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Africa Reconsiders Its Parastatals 

Over the past two decades state-owned enterprises 
(variously referred to as SOEs or parastatals) have 
played a growing and, in some cases, pervasive role 
in the economies of African states. For three main 
reasons, state domination of the economy was ac
cepted more or less automatically by the governments 
that came to power during the transition from colonial 
rule to independence: (1) the directing force of 
economies under colonial rule was the imperial ad
ministration, (2) the new African leadership viewed 
government control as a deterrent to neocolonialism, 
and (3) suspicion of the motives of the private sector 
(deriving from pervasive foreign control of industrial 
development, combined with resentment of commerce
oriented ethnic minorities who in some cases con
trolled most of the distributive sector) encouraged a 
perception that the state should play the role of pro
tector of the interests of the indigenous majority in the 
new nation. The array of public enterprises that pro
liferated assumed a bewildering variety of organiza
tional forms, of methods of control, financing, and 
management, and of relationships to the government 
that created them. 

There would appear to be no inherent reason why 
an efficiently run public enterprise should not be as 
profitable as one in the private sector-indeed, there 
are examples of profitable SOEs to be found in a 
number of developing countries. But for the most part 
Africa's SOEs have suffered staggering losses, have 
become a strain on national budgets, and have failed 
to produce the public savings for new investment for 
which they were established. 

One of the most obvious reasons for the miserable 
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performance of the SOEs is that political considera
tions often overrode all other priorities when it came 
to governmental decision-making about state enter
prises. Geographic positioning of the enterprise 
according to political rather than economic criteria 
(along with inadequate planning and misperceptions of 
the markets for various products) led to inappropriate 
choices of investments. Moreover, appointments to 
boards were made for a host of reasons extraneous to 
economics-e.g., to repay political debts, to take care 
of old cronies, to satisfy the military, to permit civil 
servants to increase their income. Those managers 
who were civil service transplants often brought with 
them a bureaucratic mentality that paid little heed to 
maximizing profits. In addition, the effective rewards 
and penalties reflected political rather than economic 
realities. Even failing SOEs were allowed to remain in 
business long after the point at which they would 
have succumbed under competitive market conditions, 
and performance targets tended to be fuzzy or nonex
istent. On the other hand, managers were constantly 
subject to political interference with their decisions 
from multiple official sources. Given these im
pediments, many of those managers with talent and 
professional training fled either to the private sector or 
to greener pastures outside the country. Those who 
remained acquiesced to the confusing demands made 
on them, to the detriment of the operational success 
of the industry. 

The World Bank's World Development Report 1983 
points up the large claims often made by SOEs on 
government budgets. In a recent sample of 27 
developing countries, the net budgetary payment to 

Editor: Helen Kitchen, Director of African Studies • Research Associate : J. Coleman Kitchen, Jr. • Production/Circulation: Sheilah Mclean 
CSIS Africa Notes, Suite 400, 1800 K Street, N.W., Washington, D.C. 20006 • Telephone (202) 887-0219 • ISSN 0736-9506 



2---------------------------------------------------------------
nonfinancial SOEs averaged more than 3 percent of 
GDP. In Zimbabwe this figure amounted to over 10 
percent. To put these figures in another context, a 5 
percent increase in Tanzania's SOE revenues plus a 5 
percent decrease in costs would be enough to finance 
that country's entire expenditure on health. In Mali, 
the same change would amount to some two-thirds of 
the expenditure on education or twice the spending on 
health. In Liberia, a 5 percent gain in state-owned 
enterprise efficiency would make available enough 
funds to permit a doubling of expenditure for agricul
tural development, a tripling of expenditure for educa
tional development, or a ninefold increase in develop
ment expenditure for the public health sector. 

The Search for Relief 
For a period of some 15 years after independence, 
most developing countries were able to ignore the 
growing deficits of their parastatals. Markets for their 
primary products remained reasonably buoyant, and 
development was supported by external aid, borrow
ing, and the introduction of new technologies. At the 
same time, however, increasing demands were being 
made on national revenues to meet the needs for 
education, health care, and rural infrastructure. Limits 
on the taxability of domestic agricultural and mineral 
producers were rapidly being reached. Especially after 
the rise in oil prices, many governments were unable 
to sustain even existing levels of development (see 
'"Accelerated Development' Revisited" by Elliot J. 
Berg in CSJS Africa Notes no. 31, August 5, 1984). 

Paradoxically, investment in SOEs nonetheless con
tinued to rise. In Kenya, for example, their share in 
gross fixed capital formation rose from 17 to 24 per
cent by the late 1970s. Over time, however, the 
slowdown in development activity, reductions in 
foreign aid, and mounting debt and foreign exchange 
shortages caused governments to address the pressing 
need for a better allocation of available resources and 
for new resources. One obvious answer was to 
diminish the weight of the millstone represented by 
the money-losing SOEs. 

While economic stringency was the prime mover in 
the quest for relief, changing ideology also played a 
role. The "African socialism" widely embraced in the 
1960s had not proved in practice to be the panacea 
envisaged by its proponents. It had failed to become 
the great mobilizer of community resources and 
popular energies; indeed, it had grown to be an im
pediment to development in that it repressed in
dividual initiative, especially in the agricultural sector. 
Except for a few persistent pioneers (among whom 
Tanzanian President Julius Nyerere is the most 
distinguished), most governments had begun by the 
late 1970s to think more pragmatically about the 
private sector. Noting that privatization was gaining 
ground in some unexpected quarters, including 
Hungary and China, political leaders throughout the 
continent began to develop new attitudes and policies 

CSIS Africa Notes, September 4, 1984 

toward their economic problems. 

A Range of Options 
Among the reformist approaches gaining increasing 
credibility are divestment or liquidation, creation of 
competition between the public and private sectors, 
and the hiring of foreign or domestic firms to manage 
money-losing SOEs in the hope of bringing them to 
profitability or at least to the break-even point. A 
number of governments have begun to use varying 
mixes of all three solutions. 

Divestment (the sale of government-owned firms to 
the private sector) is by no means a simple procedure. 
Apart from the fact that private sector buyers for 
money-losing SOEs are difficult to find, outright sale 
of government-owned assets often presents formidable 
political obstacles. In cases where enterprises have 
been acquired by nationalization following a revolution 
or regime change, it is comparatively easy to identify 
former owners who may, given sufficient incentive, be 
prepared to take back their properties and operate 
them as private enterprises. Where prior owners have 
been evicted from the country, local entrepreneurs 
may be persuaded to buy the businesses if there was a 
pre-nationalization history of profitability. 

The problem of disposing of the government's por
tion in a mixed public and private ownership business 
is more complicated. The government's share can in 
theory be sold through the stock market to individual 
investors, but it is the exceptional developing country 
that has a really effective stock exchange. In any 
case, buyers tend to see the government offering as a 
form of distress sale at which they can pick up a 
bargain, which is exactly the reverse of the govern
ment's intentions. 

The political questions arising from the sale of na
tional assets are sometimes thornier than the financial 
ones. Disposal of an enterprise not only is likely to 
raise objections from board members and managers 
who have enjoyed lucrative sinecures in the SOE but 
may also lead to revelations of personal gains by of
ficials at the expense of the firm. Charges that 
government is giving away the national assets to 
capitalists, domestic or foreign, at below-market 
prices can easily be made by political opponents of a 
regime. Trade unions often see in the sale of SOEs 
the specter of higher unemployment, since private 
owners may want to reduce the number of employees 
for the sake of efficiency. Divestment involves, then, a 
certain degree of political risk, given all of the vested 
interests that can apply pressures to dissuade the 
government from taking this step. 

But there are also offsetting considerations. The in
tention to rely more heavily on the private sector im
plicit in divestment is likely to have a positive effect 
on external donors and lenders. Divestment may also 
eventually permit a more acceptable allocation of 
available resources and reduced credit absorption by 
the public sector. 



In situations where retention of SOEs is regarded as 
desirable or necessary for political, security, or na
tional prestige reasons, a case can clearly be made for 
making such enterprises more efficient and, hopefully, 
profitable by reducing the disincentives under which 
they now operate. Management skills can be upgraded 
both by retraining present managers and by choosing 
managers for their professional skills rather than their 
political connections. Once in place, a manager can 
be freed from day-to-day interference in his decisions. 
Clear performance objectives for the enterprise can be 
laid down-the manager being held accountable for 
failure to reach them- and incentives offered for their 
fulfillment. In some instances SOEs have been dis
tanced from immediate political interference by inter
posing an independent board or committee between 
management and the responsible government minis
tries. If profit maximization is the government's goal, 
then a clear distinction must be made between this 
and subsidiary social objectives expected of the enter
prise. Earmarked subsidies can then be established to 
offset losses attributable to other than strictly profit
oriented operations. If the government is prepared to 
permit some limited competition between SOEs and 
the private sector, bases for comparison of profitability 
can be established, provided private entities are not 
subject to regulation not applicable to public enterprises. 

To increase efficiency (and also reduce the incidence 
of political interference), the device of foreign manage
ment contracts has been used with conspicuous success 
in some countries. These contracts are usually drawn 
up for a specified period, during which indigenous 
managers and technicians are to be trained to replace 
expatriates. A contract has the advantage of providing 
management skills, greater efficiency, and easier ac
cess to foreign credits and technology. Foreign man
agers are apt to be more insulated from local political 
pressures and more capable of resisting union demands 
for featherbedding. 

A variant of the management contract is the leasing 
arrangement used, for example, by the Jamaican 
government to extricate itself from money-losing na
tionalized hotels. In this case, the external manage
ment undertakes the refurbishing and operation of the 
hotels in return for a share of the profits. The govern
ment escapes the problems of direction of the 
establishments while the sharing aspect increases the 
incentive of management to maximize profits. Leasing 
is more suited to service industries than to 
commodity-producing SOEs. Neither leasing nor con
tract management accomplishes full divestment, of 
course, but if the units are set on the road to future 
profitability, the government will then find outright 
sale easier. 

The Case of Kenya 
In Kenya, parastatals were part of the colonial 
heritage. Marketing boards for agricultural products 
were established by the British administration to 

satisfy the peculiar demands of the colonial relation
ship and were simply carried over when the country 
became independent in 1963. 
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Aside from the fact that dependence on government 
for decision and initiative had become a part of the 
psychology of the average Kenyan, there were addi
tional reasons for an increase of government participa
tion (and interference) in the economy in the post
independence period. Direct participation by the state 
in the commercial and industrial sectors was seen as 
the surest means of attracting foreign capital, achiev
ing diversified growth, and ensuring Kenyanization 
(read indigenization) of economic activity. Government 
was the main source of capital and the repository of 
such management skills as existed in the African 
population, and there was a somewhat ill-defined ex
pectation that, as entrepreneurial skills spread, more 
of the directing role would move into private hands. 

The predominance of government had a special 
dimension in the Kenyan case because the country's 
Indian population had controlled the bulk of the com
mercial, industrial, and distributive sectors of the 
economy in the colonial period. The newly indepen
dent government of President Jomo Kenyatta was 
determined to change this by providing the necessary 
opportunities for the African population, if necessary 
by discriminating against Indian entrepreneurs. 

Over the years, parastatals have steadily multiplied, 
becoming an increasingly serious drain on the coun
try's financial resources. A recent government report 
lists 147 statutory boards with specific functions estab
lished by parliamentary action. These boards and the 
government are jointly sole owners of 47 companies. 
In addition, the government has a controlling interest 
in 36 companies and minority holdings in a further 93 
companies. Thus, the government has some degree of 
interest in a total of 176 companies which, combined 
with the statutory boards, adds up to involvement in 
323 entities. 

The government owns shares in almost every activi
ty of the private sector, including shoes, sugar, tires, 
alcohol, pharmaceuticals, canning, mining, drilling, 
hotels, vehicles, radios, fishing, engineering, and feed 
processing. In theory, if not in practice, the govern
ment's interest in the parastatals is overseen by the 
Advisory Committee on Parastatals, consisting of five 
representatives of government and four from the 
private sector. The function of this committee is to ad
vise on policies toward existing parastatals, on pro
posals to establish new ones, on the reorganization of 
all parastatals, and, in view of the recent changes in 
government policy, on the possibility of dissolving 
some of them. The committee draws on the technical 
advice of an Inspectorate of Statutory Boards. It is dif
ficult to gain any real knowledge of the committee's 
functions or to gauge how much its recommendations 
affect government policy. It is scheduled to submit a 
report on divestment possibilities soon. 

Direct equity and loan investments by the govern-
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ment rose from $24 million in 1970-71 to $77 million 
by 1975-76 and peaked at nearly $117 million in 
1979, absorbing 16.5 percent of total civil expenditure 
by the ministries of government. To this must be 
added the loans guaranteed by the government on 
behalf of parastatals, amounting to over $600 million. 
Of the cumulative total of direct investment and loan 
guarantees of $1.4 billion, the official Working Party 
on Government Expenditure estimated in a 1982 
report that possibly $350 million must eventually be 
written off. Even these figures are admitted to be con
servative estimates. 

The returns from these investments, moreover, have 
been dismally small. Instead of the anticipated $90 
million a year (corresponding to a return of 10 per
cent), the government is reported by the Working Par
ty to have realized only $4.5 million in dividends in 
1979, and this from only six parastatals; some 56 
companies have paid no return at all on the govern
ment's investment. In addition to the lack of tangible 
results, the government's reputation has been tar
nished by association with a large number of unsuc
cessful ventures, and parastatal problems have ab
sorbed a disproportionate share of the time and 
energies of senior civil servants. 

As early as 1979 a commission headed by Philip 
Ndegwa, now governor of the Central Bank, urged the 
government to examine more closely the soundness of 
the commercial ventures in which it invested and to 
monitor in detail the companies in which investments 
had been made or to which subsidies had been 
granted. Instead, the government continued to inject 
funds into businesses that "would not meet normal 
viability or profitability criteria," to bail out promoters 
of unsound ventures, and to provide backing for 
businesses over which it was unable to exert any 
managerial control. Lack of clear objectives, conflict
ing instructions to management from different govern
ment departments, and failure to inform parastatal 
managers of future financial policy decisions by 
government all combined to render even the trained 
manager's job needlessly difficult. 

Although the government of President Daniel arap 
Moi is intellectually committed to reducing the 
parastatal burden by divestment or other means, it re
mains to be seen whether political considerations will 
override this commitment. The problem of parastatals 
was mentioned in the platform of the Kenya African 
National Union (KANU), the country's sole political 
party, prior to the 1983 elections. In his address to 
the nation on December 12, 1983 on the occasion of 
his reinauguration as president, Moi said: 

... there will be a switch of some investments 
from government-owned institutions to the 
private sector. It is quite clear that the govern
ment is unnecessarily involved in commercial 
ventures which could be better handled by the 
private sector ... However, I must add that 
although the government will encourage more 
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private investments and will divest itself of some 
of its investments, it will nevertheless continue in 
selective investments which are considered to be 
in the public interest to do so. 

President Moi has returned to the theme more than 
once in subsequent public statements and has 
threatened to fire ministers who fail to observe the 
published guidelines for new public investment. 

Some capital is available in Kenya's private sector 
and Kenyan entrepreneurs experienced in large-scale 
ventures exist, so that finding the capital and skills for 
privatization of some parastatals should not pose a 
major problem. However committed the government 
may be in principle to shift some of the financial 
burden of parastatals to the private sector, there are 
nevertheless a number of constraints to any plan for 
divestment. On the one hand, the government has lit
tle intention of giving up those parastatals that are 
important to national security, are deemed essential to 
national development, or are relatively profitable. On 
the other hand, the private sector is unlikely to have 
much interest in purchasing companies that have con
sistently lost money and, under current market condi
tions, show little promise of profit no matter how effi
cient they become. 

For ethnic and political reasons, too, divestment 
will not be an easy solution to the parastatal problem. 
Popular resentment of the Asian minority remains a 
political fact of life and must be taken into account. 
Although the government has said that divestment 
will be "to Kenyan citizens" (to preclude the accusa
tion that control is being turned over to expatriates), it 
is generally accepted that black Kenyans only are 
meant. Implicitly prevented from sharing in the fruits 
of divestment are the Indian Kenyans whose substan
tial capital and entrepreneurial skills could make a 
significant contribution to the envisaged reforms. 

An even more important block to wholesale divest
ment is the political risk involved for government of
ficials serving under President Moi. The Working Par
ty's report cited above puts the point with some 
delicacy: 

Political considerations occasionally override 
merit, suitability, and experience in the appoint
ment of parastatal board members and chief ex
ecutives and their management and personnel 
decisions in turn are often politically motivated 
to the detriment of parastatal efficiency. As a 
result, conflict among senior personnel occurs 
more frequently over political matters than over 
issues of substance (and the latter are often 
given only secondary consideration). 

Parastatal boards have been used in Kenya, par
ticularly in the Kenyatta era, as places of refuge for 
defeated politicians. Many a government minister has 
directly or indirectly benefited from the parastatals. 
Lesser civil servants, too, have quietly invested some 
of their surplus personal funds in these enterprises. 
Thus, sudden divestment would inevitably result in 



unwelcome accounting and tax revelations for many in 
the government. 

Any moves toward divestment will have to be ac• 
companied by incentives (or removal of disincentives) 
for the private sector in other aspects of the economy. 
A clear-cut opening up of the trading system so that 
manufacturers can freely import raw materials, as well 
as an export promotion campaign, would help to raise 
the level of private sector initiative and the prices of
fered for enterprises of which the government might 
wish to divest itself. Textiles, edible oils, and transpor
tation are among the early candidates for divestment, 
but action even with respect to these will have to 
await further clarification of the government's long
range economic policies. 

The issue of unemployment caused by divestment of 
public companies does not appear to be of primary 
concern, and the Kenyan public seems to have no 
strenuous objections to divestment. If companies were 
efficiently managed, their business could well increase 
to a point where they could effectively absorb addi
tional employees in the longer run. 

The external donors will continue to have a role in 
persuading the Kenyan government to implement its 
declared intention to withdraw from enterprises that 
could better be carried on by the private sector. The 
World Bank, the International Monetary Fund, and 
the U.S. Agency for International Development (AID) 
will be the major actors; other bilateral donors do not 
appear to share as fully in the conviction that the 
private sector should play a more important part in 
the economy. 

One important instrument through which AID is 
acting is the Structural Adjustment Grant (SAG) of 
$28 million made in 1983. The purpose of the grant is 
"to provide critical balance of payments and structural 
changes needed to redress the underlying problems of 
the economy." This grant, as well as other programs 
such as a 1981-82 fertilizer program, are designed to 
encourage greater reliance on the private sector and 
market mechanisms. In accepting the SAG, the Ken
yan government agreed, inter alia, to reduce quan
titative restrictions on imports, to encourage exports, 
to allocate scarce budget resources to high-priority in
vestments, to impose sanctions for practices in 
restraint of trade, and, in particular, "to prepare 
strategies and mechanisms for divestiture of Govern
ment's interests in public enterprises as recommended 
by the July 1982 Report and Recommendations of the 
Working Party on Government Expenditure." Addi
tional AID programs in public housing and rural credit 
will further support a growing role for the private sec
tor in both the rural and urban economy. 

Thus far, the government has provided considerable 
evidence of its intent to live up to the commitments 
made to AID. Reduced government use of foreign ex
change has had the effect of increasing foreign ex
change reserves within a few months. Implementation 
of the agreement on divestment, however, will take 
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considerably longer. Indeed, it seems clear that no 
substantial moves toward divestment can be expected 
before 1985 or 1986. Any actual changes of ownership 
will have to be preceded by the passage of the State 
Corporations Bill, now in draft. This legislation is ex
pected to provide that each publicly-owned company 
will be governed under its own charter, rather than 
under a general charter for all publicly-owned com
panies as is now the case. 

Progress in implementation of the agreement is 
monitored by a monthly meeting of AID officers with 
officials of the Ministry of Finance. It is clear from 
these meetings that government now supports private 
initiative in public housing construction and privatiza
tion of fertilizer distribution. But it is equally clear 
that donor pressure to increase the speed of divest
ment would be counterproductive until the government 
is able to formulate its own program. External donors 
should be prepared to respond to official requests, 
should they be made, for assistance in the techniques 
of divestment, advice on the consequences of certain 
steps, and suggestions for resolving problems of a 
nonpolitical nature. Kenyan officials could benefit from 
exposure to the experiences in divestment of other 
countries at a comparable stage of development. 

The Case of Sudan 
Since the mid-1970s, Sudan has been in an economic 
crisis which has grown steadily and shows little sign 
of abating. Current account deficits have risen annual
ly, and deterioration of the trade balance has more 
than offset increased external transfers. By mid-1982 
external indebtedness amounted to $7 billion and ser
vicing obligations exceeded projected export receipts. 
The inability to repay external creditors (both public 
and private) has required repeated rescheduling of the 
debt burden. The crisis in foreign exchange derived in 
part from policies that included inadequate investment 
in agriculture, cotton prices that reduced incentive for 
farmers, mismanagement of debt and debt service, 
and excessive reliance on public enterprises, price 
controls, and subsidies. Correction requires not only a 
continuation of massive external aid to keep the 
economy afloat, but also substantial structural read
justment to rationalize economic activity and to per
mit the private sector to play a much more central 
role than it has since President Jafar al-Numeri took 
power in 1969. 

Sudan is in the paradoxical position of having a 
healthy private sector and a sick public sector. Unlike 
most African countries, Sudan had (from independ
ence in 1956 through the 1960s) substantial experi
ence of private-sector activity in the economy, and the 
Numeri government is now showing signs of an in
clination to return to a degree of privatization after a 
disastrous decade of government mismanagement. 
Governmental direction of the economy is complicated 
by the fact that in many respects Sudan is not one 
but two countries. The Christian south is separated 

CSIS Africa Notes, September 4, 1984 



6 

economically and culturally from the Arab north, and 
existing linkages, largely by river, are slow and ar
duous. The south, perceiving itself as a neglected 
stepchild, has long resented the concentration of de
velopment efforts in the north. 

Basic to the government's new commitment to 
privatization is the Encouragement of Investment Act 
of 1980, designed to strengthen investment by the 
private, mixed, national, cooperative, and foreign sec
tors. The Act provides for incentives such as exemp
tions for business taxes and duties, guarantees against 
nationalization and confiscation, and guarantees of the 
right to transfer abroad profits, interest, and capital. 
Implementation of the act is entrusted to the Bureau 
of Investment, which is, in theory, intended to provide 
a "one-stop" investment service for prospective in
vestors. Projects submitted are studied by a technical 
secretariat that renders its recommendations to a con
sultative committee representing government minis
tries; in turn this committee, if it approves the propo
sal, recommends to the Minister of Finance and Eco
nomic Planning the grant of a license to proceed with 
the project. Priority is given to agricultural and trans
portation initiatives. 

While the idea of a "one-stop" investors' service is 
attractive, the reality falls short of what a business
man might desire. Bureaucratic red tape and the in
evitable slowness of government procedures, combined 
with an underlying suspicion of private enterprise on 
the part of some officials, are some of the reasons 
very few projects have been approved in the absence 
of a personal connection between the investor and a 
member of the government. The consultative commit
tee is required to respond to the investor within three 
months of submission of the project, but the response 
is usually that the project is "under study." 

The Agricultural Bank of Sudan presents an in
teresting case of a state-owned enterprise that is seek
ing in a modest way to encourage private initiative in 
the country's vital agricultural sector. The bank, 
established in the late 1950s, profited on its loans to 
cotton growers until 1969, when, following the Numeri 
coup, it was taken over by the government. Produc
tivity declined sharply in the nationalized cotton proj
ects over the following decade. Now the bank is again 
becoming involved in private-sector agricultural credit, 
particularly in western Sudan. Its capital resources at 
present include small commercial deposits and loans 
from foreign and international donors. Its 30 branches 
are beginning to advance credit to small businesses 
supplying fertilizer, engines, and pumps to remote 
rural areas. Research and extension services are 
viewed by the bank as more important than the avail
ability of credit since farmers must learn the uses and 
value of fertilizer and good farming practices. Person
nel in rural branches are expected by the central man
agement to act as social workers and extension agents 
as well as providers of credit. 

In contrast, the Industrial Bank of Sudan, another 
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state-owned enterprise, sees its role as putting 
together investors, domestic and foreign, with poten
tial Sudanese private-sector industrial producers. 
Gradual transfer of existing state-owned industries to 
private hands is envisaged, but with a continuing role 
for government in joint-venture operations (in view of 
the slimness of the prospect that private capital can 
be found to buy up the larger government-owned 
enterprises in view of their unprofitability). The con
cept of a limited-liability company with many 
shareholders, as opposed to a family-owned business, 
is still foreign to the Sudanese entrepreneur. Although 
the Industrial Bank makes loans to new businesses 
only after exhaustive inquiry, the default rate is high 
because of unrealistic estimates by producers of start
up costs, improper production scheduling, or too-rapid 
amortization schedules. The bank concentrates on 
small production industries (e.g., textiles, edible oils, 
and flour-milling) rather than service industries, and 
will finance a maximum of two-thirds of the needed 
investment; it is prepared to help borrowers with 
marketing, accounting, and management problems 
through its loan follow-up department. 

Approval by the Ministry of Industry is needed 
before a loan can be made. Both that ministry as well 
as the Ministry of Finance and Economic Planning are 
represented on the bank's board. Clearly the bank is 
restricted by its official sponsorship, but, since its ma
jor capital source is the government, it has little scope 
for independently increasing its available lending 
resources. 

Since Sudan's economy, unlike that of Kenya, is not 
strong enough at the present time to permit large
scale divestment directly into the private sector, such 
divestment as does take place will be partial, staged, 
and selective. A prime candidate is the River 
Transport Corporation. This government-owned cor
poration is engaged in the vital activity of moving 
freight on the Nile and its tributaries between the 
north and south. It owns boats and provides the chan
nel markers and other navigational facilities and 
storage and port facilities along the river. Notoriously 
inefficient because of its monopoly status, the corpora
tion hinders competition in a field where private 
operators could perform the services more cheaply, 
with less labor and greater effectiveness . The White 
Nile could handle, it is estimated, 10 times present 
traffic under competitive market conditions. 

The few private operations now existing are prof
itable enterprises and more could be established if 
government licensing procedures could be simplified 
and speeded up. One major operator is seeking to 
establish an integrated transport service with trucks 
from Port Sudan on the Red Sea connecting with river 
freighters destined for the south. Ideally, government 
should restrict itself to such areas as navigation ser
vices, buoys, dredging, and port facilities, while leav
ing the actual freight operations to private owners, 
thus eventually phasing out the RTC entirely. U.S. 



AID's River Transport Agricultural Marketing Project 
is encouraging divestment, but change is slow because 
the granting of transport operating licenses is a matter 
of political decision at the ministerial level. 

The textile industry has made some strides toward 
privatization. One major private mill with Iraqi financ
ing is operating at a profit, working three shifts a day, 
while a neighboring plant, owned by the government, 
stands idle and empty, supposedly for lack of foreign 
exchange to modernize the machinery. Being highly 
labor-intensive, the textile industry is subject to trade 
union demands which, if not satisfied, could create 
problems for a government that counts on trade union 
support. The textile industry is also hampered by elec
tric power shortages. 

The sugar industry represents a different form or 
stage of divestment. The Kenana sugar project, one of 
the world's largest (120,000 acres), is nearly two
thirds owned by Arab investors and one-third owned 
by the government of Sudan, with minori~ share
holdings by Japanese investors with Sudanese part
ners; it has been managed since 1974 by a U.S. firm. 
Production exceeds 165,000 tons annually, and the 
residual fiber is used for production of steam, which in 
turn is used to generate electrical power for irrigation. 
Surplus power is fed into the national electric grid. 
The project directly and indirectly supports 75,000 to 
100,000 people and employs between 9,000 and 
12,000 Sudanese. Extensive training for local manage
ment is emphasized, and the company is particularly 
proud of the fact that it is able to retain many 
graduate engineers in the face of the much higher 
salaries offered in the Gulf states. The government is 
seeking to make similar arrangements for, or to 
privatize completely, four other sugar factories as well 
as additional textile and cement plants. The only other 
profitable state-owned entity at the moment is said to 
be the Sea Ports Corporation. 

Sudan suffers, as do most other countries at its 
stage of development, from a lack of middle- and top
level management in both the public and private sec
tors. The paucity of management skills has been 
made all the more acute because of the flow of 
technical and managerial personnel to neighboring 
Arab states. In an effort to compensate for this loss, 
the government operates, under the Ministry of 
Finance and Economic Planning, a Management 
Development Institute. The institute offers the usual 
basic courses in management and financial control to 
civil servants and private sector technicians to prepare 
them for management responsibilities. In cooperation 
with the University of Dublin, six-month courses 
leading to a diploma with specialization in marketing, 
production, or finance are part of the institute's cur
riculum. Some 60 to 70 percent of the 500 students 
are employed in public corporations, the remainder in 
the private sector. The institute also responds to re
quests from entities such as Kenana and the Sea 
Ports Corporation for special seminars for manage-

ment trainees selected by the corporation. The direc
tor of the institute has complained that, except with 
respect to Kenana, much of the training has been lost 
to Sudan by the departure of graduates to the Gulf, 
and also that it is difficult to retain good teaching 
staff in view of the wider opportunities available in 
government and business. 
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The government insists in its Public Investment Pro
gram Plan that "future development of manufacturing 
is to be left to the private and joint sectors," and that 
about one-half of the economic activities in Sudan are 
already undertaken by the private sector. It is claimed 
that the greater part of the 6 million acres under 
mechanized farming, all of the 10-12 million acres 
under rainfed traditional farming, and the entire out
put of fruits, vegetables, and livestock are in fact part 
of the private sector. 

The road to continuing privatization is likely to be 
rocky, however. Changes in the pricing system and in 
the handling of foreign exchange are essential before 
the private sector will be prepared to expand its role 
substantially. Undertaking the importation and 
distribution of wheat is risky, for example, since the . 
price of bread to the consumer is a political issue of 
very considerable importance to the government. 
Moreover, the state would be reluctant to divest- itself 
of industries in which privatization would involve a 
significant reduction in employment. The trade unions 
find it easier to negotiate with the government than 
with private employers. The unions form an important 
arm of the Sudanese Socialist Union (SSU), the coun
try's single recognized political party, and most of the 
25 or more large public industries are heavy em
ployers of labor. 

A May 1983 manifesto of the SSU signals a contin
uing emphasis on the public sector and reiterates the 
belief that the government must control the country's 
economic infrastructure, its mineral and irrigated 
agricultural resources, and banks. On the matter of 
privatization, the manifesto states: ''The Party does 
not intend to liquidate, paralyze, or weaken the public 
sector. But if we find it advisable to get rid of un
productive units, that should not be construed as li
quidating or weakening the public sector but as 
restructuring, consolidation, and stabilization." Banks, 
it is argued, should concentrate on small-scale proj
ects, especially in rural traditional industries. 

A more concrete challenge to the private sector 
may be the establishment by Numeri in April 1982 of 
the Military Economic Corporation (later renamed, for 
cosmetic reasons, the Military Economic Board). This 
body is operated by high-ranking military officers and 
employs soldiers as semiskilled labor. The ostensible 
reason for establishing the board is that "Sudan has 
realized that insufficient use is being made of the 
equipment and technical expertise available in the 
armed forces . With a view to enabling the armed 
forces to contribute to the economic recovery program 
by using these surplus resources and to provide pro-

CSIS Africa Notes, September 4, 1984 



8 

ductive employment for retired servicemen [emphasis 
added], the government has established the Military 
Economic Board." Within a year and a half, the 
board had become a giant holding company controll
ing seven sectoral corporations and over 30 limited 
companies. One of these, the Military Commercial 
Corporation, designs and executes marketing policies, 
obtains licenses and concessions from the state, and, 
in fact, controls major public-sector trading with the 
exception of cotton. The MCC is now the sole import 
agency for textiles and pharmaceuticals from Egypt 
and is the sole exporter of melon seeds. The corpora
tion claimed a profit of nearly $6 million in 
1982-1983. 

The private sector regards the MEB with very con
siderable apprehension, not only because of its scope 
but also because it has the blessing of, and is chaired 
by, President Numeri. Inevitably, it will be favored by 
government over individual private-sector initiatives. A 
recent AID study by Ravi Aulach concluded: "It can 
. . . potentially stifle the indigenous private sector by 
not only taking over the existing private companies 
but also by the 'crowding out' effect-that is, by dry
ing up the existing credit allocations for private 
business lending by becoming the sole agent in inter
nal and external trade and by monopolizing public, 
foreign and local deals and public bilateral contracts." 
Thus, despite government arguments to the contrary, 
the board cannot be interpreted as a private-sector 
entity-at least not by any normally accepted defini
tion of that term. It can draw financing from the 
military budget, private investment, and foreign grants 
and loans, and it is not accountable to the govern
ment for its financial operations. 

The role of bilateral and international donors in en
couraging the private sector may be critical over the 
coming years. Because of the continuing crisis in the 
Sudanese economy, donor leverage could effect 
substantial change in the direction of government 
policy. All efforts to strengthen the private sector will 
run head on into the Military Economic Board, 
however, if the government continues to insist that the 

board's activities are part of the private sector. 
Pressures to assist some of the board's numerous ac
tivities could present serious questions for donors, par
ticularly if private sector fears that the board will 
dominate many aspects of the export-import process 
turn out to be well-founded. 

Looking Ahead 
The new interest throughout Africa in reducing the 
numbers of enterprises owned by the state reflects a 
profound change of attitude. This change is not likely 
to be subject to quick reversal because the underlying 
causes derive from long-term trends affecting the 
overall economic health of each nation. No one, not 
even Soviet analysts, anticipates a return to the 
euphoric ideological approach to economic develop
ment of the immediate post-independence period or a 
substantial increase in government's role in develop
ment enterprises anywhere on the continent in the 
foreseeable future . Financial limitations will make new 
state investment much more selective. And decreasing 
external donor aid will put a premium on reducing 
subsidies to existing state-owned enterprises to free 
any available domestic resources for expanded 
development. 
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analysis of privatization trends in the public sector 
in developing countries. This article for CS/S 
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prepared for the Economic Development Division 
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tion. The views and interpretations expressed are 
those of the author and should not be attributed to 
the Agency for International Development. 
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