed at improving the environment for traders over the past 6 years. This study
reviewed?®’ the current customs situation in the country and the reform program of the CA
with an aim of identifying a range of areas were Sudan Customs could take immediate
further action to reduce trade costs. The study consider it is important that these areas are
addressed in a coordinated fashion through a comprehensive customs modernization
program as lessons from other countries suggest that isolated initiatives are unlikely to
succeed.

104. Currently, customs control is based on the somewhat outdated standard
concept of near 100 percent, real time, physical interventions, with parallel
documentary (paper based) processing and an accompanying automated ASYCUDA
process. The majority of international trade is processed through Port Sudan. There are in
excess of 26 proclaimed entry points (22 of which are connected to ASYCUDA and these
account for more than 95 percent of trade) including Khartoum Airport, numerous land
border crossing and two river ports. Not all entry points were operational at the time of the
mission. Table 6 highlights the relative revenue collection performance.

Table 6: Revenue Collection Performance by Sudan, Kenya, Saudi, Jordan and Yemen
Customs Administrations, 2012

Country No. of No. of Tot. Revenue in  Revenue Declarations $ $ collected
staff declarations local currency USs$ per staff collected per
million per staff declaration
Sudan 7,818 307,653 7,086,000,000 1,221.7 39 156,270 3,971
Kenya 1456 667,417 707,400,000,000 8,300 4250 5,700,549 12,436
Saudi 10,154 3,300,000 20,200,000,000 5,386 325 530,431 1,632
Arabia
Jordan 3,185 1,033,604 288,160,000 407.6 325 127,975 394
Yemen 2,279 263,753 84,835,000,000 395 116 173,322 1,498

Source: WCO Annual Report 2012-2013; Kenya, KSA, Jordan and Yemen Customs Annual Reports 2012;
Sudan Customs Administration and World Bank staff calculations.

105. Key indicators continue to show limited capacity to facilitate trade across all
the border agencies. For instance, Sudan ranked 155" out of 183 countries in the
“trading across borders” category of the Doing Business Report 2013. There is a wide
difference between exports and imports: Time to export is 32 days for Sudan, similar to the

%" For this part, the DTIS Update undertook a ‘diagnostic assessment’ which involved interviews and
discussions with relevant government officials and private sector clients and stakeholders. This
included the observation of operational practices and procedures and a review of available reports,
documents prepared by the government and border agencies and other relevant literature, including
recent assessments conducted by other international agencies such as the WCO and UNCTAD. The
main mission in January 2014 undertook these activities in Khartoum, Port Sudan, Garri Free Trade
Zone and Soba Dry Port.
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SSA average, but time to import is 21 percent longer in Sudan than in the SSA average (46
vs 38 days). Long transaction times (and cost) are mirrored in the low ranking of Sudan in
the Logistics Performance Index (LPI) of 2012 where Sudan continues to rank 148" out of
155 countries. Within the six LPI categories of Customs, Infrastructure, International
shipments, Logistics competence, Tracking & tracing, and Timeliness, Sudan ranks below
the SSA average in all categories (on a scale 1 to 5 best).

106. The CA shares border management responsibilities with many other national
agencies but currently there is limited inter agency coordination. Multiple agencies are
present at the main border entry points and while at Port Sudan a ‘one stop shop’ approach
has been implemented with the co-locating of some agencies there has been limited
streamlining of procedures and duplicative and repetitive checks continue. There is still no
‘single window’ in any border entry point and coordination cannot be relied upon. The
process for obtaining all the necessary import and export approvals can be long and time
consuming, especially if laboratory testing by the SSMO is required.? In consultation with
the Ministry of Finance and all responsible line Ministries the GCA should conduct a review
of the existing administrative arrangements with the aim of improving performance
standards, including revenue targets, of the GCA and minimizing potentially conflicting
responsibilities. These should be translated into clear performance indicators.

107. A commitment by the Sudan Customs Authority (CA) to increasing
consistency and coordination, transparency, efficiency and simplifying procedures
would be essential to reducing trade costs. While the CA currently delivers a basic level
of services to traders and is committed to further customs modernization its performance
continues to falls short of client expectations. Interviews with private sector traders and
customs officials identified many aspects of customs administration where administrative
and procedural reforms had the potential to significantly reduce clearance times while
maintaining customs integrity and protecting the revenue base.

108. The findings and recommendations contained in this study could be used as
the basis for developing a comprehensive customs modernization and reform
strategy. Achieving improved levels of efficiency, effectiveness and professionalism will
require a significant investment of time, resources and government commitment. While the
DTIS Update identifies a number of recommendations for immediate action, effective
implementation of the key recommendations will approximately 3-5 years. The DTIS
recommends that the small (4-6 member), dedicated team already established within the CA
in accordance with the recommendations of the WCO mission for Columbus Program Phase
2 to manage the modernization process. This team should report directly to and be
authorized by the Director General. It is also recommended that an inter-departmental
committee be established to coordinate activities that require actions by other border
management or permit issuing agencies.?® Overall responsibility for coordination of border
management reform will need to be decided at Ministerial level.

*® These issues are covered in more detail under Standards and Conformity section of the DTIS.

* This could be incorporated into the existing Technical Committee on Trade Facilitation and
Electronic Business (Ministerial committee based in the Council of Ministers) and the National
Working Group on Trade Facilitation and Electronic Business (Chaired by the Customs Authority and
based in the Ministry of Trade).

44



The Sudan Customs Authority

109. Organizationally the CA is part of the police force. While it is becoming more
common for customs services to be under the administration of the Ministry of Interior, or
similar as part of a ‘Homeland Security’ type of border control framework, dual responsibility
and oversight is less common. For day-to-day administrative and operational issues the
GCA reports to the Ministry of Finance. However in relation to organizational management
and staffing matters it is part of the Ministry of Interior, forming part of the Sudanese Police,
with a Police Major General as Director General. Under this paramilitary organizational
structure there is a strict hierarchical framework with promotion based on seniority, rather
than merit and limited flexibility in human resource management issues. Key organizational
statistics are shown below in Table 7.

110. The GCA is a member of the World Customs Organization (WCO), ratified the
WCO Revised Kyoto Convention (RKC) without reservation in 2009 and is a
contracting party to the Harmonized System Convention (the H.S.). Despite this few of
the provisions contained in the convention have been implemented, although many are
subject of actions listed in the strategic plan. Implementation of the provisions of the
convention (and as a consequence, much of the recently concluded WTO Trade Facilitation
Agreement) should become the organization’s first priority.

Table 7: Sudan Customs Statistics

Director General: Police Major General Sefeddean Omer

Number of Staff (2012) 7818
Officers 2162
Non-commissioned 5656

Average weighted tariff (2012) 20.1% (0%, 3%, 10%, 25% and 40%)

Revenue (FY 2010) 7086 M SDG (71% of Govt. tax revenue)
Customs Duties 3567
VAT on imports 1950
Excise (domestic) 1339

Misc. fees / charges 230

111. At an institutional level, the CA has a five-year strategic plan covering the
period of 2012 to 2016. However, while there are vision, mission and values statements in
the strategy they are not clearly linked to the strategy. It is also unclear how implementation
will be achieved, performance tracked and progress measured against this plan, or how it
will become ‘actionable’.® The plan is rather limited in scope and appears to be more a
statement of ambitions, without clear purpose, rather than a formal strategic management

% The WCO notes, in its report following the January 2013 ‘Columbus Phase II’ mission it was unable
to improve on the strategic plan (as planned) as it had been adopted before the mission.
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tool. Without this or any specific policy direction, the organization appears to be more
reactive to policy demands from other agencies. Clarification of the expectations or desired
outcomes by the Ministry of Finance, in the form of administrative arrangement orders or
similar, would allow the CA to develop a more strategic approach to its operations, against
which it could undertake continuous monitoring and evaluation of performance by
establishing appropriate performance indicators. To this end, formal adoption of the plan by
appropriate Ministries should be pursued.

112. The CA strategic planning process requires strengthening. The current CA
Strategic Plan (2012-2016) is rather limited in scope and appears more a statement of
ambitions, rather than a formal strategic management tool. It is also less clear how achieved
performance is being tracked and progress measured against this plan. In order to address
these shortcomings the CA Strategic Plan should be revised and updated in consultation
with all key internal and external stakeholders with the aim of using it as a basis for the
development, agreement and implementation of a comprehensive and future oriented
organizational reform strategy. The revised plan should be endorsed by relevant Ministries.

113. This analysis found that the CA is currently functioning and delivering a basic
level of services to its stakeholders and clients and has good leadership and
management skills. Yet, when compared with performance in the region and international
best practice most aspects of customs administration require reform and development.
Senior management has a good knowledge of contemporary organizational development
skills and abilities however there appears to be capacity constraints below this level and
more senior and middle managers need to be equipped with improved leadership and
strategic management skills. These capacity challenges result in restricted or at least
unclear Delegation of Authority and encourage overly centralized decision making in day-to-
day operations which constrains senior management’s ability to focus on more strategic
issues or on planning and organizational performance.

114. The stated priorities and objectives of the CA to a modern customs
administration require restructuring the existing organizational structure to aligh
more closely with international best practices. There is significant opportunity to better
align the organizational structure to make role and function clearer and align with
established international practice. Due to unclear organization structure, with a mixture of
overlapping geographical and functional accountabilities, decisions are centralized, including
those regarding Customs operations. Given the inadequate level of organizational funding
available, getting this resource balance correct is crucial. The need to institutionalize
contemporary ‘value adding’ functional capacity such as risk-management, audit and
intelligence in the organizational structure, also makes this a priority area for reform. Figure
22 below illustrates a model of the contemporary risk-managed regulatory compliance
framework.
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Figure 22: Components of Regulatory Compliance Framework
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Source: Widdowson David (2003), Managing Risk in the Customs Context, in Customs Modernization
Handbook, Editors, Luc De Wulf and Jose B. Sokol, World Bank, Washington DC.

115. Existing organizational arrangements are quite complex, with a range of
operational border posts having inconsistent or duplicated practices. Moreover, there
is no information system to monitor organizational performance. The lack of meaningful
management information data is limiting the ability to develop a clear understanding of
existing staffing or resource demands. A simplification of the reporting and command
structure, accompanied by appropriate delegation of authority and accountability is also
necessary to improve organizational performance.

116. CA has a staff of about 7,800 regular employees, including 2162 officers. The
proportion of tertiary graduates or those with higher academic qualifications is unclear.
Given the nature of contemporary customs administration, many of the technical skills and
gualifications necessary to support a highly performing customs administration do not
appear to be present, and this is reflected in the organizational structure. The current
structure displays a relative bias towards supervisory or administrative roles at the expense
of operational and strategic management, where these technical skills are most necessary.

117. The strict hierarchical framework under the organizational structure with
promotion based on seniority, rather than merit provides limited flexibility in human
resource management issues. The reliance on non-commissioned staff also distorts
resource demands. It was suggested that total staffing establishment indicated a deficit of in
excess of 5,000 staff (2,000 in the officer class alone). Using standard international
benchmarks, it is difficult to identify a case for any additional staffing resources based on the
existing volumes and demands. The number of staff performing often redundant
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documentary checking and virtually 100 percent physical examinations without
demonstrable results highlight this imbalance.

118. There are a number of other fundamental issues in the area of human resource
management. The most significant include: the necessity of updating the existing ethics and
integrity programs to include transparency issues; inadequate performance management
practices; no appropriate mobility or staff rotation policy (particularly in sensitive areas);
undocumented job descriptions and duty statements; weakly defined or inappropriate criteria
for employment or promotion; and insufficient focus on professional/technical development

119. There are indications that important technical infrastructure and resources
(e.g. scanners) are not being used to their full potential because of on-going support
and maintenance issues linked to the US sanctions imposed on the country. The
investment in such technical infrastructure needs to be accompanied by on-going support
and maintenance contracts. It was not clear if the cause of the existing problems was a lack
of funding or poor contract management ability (or both), but regardless of the reason, using
these resources to their full potential is essential to achieving higher levels of organizational
performance. It was noted that user services charges are levied to cover the full cost of
services provided however this may also be contributing to inappropriate servicing policies
and not being used to support operations.

120. Recent amendments to customs legislation are not sufficient for implementing
WTO compatible procedures. While the creation of enabling legislation, in itself, does not
guarantee the implementation of new policies and procedures, without it no change is
possible. The issues regarding the adoption of GATT (1994) Article 7 are a clear
demonstration of this problem. In this regard and based on responses to questions obtained
during the study, the Sudan Custom Act will need significant amendment to allow for the
adoption of contemporary practices and procedures. This view is supported by the findings
of the WTO TFA ‘National Implementation Plan’ assessment (conducted by UNCTAD in
March 2013) which identifies that for 11 of the 14 measures not implemented (where
responsibility for implementation fall primarily to customs), implementation will require the
adoption of new or amendment of existing primary or subordinate legislation.

Customs Systems and Procedures

121. The administrations’ processes and procedures are characterized by a number
of rather ineffective operational activities. A lack of clearly defined and publicized set of
processes and excessive human intervention in transaction processing results in reduced
transparency. Findings in relation to some key elements of customs procedures are detailed
below.

Risk-based Compliance

122. The CA is trying to give effect to its border control responsibilities in the role
of a traditional ‘gatekeeper’, a strategy that it is neither well equipped to implement
nor is it seen as being capable of achieving expected outcomes. The existing control
environment is based on a 100 percent real time documentary and physical intervention in
all transactions. While there is a physical interaction with each transaction, the level of
goods examination will vary based on personal knowledge of the inspector. Given that there
are few, if any, examples internationally where a 100 percent inspection policy translates to
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100 percent ‘inspection’ (consignment verification or validation) in an operational sense, it
appears unlikely such practices result in the identification of many serious attempts at
concealment, revenue evasion or detection of prohibited goods. The only certain outcome is
a lack of facilitation. It should be noted that some of these practices appear to be as a direct
result of requirements to comply with government policy and do not necessarily reflect
poorly on the strategic management of Customs or other border agencies.

123. The CA acknowledges that in adopting virtually 100 percent physical
inspection it is not intervening in a systematic way. Even with a total inspection regime,
there has to be some selectivity in the level of examination. Any examination of cargo, for
national security objectives, that is not driven by intelligence (targeted), must involve a full
search of all packages which may take many hours to complete. * Other border
management agencies also need to be more pro-active in defining customs role and tasking
it more specifically. The need to adopt risk-based compliance strategies is especially
relevant in the area of standards and conformance (SSMO).

124. The inexistence of a functioning risk management policy represents one of the
key challenges for the Sudanese custom system. Internationally there is little evidence to
demonstrate that meaningful border management reforms can be achieved without such a
risk-based compliance management approach. In this instance it is also clear that in addition
to improving levels of trade facilitation, adopting advanced risk management strategies
would help improve border security outcomes by directing resources to interventions in high
risk transactions. Previous studies by the World Bank have demonstrated that a lower rate
of inspection, as part of a risk-based targeting strategy can actually result in increased
detections by being more effective. This position is based on a basic assessment of the
performance metrics associated with cargo examinations. These demonstrate that based on
the current notional policy of 100 percent physical examination, the volume of transactions
and the number of examiners, it is simply not possible in the time available to conduct a
thorough examination.*

125. Addressing the lack of an effective risk management policy requires
fundamental changes to operational activities. ‘Risk-management’ is not a concept that
can simply be inserted into the clearance process. It requires a range of supporting
operational activities and skills (profiling, analysis, audit, etc.) that fundamentally change the
compliance framework. A possible framework is depicted in Figure 23. Access to better
quality data, earlier in the transaction process is also essential. All of this would be a
significant undertaking in the context of border management in Sudan. The Customs
Administration recognizes the importance of establishing an effective risk management
policy and had participated in discussions with potential international donors, including the
World Bank, with the aim of finalizing a technical assistance project.

*'In a 100% examination environment, customs cannot afford to be shown to have ‘inspected’ a
consignment that is later found to have contained prohibited or restricted goods.

% While conducting a thorough examination is still a widely adopted practice, it has become less
common in more advanced administrations. Risk management has also been shown to lead to
increased inspection effectiveness and detection rates.
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Figure 23: Risk Management Process Framework
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Source: Risk-Based Compliance Management, World Bank 2012.

Inspection and Cargo Control

126. The non-strategic use of
non-intrusive inspection (NI1)
resources and the physical
inspection  environment is a
concern. The existing non-intrusive
(scanning) inspection equipment is not
utilized to its full potential and/or is not
being used effectively. While there are
a number of units in existence and the
CA would like more to cope with peak
demand. The problem with this
proposition is that due to the immense
cost of such equipment it needs be
used close to full operational capacity
before a case for additional resources | One of two scanners, Port Sudan. (NucTech, 6Mev,
can be made. This is currently not the | double-tunnel).

case. Business process and practices
(both by customs and the private sector) create significant peak demand periods, while at
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other times the equipment lies idle. Equally concerning is the reliance on scanning, even
when the inspection to be performed is beyond the technical capability of the equipment
and/or the skill of the image analyst.*

127. Previous internal assessments by the CA had identified that scanning was not
very effective in the case of mixed loads.** Yet, lessons from other countries show that
scanning is more effective in some circumstances than others and the skill of the image
analyst can have a huge impact on results. If ‘scan’ results are inconclusive, the only option
is to conduct a physical examination. Decisions on suitability to scan should be made based
on information available to customs before scheduling scanning. Training of operators and
image analysts also needs improvement to achieve greater effectiveness of these valuable
resources.

128. Physical examinations are
carried out in inappropriate
conditions. Inspection operations
observed at both Port Sudan and Soba
highlighted an environment that was
not conducive to maximizing
detections, speed of operations or the
quality of goods. Most examinations
appear to be carried out on the bare
ground where the container is parked,
with no hard-stands available. It was
noted that these inspection activities
were also carried out in an environment
that was not conducive to ensuring the
Cargo examinations: Soba dry-port. ‘integrity’ of the shipment, allowing for
opportunities to undertake
unauthorized interventions which result in additional security risks. Furthermore, a lack of
inspection skills training and resources/equipment makes these interventions less effective.

129. Effective control would require much more emphasis to be placed on data
collection, management and analysis to better target risk and the need for physical
interventions. Control is also achieved by the physical presence of customs officers
stationed at all points of entry/exit to controlled areas. While business processes are not
perfectly aligned with contemporary practices, the main issues concern risk assessment and
targeting practices. This also contributes to high levels of discretion being adopted without
the necessary accountability. Compliance management practices are not well developed or
implemented.

130. A limited ‘Trusted Trader’ or Authorized Economic Operators (AEO) trail is in
preparation. Supported by technical assistance provided by the Jordanian customs
administration, a basic AEO type program is being prepared, with five traders identified as

% X-ray scanners have technical limits with regard to the nature and composition of the goods being
scanned, beyond which there use is limited.
% See the 2013 Time Release Study challenges.
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participants. However, there is no supporting criteria for determining eligibility or identify of
potential benefits offered to participants.

131. Some progress has been made in relation to automated payments. There is one
bank (Faisal Islamic Bank) now capable of making direct payments from customers’
accounts to customs as part of a trail. To date some 200 importers (or their agents) have
utilized this facility, but delays persist, particularly with the transfer of funds from importer to
the agents account to enable payment. Further work is needed to promote and encourage
this business process.

132. There is currently no post-clearance audit capability. There appears to be a lack
of awareness of how this function enables the application of risk-based compliance
management. As such a complete audit strategy, linked to risk identification and any
compliance management strategy is yet to be developed.

133. The management of Rebates, remissions and exemptions were criticized by
traders who cited delays in refunds and onerous administrative procedures. While
many of these complaints were more related to ‘industry policy’ issues (what should be
exempt), there were legitimate issues surrounding the interpretation of policy (inconsistency)
and the nature of administrative practices. Timeliness of payments seemed to be the biggest
concern and agreed performance levels may assist in this area as much as in many other
areas of customs operations. The earlier DTIS noted delays of four months in receiving
rebates. Interviews with the private sector identified that this remained a serious problem.
Several private sector representatives indicated that the administrative burden and the
lengthy delays in receiving the rebate eliminated any benefits.

Customs Agents and the Licensing of Brokers

134. The use of a customs broker is mandatory and licenses are a valuable
commodity. The broking community is well organized and most appeared well versed in
customs law. While a broker may technically sub-contract or lease out his license, the
licensee remains responsible for all work product. Traders are not permitted to use an in-
house broker, but some may retain the full time services of a licensed broker. There is no
concept of a corporate license, but some brokers operate as a joint commercial entity.
Individual licenses are also restricted to individual physical locations (for example, Port
Sudan or Soba dry port), so clearance of an individual transaction may require the services
of more than one broker. In such cases brokers form either formal or ad hoc partnerships
and agree on commercial terms, so as clients only deal with a single entity. Fees appear
generally agreed.

135. The rules for obtaining a customs broker license are freely available and
transparent. The significant majority (>90 percent) of brokers are former (retired) customs
staff (and some from the police/military) and obtaining a license seems to form part of what
is best described as custom officials retirement packages. There are other brokers who have
gualified through years of relevant work experience and examination. Brokers were eager to
receive additional training and capacity building, but were obviously somewhat hesitant to
agree to the ending of their monopoly.

136. For customs valuation, reference values continue to be used as the
predominant method of determining customs value. Despite a commitment to apply the
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provisions of Article 7 of the GATT (1994) (WTO Valuation Agreement) and the introduction
of legislation to achieve this, ‘transaction values’ are for the most part ignored. Notionally,
the Brussels Definition of Value (BDV) is applied. Current legislative provisions are for the
most part consistent with the requirements of Article 7 with one significant exception.
Appended to the legislation, which appears for the most part to be a direct transcription of
the relevant provisions of Article 7, is a four year phasing-in provision that allows transaction
pricing to be ignored where it may have ‘an adverse effect on the national economy’.

137. Reference values® are used for every transaction where duty/tax is collected.
The concept of ‘adverse effect’ appears to be interpreted as needing to collect as much
revenue as possible as if actual transaction values could be determined, the amount
collected would be the amount owed (the correct legally payable amount) and there would
be no ‘adverse’ effect as such. So in practice, the provision is applied to ensure the revenue
collected is greater than that would be payable under Article 7. While the same outcome
could be achieved in a more transparent fashion by simply increasing duty rates, the current
practice encourages and supports inappropriate practices and adds costs and time to
clearances.

138. According to customs managers, the need to use of reference values is due to
excessive use of fraudulent values on invoices provided by importers, especially from
certain countries. This practice cannot be disputed. However, the existing policy of using
reference prices does not encourage traders to comply with customs regulations. There is a
perception that to be competitive, some traders may try and manipulate the system (by
under valuation).

139. Sudan began the transition from ASYCUDA ++ to ASYCUDA World in October
2011 and it is now operational at almost all entry points. Direct Trader Input (DTI) can
now be entered remotely and funds can be transferred electronically. A trail of pre-arrival
manifest submission has been conducted on some air freight shipment. The Customs
Administration is now preparing to upgrade ASYCUDA World to ensure its compatibility with
the proposed National Single Window (NSW). The CA stated that the movement to
ASYCUDA World has improved cooperation between agencies and reaffirmed their
commitment to introducing a Single Window. Preliminary discussions with potential NSW
providers have taken place, but no work on specific business requirements has taken place.

140. Duplication of the electronic process with paper does not allow the full
benefits of automation to be realized. Hard copy documentation is still being used in
parallel to the automated processes. Manual checking of transaction data against prime
documents is time consuming, unnecessary and results in procedures that are excessively
complex and slow. Most of these activities could be performed ‘post’ transaction and
achieve the same result. Manual checking also leads to an excessively high ‘query’ rates by
customs, resulting in high volumes of transactions requiring physical interaction with officials
at this initial screening point, increasing delays.

% It is not clear how these reference values are determined, but no evidence of any objective
methodology or commercially supplied databases or subscriptions services were observed.
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141. Maximizing ASYCUDA'’s selectivity and targeting capacity (risk management
module) is seen as a key modernization enabler. The ASYCUDA World system is
capable of delivering most of the organization’s needs, currently its capacity is not being
fully utilized, especially in relation to the risk management module.*® It could be used as
leverage to facilitate many of the other reforms necessary. A robust customs I.T. system
with appropriate functionality is crucial to the effective operations of any contemporary
customs administration. It is therefore important to address issues that prevent the full
implementation of automated processing of cross-border transactions. A full transition to the
ASYCUDA World platform (adopting full modular systems functionality) could help address
many of the current deficiencies.

Transparency, Information and Communication Mechanisms

142. There is significant scope to improve transparency and communication
mechanisms. Most border management agencies have websites, but not all relevant
information is made publically available. GCA does make some relevant rules and regulation
available and there is a Gazette notification system in place. Sudan Trade Point was
established in 2001, but its full potential has not been realized. Establishing the appropriate
regulatory framework could help turn trade point into a ‘Trade Information Portal’ which
would facilitate the development of the NSW by ensuring better agency coordination.

143. Establishing a more accessible, informal (but binding) appeals and rulings
mechanism would help encourage greater compliance with custom procedures. A
greater focus on education and communication would assist in improving transparency and
accountability. The existing systems of appeals through the courts are not well utilized.

144. Given the current requirements for clearance approvals by multiple agencies,
any attempt improve levels of trade facilitation must also focus on an ‘Integrated
Border Management’ approach. As indicated earlier in this report, the Customs Authority
shares border responsibilities with other national agencies, including SSMO, Ministry of
Agriculture & Irrigation, Ministry of Livestock & Fisheries, Ministry of Health, Ministry of
Information and Communications, and the Ministry of Interior. Coordination among these
agencies is limited with too many independent interventions taking place, in many cases on
a transaction-by-transaction basis, which can take many days to be completed. Too often
the relevant agency is not physically present at the point of importation, and obtaining their
approval can be a time consuming task, particularly where laboratory testing may be
required. Relationships between the CA and other border management agencies need to be
strengthened and used more effectively to coordinate an improved border management
approach. The engagement and agreement of all agencies involved in regulatory control of
cross-border shipments, whether responsibility for enforcement is delegated to Customs or
not, has to be achieved to ensure reforms are imbedded, institutionalized and are
sustainable.

145. Communication between the CA and its clients is currently insufficient. There
is currently limited communication between the CA and the users, a situation which prevents
the CA from adequately addressing users’ issues and concerns. Clients complain about the

% Adoption of the ASYCUDA ‘Transit’ module is also yet to take place.

54



lack of public information on obligations, rights and how to interact with the CA, and they
claim that the CA does not meet clients’ expectations in relation to trade facilitation,
specifically with regards to consistency, efficiency and transparency. A greater focus on
education and communication would assist in bridging this gap.

146. There is a long history of collaboration and cooperation with international
institutions (particularly the WCO) and regional administrations. Yet, it remains unclear
what the benefits of these are currently are. A more strategic approach (in relation to the
provision of technical assistance) to the management of these relationships would help
deliver more meaningful and sustainable outcomes.

Recommendations

147. Continuing to modernize and reform the CA will contribute to reducing trade
costs. Further reforms are required for the CA to effectively comply with the provisions of
Article 7 of the GATT (1994) on Customs Valuation. Re-engineering CA business processes
and procedures are required to implement the WCO TKC and the recently concluded WTO
Agreement on Trade Facilitation.

148. Developing a Trade Information Portal would provide a single point of access
for all trade related regulations, forms and procedures required for importing and
exporting. A Trade Information Portal will promote inter-agency cooperation between all the
agencies involved at the border, transparency and due process, and act as preparation for
the commitment to implement a National Single Window.

149. Revise the licensing requirements for clearing agents to promote increased
efficiency. The criteria for customs clearing agents require updating to focus on the
demonstration of professional skills and integrity. Corporate entities should also be eligible
to apply for a customs clearing license and importers should have the right to self-clear.
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Chapter 5: Transport, Transit and Logistics Services
Overview

150. Sudan has a relatively low density of transport infrastructure when comparing
with other countries in Africa. The transport system in Sudan comprises all the main
modes: road, rail, air, maritime, and inland waterway. The country has one major trade
gateway, Port Sudan on the Red Sea while road transport is the dominant mode of inland
transport. This chapter presents a diagnostic of the state and performance of the country’s
transport and logistics system. It focusses on three main categories of issues: infrastructure,
regulation and services and three main attributes of system performance, cost, time and
reliability.

151. Chapter outline. It starts with a comparative assessment of Sudan’s logistics
performance based on the Logistics Performance Index (LPI). This is followed by an
evaluation of the performance of the main transport corridor that accounts for more than 90
percent of the international trade traffic, and then presents the main emerging and
unresolved issues relating to each of the core components of the logistics system: road, rail
inland water, air transport and the quality of logistics services offered by the private sector.
The chapter concludes with recommendations for improving the costs and efficiency of
logistics services.

152. Overall logistics performance in Sudan is low and even has deteriorated over
the last five years (World Bank, 2014). All components of logistics services rank lower in
2014 than they did back in 2007 (Figure 24). However, in theme specific rankings of the LPI
the country’s logistics systems have made some improvements since 2010, especially
related to infrastructure and customs. The same is not the case though for services typically
provided by the private sector, reflected in the LPI scores on timeliness and tracking and
tracing of shipments. The scores for both of these dimensions have declined over the past
seven years. One possible explanation for the continued decline in timeliness and tracking
of shipments is linked to the weak and archaic regulatory framework for logistics services.
These weaknesses were identified in the original DTIS in which several actions for reform
were proposed.

153. Sudan has made some progress in implementing the logistics related actions
identified in the 2008 DTIS. Some of the actions that were implemented either fully or in
part include: the development of a dry port at Garri, which is nhow one of the two major dry
ports in the country, the involvement of a foreign operator in Port Sudan and regulatory
reforms to allow firms to provide clearing services. These interventions should contribute to
an improved logistics performance. Still, reforms in port operations at Garri have only started
recently while firms are yet to be registered to provide clearing services. Also among
significant developments was the establishment of a one stop shop in Port Sudan and also
in Soba Dry Port, where the various government agencies involved in border management
are co-located.
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Figure 24: Sudan Logistics Performance, 2007-2014
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Transport and Logistics Strategy

154. Historically, the transport system in Sudan was characterized by effective
integration of the different modes in operation - ports, railways and inland water
transport — but modes are disintegrated nowadays. Since 1977 the level of integration
has declined and each mode has evolved separately. Nowadays, road transport dominates
the transport scenes, while the other modes have declined in importance and now only have
niches in the market. Over the past three decades the deterioration in modal coordination
within the Sudanese transport system has resulted in services becoming fragmented with
some key nodes such as dry ports emerging more for regulatory controls rather than for
mode interfaces at a minimum and value addition as logistics platforms when well planned.
Only Garri seems to be playing the latter role. There is considerable opportunity for
enhancing the inter-modal optimization of investments

155. The Transport Master Plan, jointly developed between the Ministry of Finance
and National Economy and the Ministry of Transport, Road, and Bridges, addresses
the challenge of integrating the different modes. In several low and middle income
countries the provision of infrastructure is rationalized across various modes and services,
SO as to provide an integrated system able to serve different market requirements. Current
and emerging supply chain needs often form the basis for well-defined logistics strategies. A
logistics strategy would seek to address apparent bottlenecks in the system and would
include trade-related infrastructure, services and regulations. This is a multi-modal approach
involving both the public and private sectors.

156. Sudan needs to develop a comprehensive logistics strategy. The need for large
investments in Sudan’s transport and logistics system, in inland ports, railways, roads and
services presents an opportunity for a coherent, comprehensive logistics strategy. Poor
coordination between modes and services increases costs and jeopardizes reliability. Yet
there is great potential for seamless services. The bonded areas with customs facilities and
rail access established by the large oil companies are a good example of what can be
achieved. There, logistics service providers are able to offer services by railway from the
port to the bonded facility, using through bills of lading. Systems put in place for such
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facilities can serve as a blueprint for the wider market, just as other systems for expedited
clearance that have been designed for humanitarian traffic.

157. Some of the building blocks for an integrated logistics system are already in
place. The main plank is the National Transport Master Plan. However, the infrastructure
investments it defines need to be complemented with intermodal services to increase
efficiency. There are a number of ports, including dry ports, free zones, railway stations, and
highways, but only a limited supply of intermodal services exists. For example, although the
private sector expects the railways to be a preferred mode, weak intermodal logistics service
does not allow the railways to compete with transport by truck. Large firms such as ones in
the oil industry may be able to invest in building own facilities to secure their supply chain,
but most of the business in Sudan do not afford to invest in costly transport and logistics
infrastructure out of their pocket. As Sudan aims to diversify its economy, the support for
intermodal transport services, particularly in connecting existing transport modes, becomes
imperative to bring products to markets.

158. Infrastructure investments in Sudan’s transport system need to be
complemented with policy and regulatory interventions to better integrate logistics
services. Currently, each of the government agencies responsible for different modes of
transport has their own investment plan. Such plans can be better coordinated with an
emphasis on inter-modal interfaces. Importantly, this coordination is much more about
institutional arrangements for co-production of plans as it is about the actual investments.*’
Fortunately, Sudan has in place multi-stakeholder groups working on logistics related
initiatives, which could be expanded and given a wider mandate. Two of the most relevant
groups are a committee working on the introduction of a national single window system and
a technical committee in the Ministry of Trade which focusses on transport investments.

Transport Corridors

159. In 2012 Port Sudan handled some 5.8 million tonnes of imports, most of which
were destined for Sudan. More than 90 percent of Sudan’s international trade traffic
passes through Port Sudan. In view of the importance of Port Sudan as a gateway to the
region and the world a more detailed review in contained in Appendix 3. Data from Sudan
Ports Corporation show that traffic volumes through Port Sudan were growing strongly up
until 2009/10 and then fell significantly in 2011. Volume rose from 4.7m tonnes in 2008 to
5.4m tonnes in 2009 (+16 percent) but then fell by more than a quarter to 4m tonnes in
2011, explained to a large extent by the separation of South Sudan. However, since then
traffic volume have started recovering, albeit slowly.

160. More than 90 percent of the landed volume moves inland, mostly to Khartoum
and a few centers to the south and west. The majority of the traffic is transported by road
transport, while a smaller quantity is transported by rail. Figure 25 shows the modal split of
import traffic as it moves between the port and the major economic centers and clearance
points in Sudan, and Table 8 shows the comparative costs per ton kilometer and transit
times.

% For instance a logistics strategy would be best placed to advise on how to respond to the request of
the road transport union to reduce corporate tax from current 15 % to 10 %.
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Figure 25: Distribution of Traffic: Port Sudan and Khartoum (2013)

Port Sudan
5.8m tonnes
Port Sudan (local) Khartoum and beyond
0.4 m tonnes 5.3m tonnes
Rail Road
0.5m tonnes 4.8m tonnes
Direct delivery ICDs Direct delivery
0.4m tonnes 4.1m tonnes 0.8 m tonnes
Table 8: Comparative Costs of Different Modes of Transport
Mode Distance Transit time Price
(kilometers) (hours) (SDG/tonne/km)
Road - Khartoum to Kosti 314 4 0.166
IWT: Kosti to Juba 1,486 0.559
Rail: Port Sudan — Khartoum 787 60 0.059

Source: Author’s own compilation, based on local data obtained in January 2014.

161. The mode split of traffic over the inland transport system is determined by
cost and the quality of service of each mode. Road transport is by far the dominant
mode, even though direct costs from rail and inland water transport could be lower.
However, a more comprehensive measure of costs, that includes also the cost of longer
transit times and poor reliability suggest that costs from these latter two modes are higher
than for road transport. The total cost is therefore in part explained by the higher fixed costs
and lower volumes of traffic carried by the two modes of transport.

162. Efficiency on the trade corridor between Port Sudan and Khartoum is a key
determinant of overall logistics performance of the country as it accounts for more
than 90 percent of cargo handled through Port Sudan. The Port Sudan — Khartoum
Corridor (PSKC) is comprised of road and rail links, a pipeline for petroleum products, and
air transport services. The DTIS assessment focused on the movement of goods traffic, as
this is the most critical to trade competitiveness.
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163. Traffic volume is one of the most useful indicators of performance of a
transport corridor and the transport and logistics sector within a country. Volume
helps in measuring transport system capacity utilization and assessing any potential
bottlenecks as a result of limits imposed by physical infrastructure and the productivity of
cargo-handling operations. Volume also helps identify opportunities for investment in
infrastructure and logistics services.

164. The Sudan logistics system is not currently operating at full capacity. As a
result of the contraction in international trade volumes on the Port Sudan and Khartoum
corridor, the overall logistics system of Sudan appears to have spare capacity across all
modes of transport used for international carriage of goods (seaports, railways, road, river,
and air) and most logistics services.

Logistics Services

165. The provision of logistics services typically involves customs clearing agents,
trucking enterprises, and forwarding and warehousing services. In some countries,
there are consolidated frameworks for regulating these various businesses. However, the
logistics service market in Sudan is fragmented. A weakness in the regulatory regime for
logistics services can induce inefficiencies and increase trade cost. This section looks into
why the logistics service industry has been so fragmented, and what influence this
fragmentation has on logistics performance and efficiency.

166. Improving the regulatory regime for logistics services promises to deliver
significant efficiency gains. The National Transport Master Plan in 2010 estimated that
the cost of logistics is very high, equivalent to between 25 and 35 percent of GDP compared
to between 10 and 15 percent for middle and high income countries. The current regimes
impose a high cost burden on logistics service providers and the trading community. There
are two main issues that need to be addressed in order to modernize Sudan’s logistics
services, both are regulatory, the first on market access and the other on operational
responsibilities.

167. While trade logistics is an industry where economies of scale can play a major
role in cutting cost and improving services, in Sudan, restrictions on market access
result in a logistics system that is dominated by small scale operators. The main
reasons for the prevalence of small scale operators include:

e The logistics services sector is regulated by multiple government agencies or
ministries under a wide range of laws and regulations. Customs clearing agents are
under the control of customs while trucks are registered in States but issued a license for
the carriage of international trade traffic by the Land Transport Unit under the Ministry of
Transport, Roads and Bridges. Also, a Clearing Agent License can only be issued to an
individual and not to a company while the Land Transport Unit (LTU) in essence is
issuing a permit for a vehicle and are not required by law to oversee the organization of
the trucking sector only its capacity.

e The regulations governing logistics services are not easily accessible or
transparent. Logistics service providers in the private sector do not have a clear
understanding of the regulations. When prompted for views during the DTIS main
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mission, indeed there were quite divergent responses. For example, a number of
providers understood that a minimum fleet size of five vehicles was required to establish
a trucking firm while others stated there is no requirement on minimum assets.
Information on transport related regulations is not clear and not readily accessible to
logistics service providers.

e Specialist areas of logistics remain unregulated. For example, although several firms
in Sudan provide freight forwarding services there is no law that recognizes freight
forwarding as a business. The firms use their international networks and other licenses
such as trucking to provide freight forwarding services such as booking vessel space,
issuing bills of lading, and related activities. In addition, existing regulations do not cover
issues around the transfer of liability in a transport chain. This is left to individual firms to
agree with their partners how this will be handled and as a result logistics service
providers put a premium on some services or take out additional insurance to cover
potential losses.

168. Barriers to entry in the logistics sector protect domestic providers. The
domination of small scale and individuals as service providers might appear to suggest an
industry with low barriers to entry. However, some of the requirements raise the barriers to
entry. For instance, foreign investment in logistics services is allowed but only under
restrictive conditions. The National Investment Encouragement Act 1999 (amended in 2003,
2007, and 2013) prohibits discrimination against foreign capitals. The new act in 2013 allows
foreign and domestic private entities to establish and own business enterprises, to repatriate
capital and profits, with condition of opening an investment account at the Central Bank of
Sudan (CBOS) before entering into business®. However, there are restrictions to foreign
equity ownership in service industries, including railway freight transportation, airport
operations. Trucking companies are not supposed to be under this restriction, but effectively
they are. Likewise, foreigners cannot obtain a clearing agent license. Yet, local logistics
service providers clearly recognize that foreign investors would enhance the capabilities of
Sudanese service providers.

169. Foreign transport operators do not play a prominent role in Sudan. Reforming
the regulations to encourage increased participation by foreign logistics providers,
with their links to regional and global supply chains will assist in improving
connectivity and enhancing competitiveness. The trucking bubble of the last few years
probably has discouraged entry by foreign operators. Although foreign operators may also
have difficulty building a network for business partnership, and without this network, it is
difficult to survive in the fragmented regulatory regime. But again, foreign operators could
bring their international network and experience to the Sudanese transport industry. So their
participation in the logistics service industry would be beneficial in the medium and long
term.

170. The highly fragmented logistics sector results in a premium being placed on
the management of liability for the risks faced during shipment. Standard practice is to
rely on credibility between transport business partners rather than service quality. This may
be one of the reasons that laws do not reinforce the control on operations. However,

®Bus Department of State 2013 Investment Climate Statement — Sudan
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normally, once a truck is loaded liability should be valid for the entire journey up to a delivery
point. But in Sudan it is not clear who takes out risk insurance, and owners of goods often
have to make their own arrangements at high cost and on a shipment to shipment basis.

171. In the majority of trucking service contracts, logistics service providers take
liability and arrange insurance by themselves. The insurance charges are often added
to their freight price. Logistics services providers have coped with the lack of regulations
on liability, taking full responsibility for the shipments at own cost. Also, the current
insurance scheme does not encourage trucking operators to improve the quality of transport
services as trucking companies rely on insurance prepared by logistics service providers,
which is not a direct cost for trucking companies.

172. Sudan regulations do not define logistics services adequately and are lacking
some important other elements. The regulations found in the logistics services are 1) the
regulations of customs clearance (2012) and the Customs Act (amended in 2010), and 2)
the regulation on organizing the work on land transport (1992). Neither of these regulations
defines logistics very well. The laws do not reference logistics services. In addition, there are
no self-regulations voluntarily prepared by the industry. The regulations describing the
licensing requirements covering customs clearance and land transport (i.e., logistics service
business) do not address liability issues nor stipulate a minimum capital requirement.
Regulations refer to the qualifications of agents, physical address and taxation (in the new
investment act), but do not define a required minimum capital. In theory, anyone can start a
trucking business once their vehicle is registered. This covers the minimum capital to buy a
truck but does not deal with liability insurance to enable transport operators to cover
accidental losses.

Clearing and Forwarding Services

173. There is no licensing regime for clearing and forwarding services - a core
service in modern logistics. In order to facilitate door to door service, clearing agents
handle customs clearance processes and arrange land transport to a final destination or to a
warehousing facility. The providers of these logistics services can be individuals or corporate
entities.

174. Customs clearing agents are licensed as individuals by customs. Currently,
there are over 1,000 licensed clearing agents in the main centers with 460 in Port Sudan
and 630 in the Khartoum area. Each agent is registered to operate at a specific location,
such as Khartoum (including Garri Free Zoon and Soba Inland Container Depot), Khartoum
airport (exclusive), and Port Sudan (including Red Sea Free Zone). Since one agent can
have only one location to work, agents in the different locations collaborate with others at
different locations in order to provide coordinated services for the same client. Individual
clearing agents have built a network of partners through social networks, which so far,
seems to be working well.

175. At the same time, there are restrictive qualification requirements to obtain a

clearing agent license. Firstly, obtaining a license requires substantial experience in the
customs field with an individual needing at least 20 year experience. As a result the majority
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of clearing agents are ex-customs officers and there are only a couple of companies that
have a corporate clearing license®. Secondly, only Sudanese nationals may receive a
license. As a result, it is impossible for private companies to apply for the clearing agent
license although the customs regulation in 2012 allows companies to be granted a license®.
With this present licensing system, the private logistics service providers hire clearing
agents in each customs location to handle their clients’ shipments. In addition, as a
prerequisite to apply for a license, a company should be a member of the union of clearing
agents.

176. As a result, the existing licensing regime for clearing agents functions as a
significant barrier to the emergence of modern logistics operations, where operators
may want to offer door to door services. A licensing regime that is limited to individuals
prevents corporate entities from establishing seamless and quality logistics services. Much
more arranging sub-contracts with other agents increases the overall costs of services and
has a negative impact on on reliability and accountability.

177. The prevalence of mostly one person operations, clearing agents and logistics
service provider’s limits their ability to provide internationally competitive logistics
facilities and services as they are unable to realize the economies of scale that reduce
costs and encourage increased investment. Only a few large logistics companies are
able to build their own facilities. The rest, a large share of the market, utilize infrastructure
and space in the free zones for temporary warehousing and for value added services.
Sudan has two Free Zones managed by The Sudanese Free Zones & Markets Co, Ltd.—
Red Sea Free Zone (26 sg km) in Suakin and Al Gaili (Garri) Free Zone (20 sq km), 60 km
North of Khartoum. According to users of the free zones, the warehouses are well equipped
and secure. Therefore, it is more efficient to use the free zones than building costly
infrastructure. Garri Free Zone, for instance, provides spaces for tenants to allow simple
repackaging and processing activities.

Trucking services

178. Trucking is the main mode of transport in Sudan. Customs clearing agents and
private logistics companies work with trucking companies to arrange transportation on
behalf of traders. As a result of the deterioration of railway services over the years, more
than 90 percent of goods are carried by road transport. The most common vehicle
configuration is one that has two trailers and is capable of carrying two forty foot containers.
Trucking services are dominated by three different logistics service providers with
widespread subcontracting.

179. There are three modes in providing trucking services. First, relatively big
logistics companies possess own fleets and drivers. This is the most comprehensive way to
manage whole logistics service under their control. Second, non-asset logistics service
providers have contracts with their clients to arrange trucking services, these companies

%9 Companies that specialize in providing logistics services for specific commodities have a clearing
license with the names of companies.

40 Regulations for Customs Clearance process for the year 2012, The General Directorate of
Customs
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make a sub-contract with trucking companies that possess fleets or hire individuals (not
corporate) so that they are still able to provide a series of logistics services with principle
contracts with clients. For sub-contracting, a paper contract is prepared between logistics
service providers and subcontractors, which describes its responsibility to carry goods. The
non-asset logistics service providers tend to have unique criteria to meet the service quality
expected from their clients. Third, clearing agents make a contract with their clients and
contract out for trucking service to individual truck drivers or trucking companies. The
subcontracting by clearing agents is based on their social network. The clearing agents
have a paper contract or only a verbal communication to entrust subcontractors with a
trucking service. Since they have been business partners for a long time, the agents can
provide their clients with reliable trucking services.

180. Notwithstanding the fragmented structure of trucking services, the price of
transport between Port Sudan and Khartoum may be considered competitive.
Generally speaking, 40 feet container for a round trip cost around 1,000 to 1,500 US dollars
plus VAT. As most of the containers coming from Khartoum are empty, the transport cost is
always levied for a round trip. It takes one and half to two days. Now that the trucking bubble
has ended, freight prices have become more competitive.

181. A national authority, the Land Transport Unit (LTU) of the Ministry of
Transport, regulates the trucking industry in a broader sense, in conjunction with
state level supervision. The LTU has seven offices across the country, all of which can
process vehicle registrations. There are three steps to obtain a permit for trucking business:

° completion of a registration at a state traffic authority;
o arranging insurance for vehicles, and
. Join the Transportation Union of Chambers (required for all corporate entities).

182. Only the LTU can issue an ID for each vehicle once the earlier mentioned three
steps are completed. This should be renewed annually. In principle, anyone can start a
trucking business if they have a truck, and those with at least 10 trucks (five trucks for
petroleum trucks), can be register a company**. Although a physical ID comes from the LTU,
logistics service providers consider the state traffic authorities as a regulator, as there is no
clear enforcement on transport operations at the national level.

Table 9: Annual Absorptive Capacity for members by chamber

The Chambers No. of means of Average Capacity Annual capacity™ [
transport tons Port Sudan —

Khartoum] (million
tonnes)

Heavy Trucks 16,000 65 49.9

Petroleum and liquid 1,929 55 5

transport

Lorries and trucks 30,000 10.8

Railways 600 cars 30 0.6

Source: Author’s own compilation, based on local data obtained in January 2014.

“1 Source: the Union of Chambers of Commerce

*2 Based on 4 trips a month; 48 trips / year, average
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183. Strictly speaking, the permit from the LTU is not a transport business license;
rather, it is a registration for a vehicle. The LTU counts the number of registered vehicles
but does not have a registration system of trucking operators. Therefore, while the number
of vehicles registered can be determined, it is difficult to get an accurate number of transport
operators in Sudan. In 2014, there were 17,000 double trailer vehicles (capable of carrying
two 40 ft. containers) and 56,000 vehicles (for 20 ft. containers) registered at the LTU in
Khartoum. On the other hand, data from the Union of Chambers of Transportation suggest
there were 151 private companies or individuals who are currently the members of the
union. In addition, the union estimated that about 2,000 individual truckers operating
although they are not the members. Figure 26 shows the numbers of vehicles owned by the
members at the Union, which can give us a sense of size of transport industry.

184. The absence of a requirement to register transport operators makes regulating
the trucking industry very difficult. One consequence may be an inability to smooth the
businesses through economic cycles. In fact, as Sudan has already experienced over the
last several years, the trucking sector went through a boom and bust cycle (Box 1).

Figure 26: Trucking Fleet Capacity Utilization
50,000

40,000 -

30,000 -
20,000
10,000

2006 2007 2008 2009 2010 2011

M Total tonnage of available Trucks

B Total freight actually transported

* Freight data for 2010 and 2011 were not provided
Source: The Union of Chambers of Transportation
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Box 1: The Trucking industry ‘bubble’ in Sudan

The Sudan trucking industry went through a boom and bust cycle over the past decade. In
2005, there were about 4,000 trucks registered at the Union of Chambers of Transportation.
The freight was 75-80 US$ / ton on average in the trucking industry. At that time, the
government took an initiative to promote the trucking industry. The government and the
Central Bank of Sudan (CBS) supported the sector by providing loans for individuals to
purchase trucks. As a result of this initiative many trucks were purchased and introduced
into the market. The number of registered trucks jumped to 22,000 by the end of 2007,
which translated into an estimated capacity of eight million tonnes per year. However,
demand did not change much over the same period and consequently, there was an excess
of supply of trucks that led to a drop in the transport prices. By 2007 the price of freight had
fallen to less than 30 US$ per tonne on average. The problems faced were compounded by
sanctions which increase the costs to the operators for obtaining imported spare parts. As a
result, many small trucking enterprises were not able to sustain their operations and went
out of business.

Since then the sector has stabilized at a lower level of supply. The number of operators
registered with the Union has fallen back to 151 after having risen from 60 in 2005 to 260
between 2007 and 2009. The current level of supply is despite the continuation of some of
the incentives to expand the trucking in the form of a tax exemption. Imports of 10 trucks or
more trucks are exempt from the duty payment and the operator benefits from a three-year
income tax exemption. For 50 trucks or more trucks, in addition to the duty exemption, the
operators are also exempt from paying income tax for 10 years.

Inland Container Depots

185. Dry port facilities have the potential to facilitate the transfer of cargo
throughout the country. Shipping lines can designate a dry port as the final destination of
the cargo and assume responsibility for transshipping the cargo at seaports in neighboring
countries. A dry port can therefore become the node for fast customs clearance and trans-
loading of cargo.

186. Efficient Inland Container Depots (ICD) must streamline and minimize
procedural requirements. One way the requirements can be minimized is by sharing
information between the first point of entry (vessel notice and cargo manifest in the case of
overseas imports) up to the dry port (import declaration documents). Streamlining
information requirements requires optimization and non-duplication of processes between
the seaport and the dry port. In many instances, it is necessary to have appropriate legal
instruments in place covering the set of agreed upon procedures and the transit regime for
the transmission of information between point of first entry and place of final clearance.
Under these circumstances, data interchange between border agencies, especially customs,
is critical to prepare and expedite border formalities. Current transit regimes would seem
well suited to exploiting the benefits of a dry port. Presently, the functional dry ports in
Sudan are operated by customs.

187. Sudan has five inland container depots at Soba, Kosti, Garri, Al Gedaref,
Madani and Al Obaied. Goods imported through Port Sudan can be transported under
bond in transit to the dry ports of ICDs as well as to the numerous privately owned bonded
warehouses in the country. Of the five, the Soba Dry Port is the largest, followed by Garri,
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which is growing strongly as a destination and customs clearance node in the logistics
system. Kosti has previously handled significant volumes of traffic, when the International
Warehouse Tracking (IWT) system was operating. It therefore still has potential, once the
impediments to IWT operations are removed.

188. Soba Dry Port located some 10km from Khartoum is the largest and oldest dry
port in Sudan’s logistics infrastructure. Containers are transported under bond from Port
Sudan to the dry port where customs clearance takes place. Presently the dry port is
connected only by road to Port Sudan as the railway line is not operational. In other
countries, railways provide the most efficient connectivity to dry ports and in India the dry
ports are operated by Indian Railways which has a dedicated container railway service. The
dry port is undergoing some developments to improve security (through installation of close
circuit television). However it still requires paving and additional inspection sheds. Goods
are currently exposed to dust and work has to stop when it is raining.

189. Growth of Soba is constrained by the access of trucks from outside Khartoum.
Presently Soba handles up to 90 declarations per day. In 2013 the dry port handled a total
of 394,285 TEUs. The clearance process is reported to be taken about 3 days while the
landed cost of goods passing through the dry port is said to be higher than goods cleared in
Port Sudan. Soba provides for up to 5 days of free storage, with an excess time charged on
the basis of weight. The main constraint is access to the dry port for trucks coming from
outside Khartoum — the daytime ban on trucks means all trucks arrive in the early hours of
the morning and most of the cargo clearance is in the morning period. The dry port sees low
volumes of activity for most of the day. The authorities have proposed to build a new dry
port to the north of Khartoum, which would not be affected by the daytime ban on trucks.

190. Garri Free Zone is increasingly replacing the use of private warehouses.
Located some 70km to the north of Khartoum, Garri is an integrated facility that includes a
dry port as well as enterprises involved in manufacturing, packing and packaging, and
financial services. The dry port facility has grown to serve these and other industries and
many importers prefer the free zone as goods can be kept for extended periods without
payment of import duties and taxes. It is used also for the consolidation of exports. Current
rates for imports to Garri Free Zone, excluding VAT, are SDG 6,000 for a 20ft container and
SDG8,000 for a 40 ft. one while transit time is 48 hours.

191. Kosti Dry Port was built by the state-owned Sea Ports Corporation to speed
up the transport of goods from Port Sudan to the South, now South Sudan. It was
launched in 2005, though operations began only in 2009. It was expected to handle material
with a final destination in the South which would be transported to Kosti's dry Port for
customs clearance, inspection and storage when the dry port becomes operational. The
facility has an area of two million square meters with a capacity of 150,000 containers.

192. The regulatory regime for clearing agents contributes to slower clearance
times. The procedure for cargo cleared at inland facilities especially the dry ports, requires
all cargo to be scanned in Port Sudan prior to leaving the port. The clearing agents then
work with the importer to put up a bond — which can be done anywhere in the country. The
bond is equivalent to 125 percent of the applicable duties and taxes for which typically, the
importer pays insurance at a premium of 0.5 percent. The agent who will do final clearance
inland works with a counterpart at Port Sudan. One of the implications of a regulatory
regime that allows only individuals to work as clearing agents is that most do not have the
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capital to handle the bond and other payments. Invariably, they engage with the importer at
all stages that require payment.

Modes of Transport

193. Road transport is the most important mode of transport for the movement of
Sudan’s international trade traffic. There are two alternative routes that are part of the
PSKC: a) Khartoum-Atbara-Haiaya-Port Sudan which is 794 km long and b) Khartoum-
Medani-Gedarif-Kassala-Haiaya-Port Sudan which is 1191 km long. These two main routes
are in generally good condition. Both routes have toll stations, seven on the first and nine on
the second one. The tolls are charged at a rate of 0.00342 SDG per tonne per kilometer.
This rate has not been revised since 2008, ostensibly to keep costs low and promote trade
competitiveness. However, as the current toll rate seems not enough to generate sufficient
revenue for the National Highway Authority (NHA) to maintain the trunk road network in the
country in a good condition a more detailed analysis on the condition of the core network
along the major trade corridors is required.

194. An operational practice that has serious ramifications for the rest of the road
transport based logistics system is a restriction on trucks entering Khartoum for 18
hours each day. Trucks are allowed only between mid-night and 6 am. The restriction
means trucks are parked outside the city for most of the day before they can deliver goods
or access the Soba Dry Port. As a result, the Dry Port itself receives traffic only very early
each morning. Ideally there should be continuous traffic flow to reduce the cost of moving
inventory of goods and also increase the utilization of vehicles.

Railway Logistics

195. At 4,578 km, Sudan has the most extensive railway network in Africa, after
South Africa. It is a single track Cape gauge network whose construction started in the
1890s. The railway’s main route extends from Port Sudan via Atbara to Khartoum with an
alternate link between Haya and Sennar via Kassala. It has branch lines to the north to
Karima and Wadi Halfa, and more recent extensions added in the 1990s were for
transportation of Sudanese crude oil between El Mujlad and Abu Jabra and between the
refinery in Abu Khiraiz and El Obeid station and between Merwi Dam and EIl Ban.

196. The railways in Sudan have historically had a near monopoly on inland
transportion. This is true especially in the important Port Sudan to Khartoum Corridor
(PSKC), which connects the country's only deep water port with the capital and the rest of
the country. In fact, the transport system was until the 1970s organized around the railways,
with both the seaports and river transport being part of the same entity as the railways. The
three were separated in the late 1970s, which is also the time when traffic volumes carried
by rail started to decline, except for a brief period in the early 1990s (Figure 27).
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Figure 27: Traffic volume carried by rail, 1961 - 2013
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197. But the railways have suffered from a vicious cycle where they have lost traffic
due to declining performance caused in part by competition from road transport
which in turn resulted in even poorer performance of the railways. Government policy
to encourage growth road transport caused the initial loss of traffic. Most new roads were
constructed on routes parallel to railway lines on the Khartoum-Port Sudan, Wad Medani-
Sennar-Kosti routes; also, import duties on trucks were reduced to promote expansion of
road transport. However, the government still sees the railways continuing to play a
significant role in transport of agricultural produce and other low value commodities that
move in large volume over great distances. Sudan's exports in the future, therefore, appear
to be adapted to railway transport.

198. Nowadays less than one-fifth of traffic on the PSKC is carried by railway. Out of
the approximately 3.8m tonnes of traffic on the PSKC in 2012 Sudan Railways Corporation
(SRC) carried about 0.5m tonnes while the rest was carried by road. Currently, it is now
apparent that SRC is playing a small and declining role in the movement of international
trade traffic in the country. The railway system suffers from numerous problems especially
poor condition of track infrastructure and poor availability of locomotives and rolling stock.
SRC together with Sudan Airways seem to be among the agencies most affected by
sanctions on the country. They are not able to obtain spare parts for some of the equipment
including locomotives and planes.

199. For the railways, the problems have been compounded by increased competition
from road transport (while road transport costs more at 7,000SDG for a 40ft container
between Port Sudan and Khartoum and rail 1,500SDG for the same, road takes 48 hours
while rail takes more 60 hours and is less reliable). See Table 10 below. As a result, SRC
has been losing traffic for the past two decades. While there has been the occasional
increase in traffic, the overall trend has been downwards. Yet, the private sector
associations and private companies maintain that if the system was to be improved then
they would definitely use rail as it is cheaper for the distances over which cargo is carried in
Sudan (typically more than 700km). An efficient rail network would generally be more cost
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effective for shipments over 400km.The absence of a reliable and cost effective rail system
increases transport costs for importers and exporters in Sudan.

Table 10: Time comparison (40 feet container; Port Sudan — Khartoum

Operation Truck (hours) Rail (hours)
Loading onto vehicle/wagon 2 12
Transport 10 17
Unloading from vehicle/wagon 2 6
Trucking to destination 0 2
Total 14 37

Source: NTMP 2010
Inland Water Transport

200. Sudan has an extensive though not continuously navigable inland waterway
that has significant potential to provide a low cost and environmentally friendly
transport service. The water way is formed by the navigable sections of the Nile River,
from Kosti going south to Juba in South Sudan (extending over 1,435km) and Karima to
Dongola connecting to Egypt (330km). However, the waterway is normally navigable from
July up until March. Waterweeds can be problematic between Malakal and Juba, slowing
down and damaging barge propellers.

201. Inland water transport has not fared well to competition from road transport
which is much faster and able to provide door to door services. North of Kosti to
Khartoum and beyond, the river has several sections that are shallow thereby restricting the
carriage of goods by barges. This poses an interruption in flow, in a part of the national
transport system that generates significant demand. Continuing improvements to the road
infrastructure are further eroding the competitiveness of inland water transport services.
Recently, a road connection between Sudan and Egypt (Qustul- Adendan- Wadi halfa 350
km) was inaugurated in May 2013* and is expected to reduce dramatically the cargo
volume carried by river transport. There is in fact a vicious cycle where the low volumes
using inland water transport mean the total costs of services begin to approach those of
road transport, making the mode even less attractive.

Table 11: Comparison of Traffic since Privatization in 2008

Cargo / goods Kosti to Juba Juba to Kosti Kosti to Malakal
General Cargo (tons) 6,434 8,562 1,255 721 5,538 7,746
Dry bulk (tons) 0 4 0 0 456 1,078
Liguid bulk (tons) 1,519 3,223 0 0 1,045 461
Total Goods (tons) 7,953 11,789 1,255 721 7,039 9,915
Passengers 398 481 355 548 10 19

Source: NTMP 2010

202. Historically, the section between Kosti and Juba has been the most heavily

trafficked portion of the inland waterways transport (IWT) network in Sudan. The
system has been used to carry heavy break bulk goods, especially between Kosti and

3 http://allafrica.com/stories/201305200148.html
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Malakal, Bor and Juba. For instance most of the traffic at Kosti River port is primarily
foodstuffs, cement, fuel and sugar, the bulk of which are destined for South Sudan (Table
11).

203. IWT not significant for the movement of goods. The volume of traffic using inland
water transport has historically never exceeded 300,000 tonnes and the highest volume in
recent years was just over 120,000 tonnes in 2010 (Figure 28). Presently, the only
operational river transport is the ferry service for passengers in the northern reach of the
Nile River to Egypt. The Nile Valley Navigation Transport Corporation, a Sudanese-Egyptian
joint venture ferry service, operates one passenger ferry per week between Asuwan and
Wadi Halfa. It usually takes 16 to 24 hours. Traffic on this section is comprised mainly of
passengers and limited goods for trade.

Figure 28: IWT Traffic Volume in Sudan, 2005 - 2012
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204. The greatest potential for IWT still lies in traffic to South Sudan. However,
similar to the other modes of transport, traffic volume went down after the secession of
South Sudan in 2011, but fell even more sharply at the outbreak of instability in the South,
and was only 8,000 in 2012. Starting in late 2013 all river transport to South Sudan stopped.
The prospects for IWT use in Sudan will continue to be tied to economic and political cycles
in South Sudan. For South Sudan IWT connectivity with Sudan is important in the short and
medium term as the lowest cost means of transport for the northern part of the country. The
limited coverage of road transport means the only other mode is air, which is much more
expensive®.

205. Except for Kosti, most of the port infrastructure of the inland water transport
system has been poorly maintained and is in poor condition. As a river system, there is
need for continuous dredging to remove silt. The need for dredging extends also to South
Sudan. Juba port and the navigation channels to the south all require dredging. There is

* South Sudan: An Infrastructure Action Plan — Summary Report, 2013, AfDB
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also a lack of navigation aids and handling equipment particularly for containers. In general
both the infrastructure and services require rehabilitation, as there are numerous vessels
that are in a state of disrepair. Several interventions have been proposed to revive the
inland water transport system, especially in South Sudan. These include the provision of
container handling facilities, emergency rehabilitation at old Kosti port, concessioning the
new Kosti port, new infrastructure at Juba and studies on dredging, navigation and river
hydrography. Sudan has already taken significant steps to improve IWT services through
private sector participation.

Table 12: Time and costs associated with transport within Sudan
Route Mode of transport Time (days) Cost per tonne-km
(US$)
Khartoum—Malakal Road and river 7 75
Road 5 107
Khartoum—-Juba Road and river 13.5 127
Road 7.5
Malakal-Juba River 2 270

Source: AICD calculations based on data from Yoshino and others (2009); UNJLC and FAO
(2005); and Keer-MISC ( http://www.keer-misc.com), sited from South Sudan’s Infrastructure —
continental perspective, 2011, WB

206. Recent reforms in allowing private sector firms to provide inland waterway
transport services provide a firm foundation for the future of the sector. Up until 2007
core logistics services on the Nile were provided by a state enterprise, the River Transport
Authority. The Authority was privatized in 2007 resulting in the formation of the Nile River
Transport Company (NRTC). NRCT is 70 percent owned by the Aref Investment Group of
Kuwait, 20 percent by the Government of Sudan and 10 percent by the Government of
South Sudan. The NRTC is the owner and operator of the inland waterways infrastructure in
Sudan under a 50 year lease. NRTC started operations in July 2008 when it bought the
assets of RTC including the fleet and spare parts. It also signed a contract with an Egyptian
firm to rehabilitate its entire fleet of barges, including 17 push tugs (which have a capacity of
2,000 metric tons each) as well as numerous smaller barges designed for carrying oil, dry
goods, and passengers. One of its first major investments was to rehabilitate the facilities at
Kosti.

207. In 2009, NRTC had 50 operational barges at various stages of rehabilitation
from the stock inherited from RTC. The fleet included 13 pushers, plus four rehabilitated
ones. It has an estimated total cargo capacity of 50,000 metric tons at that time*°. Table 12
shows the traffic volumes before and after privatization and shows that prior to the closure of
the routes to the South, traffic volumes had been growing.

208. The NRTC is not the only commercial operator on the Nile as there are six
other private operators of vessels*, most with Egyptian capital. However, all the others
have ceased their operations, largely due to the closure of the route to South Sudan. For
instance, the National Company for Multimodal transport (NMT) of Egypt has engaged in
river transport business in Egypt, Sudan and South Sudan. When it was operational in

*® River Cargo Transportation Assessment While Nile River Sudan, February 2009, UNJLC
*® Sudan Interim Poverty Reduction Strategy Paper, N013/318, October 2013, IMF
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Sudan, Keer Marine, private Sudanese river transport operator, was operating a fleet of
barges as well as ports in Sudan. The cessation of cross border transport between Sudan
and South Sudan means the river transport service is only operational within South Sudan®’.

Air Shipments

209. Sudan is connected by regional and international airlines to the key markets
for fruit and vegetables and meat in the Middle East. There are eleven regional airports
around the country, in addition to the main air gateway of Khartoum Airport. Most of the
international shipments by air pass through Khartoum which account for more than half of
the cargo volume. Khartoum airport has limited infrastructure and capacity for air exports. It
has a warehouse capable of accommodating 600 tonnes of exports and 120 tonnes of fresh
produce. Space for passengers is even more limited. Cargo throughput through Khartoum
Airport has been on a general downward trend since 2007 except for a momentary pickup in
2011 (Table 13). Cargo volumes through the regional airports fell more significantly, from
close to 500,000 tonnes per year in 2008 to just over 20,000 tonnes in 2012. At Khartoum,
cargo volume fell from 80,950 tonnes in 2007 to 37,780 tonnes in 2012.

Table 13: Cargo Volumes, 2007-2012

Year Khartoum Regional Airports
Domestic International

2007 26,858 54,092 26,348

2008 25,086 50,084 452,581
2009 23,213 39,537 483,402
2010 20,866 32,303 83,889

2011 28,728 31,323 19,309
2012 12,780 25,000 20,060

Source: Author’s own compilation, based on local data obtained in January 2014.

210. The government is building a new airport some 40km to the west of Khartoum.
The new airport is envisaged as a transportation hub to link Europe and East and Southern
Africa. It will have a runway long enough and infrastructure to handle the largest aircraft in
the world. The airport will have passenger capacity of 12m per year and cargo warehouse
space of 6,000m2 as well as a cold store with 500 tonne capacity.

211. Presently, air transport is one of the sectors that seem most affected by
international sanctions. The national airline, Sudan Airways is not able to maintain its
whole fleet and has some aircraft grounded due to lack of spare parts. Some of the
international airlines are also not able to repatriate their profits due to non-availability of
foreign currency through the official channels. The latter is one of the reasons given for the
withdrawal in January 2014 of Lufthansa from the Sudanese market.

4 Operated by a newly established Nile Barges for River Transport Ltd, south Sudanese company.
Source at http://nmt-eg.net/index.php/subsidiaries/nile-barges-sudan
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Strengthening Regional Connectivity

212. Sudan has potential to serve as a transit hub with four of the eight immediate
neighbors being landlocked countries. This also creates the potential to develop some
value added logistics services in activities such as assembling or packaging for distribution
to these countries. However, all the countries except South Sudan have their traditional and
established trade routes: Djibouti for Ethiopia, and Douala for Chad and the Central African
Republic. In addition Chad has also relied on Libya for areas to its north and east.

213. Recent geopolitical developments present Sudan with an opportunity to
improve regional connectivity. Sudan can serve as a trade gateway to neighboring the
countries and also as a potential markets for Sudanese exports, such as food products and
electronics. The existing routes to neighboring economies all require upgrading (Table 14).
In addition some routes can be developed further including to Chad (via El Geneina) and the
northern South Sudan (via Kosti) as new markets by upgrading existing road and river
connections. In order for Sudan to attract transit traffic to and from the landlocked countries,
its own logistics system has to offer a superior service. Given the current low performance of
many of the neighboring countries this represents a significant opportunity for Sudan (Table
14). Some of the critical agencies such as SRC and NHA have already developed plans for
improving connectivity with Sudan’s immediate neighbors. Such infrastructure connectivity
will provide a backbone for improved services to reduce logistics costs. However, for
benefits to be maximized it would be important to also review and modernize practices for
transit under customs bond. Current practices are tailored to domestic operations and result
in increased costs for international transit.

Table 14: Costs of Using Different Regional Corridors that Compete with Routes through
Sudan

City in | Port, Main corridor Mode | Distance | Transit Transit Cost
landlocked (km) Time “®| (18 tonnes, 40°
country (days) container)
Bangui, CAR | Douala (Cameroon) Road | 1,445 28 US$ 6,000 ©
N'Djamena, | Douala  (Cameroon) | Road / | 1,830 28-60 | US$ 8,500
Chad via Ngaounderé Rail

Addis Djibouti Road | 771 30" US$1,472%
Ababa,

Ethiopia

Juba, South | Mombasa (Kenya), via | Road / | 1,835 20 US$ 8,376
Sudan Kampala (Rail)

214. The National Highway Authority is already implementing a program of highway
improvements to connect to neighboring countries, with several sections already
completed (Table 15). Connections to Eritrea, which is not landlocked, are largely completed
while several links to the South are still in need of financing. Similarly some of the

*® Time from arrival of ship to delivery at final destination in the landlocked countries
“9WB PAD, 2012

**WB PAD, 2013

"1 WB 2013

*2\WB 2011

3 Time and cost — USAID 2012
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neighbors, especially Ethiopia, are also building roads towards their common border with
Sudan.

Table 15: Completed Road Improvements Linking to Neighboring Countries

Project name Length Connecting country
Wadi Halfa — Dongla 417 Egypt

Port Sudan — Gabatiet 280 Egypt

Gedarif — Doka — Gallabat 160 Ethiopia

Kassala — El Lafa 24 Eritrea

Gadami — Hemishkorieb 82 Eritrea

Tokar — Garora 180 Eritrea

Khartoum — Rabak — Jowd 411 South Sudan

Source: National Highway Authority.

215. Differences in axle load limits and vehicle technical requirements increases
the costs of cross border transport services. Table 16 shows that the axle load limits for
Sudan are lower for than the East Africa region. However, Sudan permits trucks to carry two
40 ft. containers up to a gross vehicle weight of 76 tonnes. This is 20 tonnes more than the
maximum permitted in the EAC countries.

Table 16: Sudan Axle Load Limits Compared to EAC Countries

Axle group Sudan (tonnes) EAC (tonnes)
Single 10 10
Double 16 18
Triple 22 24

GVM Up to 76 56

Source: Author’s own compilation, based on local data obtained in January 2014.

Recommendations

216. There are six main interventions that could be implemented to reduce trade
costs in Sudan through addressing transport and logistics challenges: i) Address the key
bottlenecks in the road transport sector; ii) improve the railways; iii) reform the regulation of
the logistics sector and develop a comprehensive logistics strategy; iv) improve inland water
transport in conjunction with other modes; v) strengthen safety regulation oversight in civil
aviation and; vi) strengthen regional land transport connectivity.

217. Firstly, address the key bottlenecks in the road transport sector, which will
remain a dominant mode of transport for Sudan, even on the core PSKC. As such it is
important to make improvements to remove some of the current bottlenecks. The
government has already invested significantly in improving road infrastructure including the
shorter route between Port Sudan and Khartoum via Atbara, however, there are still
sections of the route that need widening, especially those that carry high volumes of traffic.
Such widening will reduce delays but will help also to improve safety.

218. Exploring the available options for addressing delays due to truck restrictions
in the Khartoum area of which the two that have been suggested are: building a bypass and
new bridge to connect to the Soba Dry Port without passing through the city or relocating the
dry port to an area north of the city. Each option has pros and cons, and there would also be
different cost and performance implications. These options need to be studied in detail. In
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the short term it is clear that Soba needs paving for proper management of traffic and to
improve the overall environment for customs staff and users.

219. Improving the registration system for trucks. Land Transport Unit (LTU) of the
Ministry of Transport is responsible for the vehicle registration, but actual regulator is a traffic
authority at a state level. The LTU regulates the trucking business through a law which
translates into Organizing the Work on Land Transport (1992). The LTU also imposes an
inspection on the registered vehicles. Besides, state traffic authorities in each state register
and regulate trucking operations in practice. Therefore, the LTU does not have statistics on
truck operators at the national level. Manual registration at the state level also contributes to
the lack of sharing information with the central government.

220. Secondly, improve the railways through implementing some of the actions
already identified in the established Railways Business Plan. In particular the emphasis
on enhancing competitiveness of the railways by improving services, scheduled for the Long
Term phase should be a guiding principle even in the short term. In addition it is important to
(1) improve the infrastructure conditions and service performance on the core corridor
linking Port Sudan and Khartoum; and (2) to develop links to key dry ports, to facilitate quick
turnaround of wagons as well as customs clearance. The railways have an advantage over
road transport in the management of transit cargo for inland clearance. Railways have a
simpler regime which can be exploited to competitive advantage.

221. It is important to expand the role of private operators by allowing more third
party access to the track infrastructure. The experience with the current private operators
has demonstrated the viability of this approach.

222. Thirdly, improving the regulatory regime for logistics services promises to
deliver significant efficiency gains. The National Transport Master Plan in 2010 estimated
that the cost of logistics is very high, equivalent to between 25 and 35 percent of GDP
compared to between 10 and 15 percent for middle and high income countries. The current
regimes impose a high cost burden on logistics service providers and the trading
community.

223. Logistics services should be defined in the law that clarifies the market access
requirement and operational liability. The regulations found in the logistics services are 1)
Regulations of customs clearance (2012) and Customs Act (amended in 2010), and 2)
Organizing the work on land transport (1992). Neither of these regulations defines logistics
very well. The existing regulations describe the licensing requirements covering customs
clearance and land transport but strop short of addressing liability issues and do not
stipulate a minimum capital requirement.

224. Amend the regulations to encourage increased participation by foreign
logistics providers, with their links to regional and global supply chains. This will
assist in improving connectivity and enhancing competitiveness. Foreign operators can bring
their international network and experience to the Sudanese transport industry.

225. Infrastructure investments in Sudan’s transport system should be

complemented with interventions to better integrate logistics services. Currently, each
of the government agencies responsible for different modes of transport has their own
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investment plan. Such plans can be better coordinated in the logistics strategy with an
emphasis on inter-modal interfaces.

226. Fourthly, improve inland water transport in conjunction with other modes.
River transport has potential to increase regional trade via the Nile River in the long term.
Some government agencies, such as Sudan Railways Corporation and National Highways
Authority, are looking to better regional connectivity in their plans for infrastructure
investment. Moreover, the advantage of investing in river transport would be much cheaper
than roads construction. Since private operators used to be active in Sudan, reviving river
transport once the operation to South Sudan resumes remains a positive prospect.

227. River transport would also benefit from prioritizing IWT in Sudan in
coordination with other modes of transport. It is recognized that the rehabilitation of river
ports, handling facilities, dredging of the ports is required. In addition, it is important to
increase efficiency of port operations and intermodal connections. Otherwise, river transport
cannot compete with the road network although it has a cost advantage. The system would
therefore be able to provide better quality services to the South once operations can be
restarted.

228. Fifthly, strengthen air safety regulatory oversight to improve global
connectivity. Effective oversight is vital for safety and also necessary for accessing
European airspace. With improved oversight, Sudanese airlines would be able to expand
their international networks. This would also provide a boost to the tourism sector.

229. Lastly, prioritize improving regional connectivity. Sudan has potential to serve as
a transit country for several of its immediate neighbors, especially those that are landlocked.
Playing such a role would increase the volume of traffic through the Sudanese system,
which in turn would lower unit costs especially at the port and on the railways and also offer
opportunities for value added services, including packaging and redistribution. However, for
Sudan to exploit the apparent opportunity, the performance of the corridors linking it to
neighboring countries has to be superior to alternative connections for those countries. The
case of South Sudan and the alternatives that have emerged since independence is
illustrative of the competing alternatives that exist.

230. Sudan can take several actions to improve its connectivity to neighboring
countries. The three main actions are:

(i) Continue strategic investments in connecting transport infrastructure and services
to neighboring countries. Both the National Highway Authority and Sudan Railways
Corporation have prepared plans to improve the connectivity of the road and railway
networks to neighboring countries. Priority should be to connect to Ethiopia, which is keen
on alternative links especially for its Western part, as well as to Chad and the Central African
Republic. The latter two countries were served in part by connections to Libya, which are no
longer reliable as well as to Central Africa, especially Cameroon, which are longer.

(i) Harmonize technical standards with neighboring countries. Fundamental to regional

connectivity is the harmonization and standardization of infrastructure and services
standards across countries.
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(iii) Establish institutional mechanisms to develop regional corridors. Coordination with
neighboring countries is an imperative in order to make sure there are proper and
compatible linkages in infrastructure and services for cross border operations. This is a
multi-stakeholder exercise requiring the coordination of the many stakeholders involved in
the transforming a regional route into a trade and transport corridor. The parties include the
government agencies responsible for infrastructure (ports, roads, railways, border posts)
and for regulation of services (transport, customs, immigration, security, health, agriculture,
trade, etc.), and private sector operators (roads, rail, port, terminal operations, freight
forwarding, cargo clearing, finance, etc.). Further, the regional economic communities are
able to support harmonization efforts through mobilizing technical and financial assistance.
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Chapter 6: National Quality Infrastructure and Non-Tariff Measures

Overview

231. In Sudan the National Quality Infrastructure (NQI) is characterized by a centralized
approach through a government institution — the Sudan Standards and Metrology
Organization (SSMO). The NQI includes standardization, testing, certification, metrology and
accreditation which are necessary for proving that products or services meet public policy
objectives such as health or safety. The SSMO was established in 1992 as a government
institution and functions as both a regulatory body and a testing and certification agency for
many of the imports subject to Technical Regulations. Testing and certification is also carried
out by other agencies including the Ministry of Health, and the Ministry of Agriculture and
Irrigation. Currently SSMO is in the process of establishing an independent accreditation body
and draft legislation has been prepared. Modernizing the technical infrastructure to bring it in
line with best practice requires a shift in focus to supporting voluntary claims of conformity
especially in support of imports and exports.

232. The SSMO reports to the Cabinet Council and is responsible for standards
development, accreditation, metrology, testing and inspection. The SSMO was established
by the Sudan Standards and Metrology Act of 1992 which was updated in 2003 and 2008. The
SSMO has 21 branches in cities and regions across Sudan with 1,379 staff members, most of
whom are inspectors. Due to the large geographical area of the country and the many places
where products can enter the market, coupled with an approach to regulation which demands a
100 percent verification of compliance of all products, such a large and distributed inspection
force is required.

233. SSMO has committed itself to improving the quality of its services and has
obtained ISO 9001 certification of its management systems. It also has subjected several
laboratories to accreditation audits. As part of its mandate to promote quality in the country,
SSMO pursued ISO 9001 certification to lead the industry by example. The laboratory services
division has a quality management system in place and in order to improve the recognition of
the results delivered has begun a program to seek accreditation to ISO/IEC 17025:2005
(General requirements for the competence of testing and calibration laboratories).>,

234. The structure of the SSMO is consistent with the approach taken by standards
institutes in the 1980’s prior to the establishment of the WTO. At that time, the primary
focus of the organizations was around developing and implementing basic health safety and
guality standards on all commodities. The liberalization of trade practices and the increase in
global competition has meant that Standards Institutes like SSMO are now increasingly looking
to their role in providing recognized commercial services in support of industry who wish to
voluntarily demonstrate to regulators that their products meet required technical standards.
Customers of such services see value if the conformity assessment services are widely
recognized, the technical standards are aligned in different jurisdictions, and they can have their

** As part of the ISO/IEC 17025:2005 accreditation 36 test methods in 11 labs have been accredited to
date: 6 of them from the Khartoum laboratory complex and the remainder at the SSMO facility in Port
Sudan. Accreditation audits were conducted by the Egyptian Accreditation Council (EGAC) in late 2013.
Reports indicate that only minor observations were raised. These were all addressed and the laboratories
were accredited in May 2014.
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products tested once and accepted in many locations. The co-location of services in a single
body can lead to perceptions of potential conflicts of interest in that the decisions made in one
branch can be perceived as favoring another branch rather than addressing real problems in the
market.

235. Sudanese standards are developed to include requirements that can be verified
using the test equipment in SSMO laboratories and they do not allow for alternative
means of demonstrating conformity. Only standards that can be declared mandatory and for
which the inspection function can charge inspection fees are published. Outside its own tests
SSMO recognizes test results obtained from Sudan University Research Labs, the Food
Research Center, and industrial institutions for research. Outside of these specific laboratories
SSMO requires samples to be retested in the SSMO labs. Disputes over measurements
between parties are referred to the Board of Director (BOD) following a written submission to
the SSMO Director General. The BOD comprises representatives from all the regulatory bodies,
national exporters and the private sector. Some private sector representatives considered their
membership of the SSMO BOD inhibited appeals in cases where the SSMO carried out the
tests.

236. A first step towards modernizing the NQI system would be to prioritize reforms
that conform with the WTO Technical Barriers to Trade (TBT) Agreement. The WTO TBT
agreement seeks to reduce unnecessary or unfair technical barriers by promoting transparency
of regulations by all parties. The TBT Agreement stipulates that the technical regulations should
be kept to the minimum that is necessary for the country to achieve legitimate objectives, which
include protection of health and safety, protection of the environment and the elimination of
deceptive practices (Article 2-3). The agreement further recommends that the technical
regulations should seek to use international standards as their basis (article 2-4) and recognize
assessment of conformity from competent sources as evidence of conformity to stated
requirements.

237. The WTO TBT Agreement articulates a framework that indicates how technical
regulations should be developed and effected within a compliant regulatory structure.
The framework is illustrated in Figure 30 and shows that the technical regulation should fall
within a broader policy framework. Much more, technical regulations should include technical
requirements based on a standard and if possible, the standard should adopt an international
standard or be aligned as much as possible. In the interest of transparency the administrative
procedures should name the regulatory authority and specify the sanctions that can be applied
for non-compliance. In fact, transparency and trust to the economy is at the heart of the
framework through ensuring attention to due processes by all of the essential components of
the NQI. Finally, clarity as to how conformity to the technical requirements of the regulation can
be demonstrated would also have to be provided.
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Figure 29: Technical Regulations Framework Following Best Practice Guidelines
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Source: EAC Quality infrastructure (http://www.eac-quality.net/better-business-with-quality/technical-
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238. Sudan is committed to acceding to the requirements of the WTO TBT agreement
and the Sanitary and Phyto-Sanitary (SPS) agreement as part of the WTO accession
process. To this end the Ministry of Trade has a dedicated WTO accession unit whose role is to
coordinate the efforts of the different agencies responsible for reaching a satisfactory level of
compliance to the requirements of the WTO TBT and WTO SPS agreements as they relate to
the trade practices and trade infrastructure in Sudan. The SSMO has been mandated to operate
both the WTO TBT and WTO SPS enquiry points.

Standards Development in Sudan

239. As part of its mandate obtained by the 2008 SSMO act, the SSMO develops
standards through 51 active technical committees that meet weekly. In those weekly
meetings the committees review current standards and develop or adopt new standards to meet
new demand. Under the SSMO act of 2008 the SSMO is the pinnacle standards body in Sudan
responsible for the maintenance of the collection of national standards, which are numbered as
“SDS” as Sudanese Standards. The official catalogue of approved standard includes about
3,000 standards.

240. Since national standards are declared mandatory through a formal Cabinet
process, all Sudanese standards are formally approved and deemed to be mandatory.
The 2008 act makes provision for the developed standards to be voluntary and then allows for
them to be declared mandatory through a separate process. In practice however, all Sudanese
standards are declared mandatory. As a consequence, if a standard has been approved for a
product; all products produced and sold in the country must conform to the standard. Prior to a
new technical regulation being applied the SSMO have stated that they undertake an intensive
promotion campaign to raise awareness of the new requirements. The SSMO is mandated to
inspect production; points of import; and points of sale to verify conformity. SSMO is entitled to
collect a levy related to the cost of regulating the product concerned, the schedule of fees was
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recently amended and published as a regulation under the act in 2012. It should however be
noted that it is not possible to enforce compliance to all of the standards that are currently in the
collection as several of the published standards are not suited to regulatory enforcement (such
as test methods).

241. The accessibility of standards to industries wishing to export products that are
not regulated is limited by this approach. Conformity to standards for quality management
like ISO 9001:2008 are required by many purchasers of products, these standards are not
readily enforceable as mandatory standards but should be made available for those wishing to
follow them voluntarily. Sudanese business in particular has problems obtaining standards from
sources outside the country due to foreign exchange controls and the inability to purchase over
the internet.

242. Standards are not readily available to those wishing to implement them. The sales
and information function is not obvious to visitors to the SSMO facilities and is not visited by
many clients. The sales of standards are low and revenues received from the sale of standards
are not significant (Table 17). In an attempt to attract more sales, the selling price of standards
was reduced by half in 2013 but it appears as if the number of units sold remained the same in
2013 and is on course to perform similarly in 2014. The low number of standards sold is a
concern, and although the sale of standards is not the only measure of relevance of the
collection of standards, it is a strong indicator that attention should be paid to both the content
(standards being developed) and the way in which it is made available.

243. Standards are not sold in the remote facilities in the country. The SSMO web site
makes provision for customers to place orders for specific standards by downloading an order
form and e-mailing it back to SSMO, customers are also able to order international or foreign
national standards for the purposes of export in this manner. This method may appear clumsy in
comparison to other national standards bodies that have on-line sales portals but due to
sanctions and associated limitations in the banking infrastructure in Sudan, the full range of e-
commerce applications is not possible. In order to increase the use and minimize confusion
related to standards, SSMO has over the last two years, provided free copies of standards that
are declared mandatory by certain ministries.

Table 17: Sales of Standards by SSMO 2012-2014

vear Unit Price in No. of standards Total Amount in
Sudanese Pounds sold Sudanese Pounds
2012 150 598 89 700
2013 65 577 37 505
2014 until 12.3.2014 65 72 4 680
TOTAL 1247 SDG 131 885

Source: Author’s own compilation, based on local data obtained in January 2014.
Note: The unit price of standards was dropped in 2013 in an attempt to increase sales and use of

standards.

244. The complete catalogue of Sudanese Standards is available only in Arabic. Some

3,000 standards have been approved and are considered current; each year some 400 new
standards are approved, of these about half are formal revisions of already existing standards to
bring them in line with changes in the market — in 2013, 384 standards were approved of which
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174 were revisions. This number is comparable with economies of similar size. The catalogue is
available on the SSMO website with standards classified by the technology unit responsible for
approval. There is also a search function to allow customers to search for standards by subject
and SDS number. A list of some 450 translated standards was provided and SSMO is working
on a program to ensure that as new standards are approved, they are available in both Arabic
and English, this will improve the transparency of the standards.

245. There is also collection of 434 translated published standards of which 17 were
clearly adopted from ISO or IEC standards. For the remainder, it is not clear if they are
adopted or if they have been adapted from foreign standards or if they are unique. If they differ
from international standards no record is made as to how they deviate. The WTO TBT code of
good practice on standards development requires that when national standards deviate from
international norms in the same area, this should be notified. Guidance on a transparent way of
adopting international standards is provided in ISO/IEC guide 21:2010 (Regional or National
Adoption of International Standards). According to the Standards Administration staff at SSMO
the organization is committed to aligning with international norms and in particular aligns its
standards with those set by the CODEX Alimentarius commission for food and food products.
Regional Standards such as those of COMESA, the European Union (CEN/CENELEC), AIDMO
(Arab Industrial and Mining Organization) and SMIIC (Standards and Metrology Institute for
Islamic Countries).

246. There is scope to increase adoption of more international standards where
possible and enforce requirements in unique national standards to follow international
practices on drafting standards. International standards undergo a rigorous technical review
as part of their development which seeks to eliminate problems associated with incorrect
referencing of requirements. The risk is reduced if the international standards are adopted as
national standards. However, in cases when standards need to be drafted to serve unique
national needs, the standards development department should adopt editorial guidelines in line
with international best practice. Guidance on the drafting of standards as contained in the 1SO
Directives part 2°°, is available to members of SO wishing to amend their own procedures and
should be incorporated as part of the editorial policy.

247. There is scope to significantly reduce the number of standards deemed
mandatory and increase the number of voluntary standards as well as to harmonize
processes with the code of good practice for standardization in the WTO TBT agreement.
The SSMO have requested training programs for their staff on the implementation of the code of
good practice. As a rule of thumb, standards should be selected more based on needs identified
by industry rather than SSMO or other regulators (See Box 2). The provisions of the WTO TBT
agreement guide its members how to develop, implement and enforce technical regulations in
such a way that reduces unfair and unnecessary barriers to trade in order to open up its
markets while at the same time maintaining adequate levels of protection. The agreement
promotes the use of National Standards to refer to technical requirements of technical
regulations and Annex 3 of the agreement outlines® how these standards should be developed.

%5 http://www.iso.org/iso/standards_development/processes_and_procedures/iso_iec_directives_and_iso_
supplement.htm
% http://www.wto.org/english/docs_e/legal_e/17-tbt_e.htm
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While the SSMO procedures follow most of the requirements the areas where they are at
variance are outlined below.

Box 2: Technical Committees for Standards

Members of technical committees are appointed by the General Manager responsible for Standards
Administration according to tightly defined guidelines laid out in the Standards and Metrology act of
2008. The act makes provision for a cross section of membership from private sector, academics and
industry experts, consumer protection societies and regulators. Committees are kept small (limited to 7
persons) although allowance is made for additional members to join upon request, however, this is
subject to approval.

SSMO has good participation by its stakeholders represented on its technical committees. The technical
committees cover most areas of the economy with each covering quite a wide spectrum of work and
meet on a very regular basis, the organization claims that the committees each meet every week (which
is well above international practice). Representatives serving on the committees are recompensed at a
defined rate; this is not uncommon in countries where the majority of standards users are more likely to
be affected by standards than driving an agenda to set standards to their own advantage (Standards
“takers” rather than standards “makers”) but the market relevance of the standards being developed can
sometimes be questioned. The technical committees fall into the areas as follows

Standards development is currently dominated by the regulators, drafts are not publicly circulated,
insufficient time is allowed for comment, and the standards do not generally follow international
standards. The work is carried out in committees of not less than 7 (seven) members who represent the
interests of the different stakeholder groups although it should be noted that the interests of regulators
tend to dominate these committees with Industry being represented by a single seat from the
Businessman’s Federation and consumers on the whole are very poorly represented. During the final
enquiry phase of the development process, drafts of the standard are circulated to parties who the
committee identifies as “possibly having an interest” for their comment and approval, drafts are not
circulated publically or made available to possible stakeholders outside of Sudan (the code of good
practice requires that a public enquiry forms part of the process). The prescribed comment period of 60
days for members of the public or interested parties outside the country who may be affected by the
publication of the standard, is not maintained. The draft standards and technical regulations are not
currently being ‘Notified’ to the WTO TBT committee via the National Enquiry point as required in the
WTO TBT agreement. Most of published Sudan standards are not adoptions of international standards.
The WTO Code of Good Practice strongly advises that international standards be used as the basis for
technical regulations. Furthermore, the current standards work program across all the committees is not
made available publically within Sudan or to the trading partners of Sudan as required by the code.

Overall, there is scope to review committee procedures in order to improve the openness of the process
and to ensure full compliance to the substantive provisions of the WTO TBT Code of Good Practice for
standards development. This would allow stakeholders who have a legitimate interest in the standards
being developed to make their input and have their voice heard either directly or through legitimate
representative structures.

248. SSMO is a full member of the International Organization for Standardization (1SO)
and currently serves on 12 international technical committees. Through the international
relations function at the SSMO, participation in international standards organizations is
coordinated and maintained. The participation in international committees is currently focused
on areas that seem strategically important to the economy. At this stage include: cement, food;
environmental management, and information and documentation. There is no clear process in
place to describe how SSMO chooses which technical committees to be involved in, and it does
not track how effective its participation in the process has been. Some national standards
bodies have established advisory forums or advisory or steering committees that help to set
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national priorities and identify which committees to be involved in in order to achieve those
priorities.

249. While the Sudanese standards are published by the SSMO, it is not assumed that
the standards are exclusively for the enforcement by the SSMO. For example standards
that include the requirements for medical products are enforced by regulators under the Ministry
of Health. This is in line with international best practice for technical regulations where a single
collection of national standards is referred to by all regulators but in Sudan the coordination
between the different regulators is at times problematic. The problems associated with this
approach include:

e Not all of the standards published in the standards catalogue are suitable as technical
regulations — they include standards methods on how to determine parameters and basic
procurement type standards (such as SDS 161:2013 Sports Socks for Sudanese army and
police forces).

e Some of the standards are not enforced at all (by SSMO or other regulators) creating
confusion as to which of the remainder of the collection must be adhered to (such as
standard test methods although commencing in 2013 the SSMO began to provide these to
the Food Research Center, National Health Lab and other regulators).

e Some aspects of the standards are enforced by more than one regulator (such as maximum
levels of Aflatoxin which is measured in ground nuts by both the SSMO and the Ministry of
Agriculture).While the SSMO test Aflatoxin levels for import/export purposes and the Ministry
of Health for Safety purposes, it is the same test and is therefore duplicative.

250. The standards do not allow for alternate ways of demonstrating conformity. In the
case of the English translations of SDS standards provided, nearly all contain provisions that
state that the “product shall be tested” and list or reference a single method to be used for the
test. Comments received from members of the private sector and other laboratories operating in
Sudan suggest the test methods chosen are based on what SSMO is able to test rather than the
risks associated with the product or current developments in the field. This practice implies that
if a product is not tested AND the prescribed test method is not used, it does not conform to the
requirements of the standards and, by extension since the standard is mandatory, the producer
or seller who cannot provide evidence, does not comply with the law. Current best practice
would allow for flexibility and can be overcome by redrafting the requirements. The unofficial
English translation of the Standards and Metrology Act of 2008 provides for flexibility by allowing
the tests undertaken in verifying conformity to be selected based on risk and for a mechanism of
recognizing the equivalence of the results obtained using alternative test methods and places
the authority for this with the SSMO but the current wording of the standards undermines these
provisions.

Conformity Assessment and Accreditation

251. Within the SSMO the Standards Administration Department performs the function
of Conformity Assessment. As part of this function test reports and certificates of analysis
issued by laboratories and certification bodies other than SSMO are assessed in order to issue
a certificate of conformity for the product or consignment. In this process the SSMO officers
assess the claims, the competence of the bodies making them, and the test methods and
standards referred to. In cases where standards other than Sudanese National Standards
(SDS) are used, the unit consults with members of the technical committee to make a judgment
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as to whether the standards used achieve the same objectives as the SDS. The accreditation
status of the issuers is verified and taken into account when making the assessment.

252. The process for equivalence certificates is used for a variety of imports and is in
high demand. The high demand for these certificates highlights the extent to which the SDS
standards and conformity assessment procedures are not aligned with international norms and
practices. Locating the issuing of equivalence certificates in the standards administration
ensures a clear separation from the testing laboratories. This is important as there is a potential
conflict of interest if the testing laboratories administered the certificate of conformity as they
have an interest in maximizing the number of test results. While the process appears to be
useful in reducing procedural barriers brought about as a result of the different standards, a
concern raised by Industry is that it is simply another cost and procedural delay standing in the
way of importing products, the demand for the service would be significantly reduced if the
appropriate standards could be aligned with international norms.

253. The SSMO has entered into recognition agreements with several International
inspection bodies that carry out pre-export verification (PVoC) in the countries of origin
for products imported into Sudan. Multinational inspection bodies such as Bureau Veritas®’
are recognized as well as bodies that concentrate on countries or regions from where several
products are imported such as the Gulf States and China. Although these agreements are in
place, the inspectors operating at ports of entry into Sudan still carry out inspections on all
consignments. Indeed the ‘double check’ by SSMO is stated in t