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IT. Backpround   and   Recen t   Deve lopmcn te  

n l i b o u e !  1 s  l a r H e l y  u d c m e r t   c o u n t r y ,   w i t h  very l i m i t e d  a g r i c u l t u r a l  
p o t e n t i a l ,  l i t t l e  proven mineral w e a l t h ,   a n d   m i n i m a l   i n d u r t r i a l   a c t i v i t y .  
About  two t h i r d s  of  the t o t e 1   p o p u l a t i o n ,   o f f i c i a l l y   e s t i m a t e d  a t  a b o u t  
450,000, l i v e   i n  t h e  c a p i t a l   c i t y  o f  D j i b o u t i ;  t h e  o t h e r   o n e   t h i r d   c o m p r i s e s  
nomads who r e i e e  livestock f o r  R u b s i 8 t e n c e .   D e s p i t e   t h e   u n f a v o r a b l e  c l imate  
nnd the  l i m i t e d  resource p o t e n t i a l ,  r)jibouti has managed t o  take advantage 
o f  i t R  geographical l o c a t i o n   a n d  i t s  h i s t o r i c a l   n n d   r e g i o n a l  t i e s  t o   b u i l d  
a n   e c o n o m y   t h a t   h a s   e x p e r i e n c e d   m o d e s t  economic growth. Over t h r e e   f o u r t h s  
of d o m e s t i c   p r o d u c t i o n   d e r i v e s   m a i n l y  from t e r t i a r y   a c t i v i t y   a e e o c i a t e d  
w t t h  the p o r t  o f  D l i b o u t i ,  t h e  r a i l w a y   t o   n e i p h b o r i p g   E t h i o p i a ,   t h e  
i n t e r n a t i o n a l   a i r p o r t  of D j i b o u t i ,   t h e   p r i v a t e   b a n k i n g   s y s t e m ,   w h i c h   h a n d l e s  
some o F f - s h o r e   b u s l n e e s ,   a n d   t h e  presence o f  a f o r e i g n  m i l i t a r y  base and o f  
a r e l a t i v e l y   l a r g e  number o l  f o r e i g n  m i l i t a r y  a n d   c i v i l i a n   p e r s o n n e l .  The 
t e r t i a r y   s e c t o r  has n o t ,   h o w e v e r ,   g e n e r a t e d   a d e q u a t e   b u d g e t a r y   r e v e n u e ,  



"he economy of D j i b o u t i   h e @   r e c o v e r e d   a t e a d i l y  from t h e   d e c l i n e  Rufferrd 
I n  the vetlrta i rnmed la t s ly   Po l lowing   i ndependence  i n  Juno 1977. The abatement, 
Ainra 1979, o f  hortilirlep I n  the Optaden heB permitted a p a r t i a l   r e c o v e r y  
of t r a n s i t  t r a d e  with R t h t o p i a .  Moreover, r e n e w e d   p r i v a t e  e e c t o r  conf idence  
appear@ t o  hava  provided impe tua  For increamed l n v s e t m e n t ,  espsciably in 
t h e  c n n r t r u c t t o n   a n d  commercial taectora. T h e s e   d e v e l o p m e n t s ,  coupled w i t h  
improved weather c o n d i t i o n n  i n  1981 and w i t h   i n c r e a R e d  i n v e s t m e n t  a n d  
o t h e r  MpendinR !JV the p u h l l c  a e c t n r ,  have c o n t r i b u t e d  toward Rn estimated 
clvarrsge prowth of the r e a l  g t o s a  d o m e e t i c   p r o d u c t  ( G n P )  of about 3 p e r  c e n t  
p e r  onnurn d u r i l r p   t h e  two yearr 1980-81, compared w i t h  an  everage annual  
d r c l i n e  of 2 . 7  p e r  r e n t  in 1978-79. However, am t h e   t o t a l   p o p u l a t i o n  i s  
b e l i e v e d  t o  hMV9 i n c r e a s e d  at a eubetantjally higher r a t e ,  owing  not  o n l y  
t o  n a t u r a l  RtoWth h u t  a i e o  t o  i m m i g r a t i o n  from n e i p h b o r i n g  c o u n t r i e s ,  real  
per  c n l l t a  Income llao p r o b a b l y   b e e n   o n  B downt rend  s i n c e  i n d e p e n d e n c e .  
TntH I n tment  rone t o  t h e   e q u i v a l e n t  of 1A p e r   c e n t  of nomina l  GDP i n  
1 9 m  rhucl, w i t h  t o t a l  c o n s u m p t i o n  i n  t h e  e c o n o m y   c o n s i m t e n t l y   e x c e e d i n g  
nom' e b y  well over llr p e r  c e n t ,  t h e   t r e d i t i o n a l l y  l a r g e  r e s o u r c e  gap 
w i d t i ,  (3 neRrly  one t h i r d  o f  GDP d u r i n g  the 1980-81 period. I n  1982 t h e  
economy l e  e x p e c t e d  t o  c o n t i n u e  t o  grow a t  a b o u t   t h e  same pace a s  i n  1981. 

Thc recent  e c o n o m i c   e x p a n s i o n   g e n e r a t e d   s u b s t a n t i a l   e m p l o y m e n t  i n  t h e  
p n v o r n m e n t   s e c t o r  R E  well as i n  t h e   p r i v a t e  s e c t o r  ( e s p e c i a l l y  in commerce). 
N e v e r t h e l e a s ,   r e g i s t e r e d   u n e m p l o y m e n t   i n t e n s i f i e d ,   r e f l e c t i n p   t h e  rise in 
p o p u l n t i o n   a n d  a s t e a d y   e n t r y   i n t o   t h e   l a b o r   m a r k e t  of  s c h o o l   l e a v e r s   a n d  
o f   u n s k i l l e d  workers f r o m   t h e   r u r a l  a r eas  a s  a r e s u l t  o f  t h e  extreme d r o u g h t s  
i n  1979-80. 

A l t h o u g h   t h e   o v e r a l l   € i n a n c i a 1   s i t u a t i o n  of  t h e   p u b l i c  s e c t o r ,  e s p e c i a l l y  
t h a t  o f  t h e  C e n t r a l   G o v e r n m e n t ,   h a s   r e m a i n e d   b r o a d l y   s a t i s f a c t o r y ,   t h e  
c o n s o l i d a t e d   p e r f o r m a n c e  O F  t h e  p u b l i c  e n t e r p r i s e s  has  weakened somewhat 
s i n c e  1979. C o n t i n u i n g  a p a t t e r n   o b s e r v e d   s i n c e   i n d e p e n d e n c e ,   t h e   f i n a n c i a l  
o p e r a t i o n s  o f  the   Governmen t  were i n  s u r p l u s .  After r i s i n g  by 3.5 p e r  
c e n t  i n  1980, t o t a l  r e v e n u e   ( i n c l u d i n g   g r a n t s )   i n c r e a s e d   m a r g i n a l l y   i n  
1981. T h e   m o d e s t   r e v e n u e   p e r f o r m a n c e   o v e r   t h e   y e a r s  1980-81 mirrors  a 
c o n s i d e r a b l e   d e c l i n e  i n  f o r e i g n   g r a n t s ,   w h i c h   n e a r l y   o f f s e t   a n   a v e r a g e  
a n n u a l   i n c r e a s e  of 16 per c e n t  in b u d g e t a r y   r e v e n u e  owing m a i n l y  t o  
d i s c r e t i o n a r y   i n c r e a s e s   i n   c o n s u m p t i o n  t a x e s  and higher i n t e r e s t   e a r n i n g s  
o n   h o l d i n g s  of o f f i c i a l   f o r e i g n  asse ts .  Meanwhi le ,  t o t a l  e x p e n d i t u r e ,  
which  had d e c r e a s e d   b y  2 p e r  c e n t  i n  1980, rose by 3 per c e n t  i n  1981, w i t h  
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o u t l a y e  on inves tment  r i s i n g  e u h e t a n t i s l l y .  A r  a r s e u l t ,  t h e  ove ra l l  
~ u r g l u s ,   w h i c h  i n  1980 a m o u n t e d  t o  DF 3 . 4  billion, d e c l i n e d  t o  DF 1.9 
billion ( 3  per c e n t  of CDP) i n  1981. A 1aqe p r o p o r t i o n   ( a b o u t  one  h a l f )  
of  g o v e r n n l e n t   e x p e n d i t u r e  over  t h e  1980-81 period W R B  f i n a n c e d  out  ot' 
F o r e i R n   g r a n t 8  from France, Saudi Arabia, Germany, Kuwait ,  and other 
f r f o n d l y  c o u n t r i e s .  I f  euch R r a n t a  are n o t  taken i n t o  a c c o u n t ,   t h e  
c o n r o l i d a t e d   f i n a n c i a l  operations of t h e  Central Government reveal ci 
l t ~ r p e  o v e r a l l  d e f i c i t  averaging DF 9 billion, o r  1 5  p e r  c e n t  o f  CDP, 
d u r i n g   t h e   y e a r s   1 9 8 0 - 8 1 .  

S i n c e  i n d e p e n d e n c e  the number   o f   pub1 i c  e n t e r p r i s e s  I n  Djihoutl has 
r i s e n  s h a r p l y  i n  l i n e  w i t b  t h e   G o v e r n m e n t ' s  des ire  t o  p r o v i d e  e s s e n t i a l  
e o r i e l  and  economic 8 e r v i c v s  i n  v a r i o u s  f i e l d s ,  i n c l u d i n p   t h o e e   w h e r e  
p r i v a t e  eector  p a r t i c i p a t i o n  was n o n e x i s t e n t  or deemed i n a d e q u a t e .  The 
comhined f f n a n c i n l  a c c o u n t s  o f  t h e   p u b l i c   e n t e r p r i s e s  s h o w  m o d e s t   o p e r a t i n g  
s u r p l u s e s  d u r i n g   t h e  years  1978-79  and l o s s e s  a v e r a g i n g  DF 0 . 5  billion 
a n n u a l l y  o v e r  t h e  1980-81 p e r i o d .  The los ses  i n  t h e  Zat t e r  y e a r 8  were 
f i n a n c e d  a l m o s t  e n t i r e l y  o u t  of toreijzn g r a n t s   f r o m  t h e  EurapeAn Fconomic 
Communi ty   and   Saudi  Arabia. These losses were  t;re r e s u l t  o f ,  among o t h e r  
t h i n g s ,  a d e l i b e r a t e   g o v e r n m e n t   p o l i c y  o f  n3t a l l o b i n ~  p r i c e   a d j u s t m e n t s  t o  
r e f l e c t   f u l l y   t h e   i n c r e a s e s  i n  c o s t s  of p r o d u c i n g   s p e c i f i c   c o m m o d i t i e s ,  
n o t a b l y   e l e c t r i c i t y ,   p e t r o l e u m   p r o d u c t n ,   w h e a t  flour', and port  s e r v i c e s .  

A c c o r d i n g   t o  s t a f f  es t imates ,  D j i b o u t i ' s   e x t e r n a l   a c c o u n t s  a r e  
c h a r a c t e r i s e d  by large b a l a n c e   o f   t r a d e   d e f i c i t s ,   w h i c h   u n t i l  19813 had  been  
m o r e   t h a n   o f f s e t  by r e c e i p t s  on t h e   s e r v i c e   a c c o u n t   a n d   o f f i c i a l   u n r e q u i t e d  
t r a n s € e r s .   T h u s ,   w i t h   n e t   c a p i t a l   i n f l o w   b e i n g  g e n e r s l l y  p o s i t i v e ,   o v e r a l l  
b a l a n c e  o f  p a y m e n t s   s u r p l u s e s ,   a v e r a g i n g  SDR 16.3 m i l l i o n   a n n u z l l y   o v e r   t h e  
1 9 7 R - B O  p e r i o d ,  were r e a l i z e d .  In 1981 i m p o r t  paymen t s  rose  b) 2 0  p e r  
c e n t ,  w h i l e   e x p o r t s ,   w h i c h   h a v e   c o n s i s t e d   a l m o s t   e n t i r e l y  of  r e - e x p o r t s ,  
i n c r e a s e d   b y  17 p e r  c e n t ,  a n d   t h e   t r a d e   d e f i c i t   w i d e n e d   t o   a b o u t  SIlR 78 
million ( 2 5 . 7  p e r  c e n t  of G D P ) .  Wi th  o f f i c l a l  u n r e q u j t e d   t r a n s f e r s  d e c l i n i n g  
s l i g h t l y ,   a n d   e a r n i n g s  on t h e   s e r v i c e   a c c o u n t   i n c r e a s i n g  by   modes t   amoun t s ,  
t h e   c u r r e n t   a c c o u n t   r e c o r d e d  a d e f i c i t  est imated a t  SDR 3.5  million. N e t  
c a p i t a l   i n f l o w s   i n   t h e  same y e a r   d e c l i n e d ,   o w i n g   t o   i n c r e a s e d   o u t f l o w  o f  
p r i v a t e   c a p i t a l   p r o m p t e d  by d l f f e r e n t f a l s  in i n t e r e s t  r a t e s .  'Ibis d e c l i n e  
w a s ,  h o w e v e r ,   o f f s e t   b y   v a l u a t i o n   g a i n s  on f o r e i g n   e x c h a n g e  holdings, a n d ,  
a s  a r e s u l t ,   t h e  o v e r a l l  b a l a n c e  of  p a y m e n t s   r e g i s t e r e d  a s u r p l u s  of SDR 
4 . 9  millinn. Z r o s s   o f f i c i a l   e x t e r n a l  reserves at the end  o f  1981 amoun ted  
to SDR 73.6 m i l l i o n ,   e q u i v a l e n t   t o  5 m o n t h s  o f  i m p o r t s .  

R e f l e c t i n p   t h e   f a v o r a b l e   b a l a n c e  of p a y m e n t s   a n d   b u d g e t a r y   p e r f o r m a n c e ,  
t h e  b a n k i n g   s y s t e m ' s   n e t   f o r e i g n  a s s e t s  and g o v e r n m e n t   d e p o s i t s   h a v e  
i n c r e a s e d   s t e a d i l y .  Thus, e v e n   t h o u g h  p r i v a t e  s e c t o r   c r e d i t  h a s  e x p a n d e d  
a t  p e r s i s t e n t l y  h i g h  r a t e s ,  a v e r a g i n g  3 9  per  c e n t   p e r  annum o v e r   t h e  
t h r e e - y e a r   p e r i o d  1979-81, t o t a l   d o m e s t i c  c r e d i t  has b e e n  consistently 
n e p a t i v e .  A t  8 . 7  per  c e n t   a n d   6 . 8   p e r   c e n t ,   t h e   g r o w t h  of  br,ad money i n  
1980 and  1981, r e s p e c t i v e l y ,  was s u b e t a n t i a l l y   b e l o w   t h a t  of n o m i n a l  GDP. 
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T h i s ,  t o g e t h e r   w i t h  a slowdown i n  t h e  r a t e  of i n c r e a s e  of impor t   p r i ces ,  
cont r ibu ted   toward  a much reduced rate o f   i n f l a t i o n ,  as measured  by  the 
consumer   p r ice   index ,  of 5.7 p e r   c e n t   i n   1 9 8 1 ,  compared  with  12.1  per   cent  
in 1960. 

"he National  Bank o f  D j i b o u t i ,   w h i c h   c o n t i n u e s   t o   o p e r a t e  on t h e   h a s i s  
o f   f u n d s   a l l o c a t e d   a n n u a l l y  by t h e  Government t o   c o v e r   m i n i m a l   a d m i c i s t r a t i v e  
f u n c t i o n s ,  has l i t t l e  impact   on  monetary  pol icy.  'Ihe r e s p o n s i b i l i t y  for 
t h e   c u r r e n c y   i s s u e  i s  s t i l l  e n t r u s t e d  to t he   T reasu ry ,   wh i l e   t he   commerc ia l  
banks ,   which   a l so   handle  some o f f - s h o r e   b u s i n e s s ,   d e t e r m i n e   i n t e r e s t  rate 
and   lending   po l ic ies .   Depos i t   and   lending  ra tes  on f o r e i g n   c u r r e n c y   o p e r a t i o n s  
v a r y   i n   l i n e  w i t h  i n t e r e s t  ra te  developments  abroad.  Deposit  rates f o r  
o p e r a t i o n s   i n   D j i b o u t i   f r a n c s  a re  f i x e d  a t  leve ls   which   have   been   genera l ly  
n e g a t i v e   i n  real terms. Lending ra tes  f o r  o p e r a t i o n s   i n   D j i b o u t i   f r a n c s  
are t i e d  t o  a b a s i c  r a t e ,  which was raised from 8 . 5  per cent t o  12.5 p e r  
c e n t   i n  1981 .   Res ides   t he   i nc rease   i n   t he   has i c  rate, o the r   minor  modi- 
f i c a t i o n s  i n  t h e   s t r u c t u r e  of t h e   l e n d i n g  rates f o r   v a r i o u s   c a t e g o r i e s  
of  customers were in t roduced  i n  t h e  same year. 

The o f € i c i a l   e x t e r n a l   d e b t  of D I t b o c t i  is small a n d   c o n s i s t s  ma in ly  of 
concess ionary   loans .   Al though new l o a n s  were c o n t r a c t e d   d u r i n g   t h e  1979-81 
p e r i o d ,   r e l a t e d   d i s b u r s e m e n t s  were small owing t o   t h e   l i m i t e d   a b s o r p t i v e  
c a p a c i t y .  A t  t h e  end of 1 9 8 2   o u t s t a n d i n g   d i s b u r s e d   o f f i c i a l   e x t e r n a l   d e b t  
amounted t o  SDR 5 .4  m i l l i o n ,  or 1.8 p e r  c e n t  of GDP. 

D j i b o u t i   m a i n t a i n s  an e x c h a n g e   s y s t e m   f r e c   o f   r e s i r i c t i o n s   o n   c u r r e n t  
international payments  and a l i b e r a l   t r a d e  sys t em.  The Treasury issues t h e  
D j ibou t i   f r anc ,   wh ich  i s  pegged t o  t h e  U . S .  d o l l a r ,   t h s   i n t e r v e n t i o n  
c u r r e n c y ,  a2 DF 177.721 = U.S.$l, a g a i n s t  100 per cent   fore ign   exchange  
cover. After d e p r e c i a t i n g  by about  6 p e r   c e n t   d u r i n g  t h e  1978-80 p e r i o d ,  
t h e  impor t -weighted ,   e f fec t ive ,   nominal   exchange  ra te  a p p r e c i a t e d  by n e a r l y  
13  per   cen t  in 1981. 

111. Report on t h e   D i R t u s s i o n s  

3 .  Deve lopmen t   and   i nves tven t   po l i c i e s  

The P j i b o u L i   a u t h o r i t i e s   r e c o g n i z e  t h a t  t h e  d o m i n a n t   s e r v i c e   s e c t o r s  
h a v e   n o t   b e e n   a b l e   t o   g e n e r a t e   s u s t a i n a b l e   h l g h  r a t e s  of economic  growth or 
t o  ea rn   enough   fo re ign   e t change   t o   ma tch   t he   coun t ry ' s   heavy   r e l i ance   on  
impor t s .   MQreover ,   t he   cqun t ry   r ema ins   vu lne rab le   t o   r eg iona l  and o t h e r  
ex te rna l   deve lopmen t s   t ha t   r an  a f f e c t  performance i n  t h e   s e r v i c e   s e c t o r s .  
Accord ingly ,   they   a re   de te rmined   to   p romote   d ivers i f ied   economic   expans ion ,  
w h i l e   m a k i n g   e f f o r t s   t o   s t r e n g t h e n  the performance of t h e  s e r v i c e   s e c t o r s .  
In t h e  c a s 2  o f  t h e  pclrt of   Dj ibout i ,   which  became o f f i c i a l l y  autonomous i n  
June 1 9 8 1 ,   v a r i o u s   p r o j e c t s  are under way o r   env i saged   t o   enhance  i t s  
cornpetf t iveness .  The p o r t  management p l a q e   t o  e x t e n d  its o p e r a t i o n 8   i n t o  
cargo   l i anCl ing   and   to   reduce   fea therbedding   gradual ly  through a f r e e z e  on h i r i n g  
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and a program of r e t i r i n g   e m p l o y e e s   e a r l y .  The cold s t o r a g e   c a p a c i t y  is 
b e i n g  expanded, a n d  t h e   s l i p - w a y  i s  b e i n g   a c t i v a t e d ,   w i t h   t h e   c o m p l e t i o n  of 
n e c e s s a r y   w o r k   o n   t h e  t w o  projec ts  s l a t e d   f o r   e n d - 1 9 8 2 .  An i n t e r n a t i o n a l  
c o n t a i n e r   f a c f l i t ) ,   p r e s e n t l y   u n d e r   c o n s t r u c t i o n ,  i s  e x p e c t e d  t o  be i n  
o p e r a t i o n   i n   1 9 8 3 .   T h e   c o n s t r u c t i o n   o f  8 p a r k   f o r  l i v e  a n i m a l s   ( f o r   e x p o r t )  
a n d   f u r t h e r   i n v e s t m e n t s   i n   t h e  f ree  t r a d e   z o n e  a re  b e i n g   e x a m i n e d .  

The a u t h o r i t i e s  are  a l so  w o r k i n g   t o   i m p r o v e   p e r f o r m a n c e   o f   t h e  railway 
t o  E t h i o p i a .   F o l l o w i n g   a g r e e m e n t   w i t h   t h e   E t h i o p i a n   G o v e r n m e n t ,  a r e h a b i l -  
i t a t i o n   p r o g r a m   f o r   t h e   r a i l w a y ,   w h i c h   p r e s e n t l y   o p e r a t e s  a t  a b o u t  40 
p e r   c e n t  of c a p a c i t y ,  will b e   u n d e r t a k e n   s h o r t l y .   M o r e o v e r ,   u n d e r s t a n d i n g s  
h a v e   b e e n   r e a c h e d   w i t h   E t h i o p i a   o n   t h e   s h a r i n g  of o p e r a t i n g  losses or 
p r o f i t s  of t h e  railway a n d   o n   e n s u r i n g  a p r o f i t a b l e  volume of t r a f f i c  on 
i t .  In the s e r v i c e   s e c t o r ,   t h e   a u t h o r i t i e s '   e f f o r t s   h a v e   a l s o   c u l m i n a t e d   i n  
the o p e n i n g ,   i n   l a t e  1981, of t h e   f i r s t   i n t e r n a t i o n a l   h o t e l   i n   D j i b o u t i ,  
which could p a v e   t h e  way  f o r  more a c t i v e  e x p l o i t a t i o n  o f  D j i b o u t i ' s   t o u r i s t  
p o t e n t i a l .  

The d i v e r s i f i c a t i o n   o f   t h e  economy i s  b e i n g   p u r s u e d   m a i n l y   t h r o u g h  
p r o j e c t s   i n   t h e   f i s h i n g   a n d   m a n u f a c t u r i n g  sectors-  The Government is 
prov id ing   modern   equ ipmen t   and  more r e f r i p e r a t i o n   c a p a c i t y  t o  f i s h e r m e n  
o r g a n i z e d   i n  a c o o p e r a t i v e   v e n t u r e .  By 1 9 8 3  i t  i s  h o p e d   t h a t  300 f i s h e r m e n  
will h a v e   b e e n   e q u i p p e d   a n d   t h a t   t h e   s t o r a g e   c a p a c i t y ,   p r e s e n t l y  estimated 
a t  300 c u b i c  meters, w i l l  h a v e   t r i p l e d .   I n   t h e   m a n u f a c t u r i n g  sector,  where 
s m a l l - s c a l e   p r o d u c t i o n  f o r  t h e   d o m e s t i c   m a r k e t   h a s   u n t i l  now b e e n   c o n f i n e d  
t o  f o o d   p r o d u c t s ,   b e v e r a g e s ,   f u r n i t u r e ,   b u i l d i n g  materials, b o t t l i n g   o f  
v a r i o u s   k i n d s  of g a s ,  a n d   m a i n t e n a n c e ,   i n s t a l l a t i o n ,   a n d   o t h e r   e s s e n t i a l  
s e r v i c e s ,   t h e r e   a r e   p l a n s   f o r   a d d i t i o n a l   p r o d u c t i o n   o f   v a r i o u s   f o o d  items 
and b u i l d i n g  materials f o r   t h e   d o m e s t i c   m a r k e t  a s  w e l l  as f o r  o t h e r   i n d u s t r i e s  
( i n c l u d i n g   p o s s i b l y  a c e m e n t   f a c t o r y   a n d  a r e f i n e r y )  t h a t  w i l l  ca ter  to 
domestic a n d   e x p o r t   m a r k e t s .   I n   c o n n e c t i o n   w i t h  t h e  l a t t e r  t y p e   o f   i n d u s t r i e s ,  
t h e   D j i b o u t i   a u t h o r i t i e s   s t a t e d   t h a t   t h e y  had p a r t i c i p a t e d   a c t i v e l y   i n  
t h e  n e g o t i a t i o n s  of t h e  P r e f e r e n t i a l   T r a d e  Area f o r   E a s t e r n   a n d   S o u t h e r n  
A f r i c a n   S t a t e s   a n d   t h a t   t h e y   h a d   b e e n   a c c o r d e d  a f e w  s p e c i a l   c o n c e s s i o n s .  
' h e y   r e c o g n i z e d ,   h o w e v e r ,   t h a t   w a g e s   a n d   o t h e r   c o s t s   a r e   h i g h e r   i n   D j i b o u t i  
t h a n   i n   n e l g h h o r i n g   c o u n t r i e s .   T h e r e f o r e ,   t h e y   e x p r e s s e d  a d e t e r m i n a t i o n  
t o  f o l l o w   I n c o m e s   a n d   o t h e r   p o l i c i e s   t h a t   w o u l d   e n h a q c e   e x t e r n a l   c o m p e t i -  
t i v e n e s s   i n  t h e  c o m i n g   y e a r s .   O u t s i d e  t h e  f i s h i n g   a r d   m a p u f a c t u r i n g   s e c t o r s ,  
g o v e r n m e n t   a t t e n t i o n   h a s   b e e n   d i r e c t e d  t o  d e v e l o p i n g  water r e s o u r c e s ,  
m a i n l y  t o  meet human n e e d s ,   a n d  t o  e x p l o r i n g   t h e   p o s s i b i l i t y   o f   t a p p i n g  
p e o t h e r m a l   a n d   s o l a r   e n e r g y   i n   t h e   l o n g   r u n .  

Because  o f  t h e  n e g a t i v e   s a v i n g s   p e r f o r m e n c e  of t h e   e c o n o m y ,   t h e  
f i n a n c i n p :  of D j i b o u t i ' s   d e v e l o p m e n t  w i l l  c o n t i n u e   t o   d e p e n d   c r u c i a l l y   u p o n  
t h e   a v a i l a b i l i t y  o f  c o n c e s s i o n a r y   f i n a n c i n g   a n d   f o r e i g n   p r i v a t e   c a p i t a l .  
However, t o t e 1   i n f l o w s  of o ( f i c i a 1   c o n c e s s i o n s r y   f i n a n c i n g   d e c l i n e d   i n  1980 
and 1981, and some d o n o r   c o u n t r i e s   h a v e   n o t i f i e d   D j i b o u t i  of  t h e l r   i n t e n t i o n  
to phase  out s u p p o r t  f o r  , e r t a i n   t y p e s  of  e x t r a b u d g e t o r y   r e c u r r e n t   s p e n d i n g .  

I n  order t o  reverse t h e  d e c l i n i n g   t r e n d   o f  o f f i c i a l   c o n c e s s i o n a r y  
a s s i s t a n c e  and t o  b r o e d e n   i r t e r n a t i o n a l   s u p p o r t  f o r  t h e   d e v e l o p m e n t   e f f o r t ,  
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the  Djibouti authorities have been  strengthening the planning  machinery and 
making  preparations for a donors'  conference some time  in 1982. A Planning 
Division, attached to the Office of the President, has been  established  and 
has been  workinR on a three-year  National  Development Plan expected  to  be 
completed  around  mid-1982,  prior to the convening of the  donors'  conference. 
The Planning  Division,  together  with a Central  Statistical Service, is 
expected  to be strengthened  through a technical  assistance  project  to be 
financed  jointly  by  the  World Bank and  the  United Nations Development 
Program. The authorities agreed that, besides  the above measures, a more 
concerted  effort at developing  the  capability for project  preparation and 
implementation  in  the  technical  ministries  would be necessary in  order  to 
raise  the  absorptive capacity of the economy. 

Stressing  the importance of concessionary  financing,  the  Djibouti 
authorities  reiterated  their concern that available national  account  estimates 
for  the  years  1975-79  might  unfairly  prejudice  Djibouti's access to  various 
sources of concessionary  assistance. This i s  especially  true when such 
access is based on  international comparisons of per capita income.  They 
noted  that  the population of Djibouti tends to  be understated  because of 
lack of data on the  steady immigration from  neighboring  countries.  Moreover, 
given the large  number of relatively  affluent  foreign nationals residing 
in  the country, the  estimated  per  capita  income of Djibouti is  substantially 
higher  than the average income of the  majority of the  indigenous  population. 
The  authorities  informed  the staff that  Djibouti,  together with other 
similarly placed countries, had communicated Its concerns to  the United 
Nations  regarding  the  mechanical use of per capita income comparisons in 
determining  eligibility for concessionary assistance. Pfeanwhile, they are 
planning a popula-Lon census for 1982 and a firm  re-estimation of national 
income  accounts  for  1979,  both of which  should  shed  better  light on the 
economic  welfare of Djibouti's  population. 

The Djibouti autllorities are also making efforts to  raise  the  level of 
private  investment,  both domestic and foreign, in  the  economy. A special 
unit  created in the Ministry of Industry, with technical  assistance  from 
agencies  of  the  United Nations, concentrates on  preliminary  identification 
of economically feasible projects. The investment code is being  reviewed 
with a view to strengthening  incentives f o r  private  investment.  Additionally, 
a number of institutional innovations, including the introduction of a 
rediscount  facility for mediurrr  and long-term  credit and the  establishment 
of a development  hank, are being  actively  considered. 

2. Domestic  financial  policies 

DJibouti's  overall  budgetary surpluses reflect  the  Government's  abil- 
ity to raise  additional  revenue  through  taxation of consumption, to control 
current  expenditure, including wages and salaries, and to  raise  enough 
foreign grants.  Total  tax receipts as a per cent of GDP have  increased 
steadily since independence, reaching 2 2 . 4  per  cent i n  1 9 8 1 ,  which, given 
the  structure of D~ibouti's economy, represents a substantial effort. The 
DJibouti authorities, cognizant of this, stated  that  they are determined to 
avoid  excessive  taxation  through cautious control  of  current  budgetary 
expenditure. To this end, expenditure commitments are now subjected to 
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p r e s i d e n t i a l   s c r u t i n y   a n d   a p p r o v a l .   M o r e o v e r ,   w i t h   t h e   e x c e p t i o n   o f  a 
l i m i t e d  s a l a r y   a d j u s t m e n t  €or lower- income government w o r k e r s   i n  mid-1980, 
no g e n e r a l  w a g e   a n d   s a l a r y   a w a r d s  have b e e n   g r a n t e d  s i n c e  1976. The D j i b o u t i  
a u t h o r i t i e s   s t a t e d   t h a t  even t h o u g h   t h i s   h a d   r e s u l t e d  i n  c o n s i d e r a b l e  
e r o s i o n   o f  rea l  incomes  of g o v e r n m e n t   e m p l o y e e s ,   c o n t i n u e d   r e s t r a i n t  was 
needed as  t h e   b u d g e t a r y   s i t u a t i o n  was b a s i c a l l y   f r a g i l e   a n d  i n  v i e w  of t h e  
d e c l a r e d   i n t e n t i o n   o f  some d o n o r   c o u n t r i e s  t o  p h a s e   o u t   s u p p o r t   f o r   c e r t a i n  
t y p e s  of e x t r a b u d g e t a r y  c u r r e n t  e x p e n d i t u r e .  

C o n t i n u i n g   t h e   t r e n d  of p a s t   y e a r s ,   t h e  1982 b u d g e t   p r o v i d e s   f o r  an 
o v e r a l l   s u r p l u s   o f  DF 0.9 b i l l i o n .   B u d g e t a r y   r e v e n u e  i s  e x p e c t e d   t o   d e c l i n e  
by 2.5 p e r   c e n t .   G i v e n   t h e   p r o s p e c t  of a d d i t i o n a l   r e c e i p t s   f r o m   u n d e r l y i n g  
g rowth  o f  t h e   t a x   b a s e   a n d   f r o m   t h e   e x t e n s i o n  of t h e  5 p e r   c e n t   i m p o r t  
s u r t a x   t o   m o s t   p r o d u c t s   o r i g i n a t i n g   f r o m   t h e   E u r o p e a n   E c o n o m i c   C o m m u n i t y ,  
i t  would appear t h a t   r e v e n u e  i s  c o n s e r v a t i v e l y   e s t i m a t e d .   T o t a l   b u d g e t a r y  
e x p e n d i t u r e ,   o n   t h e   o t h e r   h a n d ,  is b u d g e t e d   t o  r i se  by 1 2   p e r   c e n t ,   b r o a d l y  
in l i n e  w i t h  t h e   d o m e s t i c  rate of i n f l a t i o n .  

The c o n s o l i d a t e d   f i n a n c i a l   p o s i t i o n  of t h e   p u b l i c   e n t e r p r i s e s   h a s  
w e a k e n e d   s o m e w h a t   s i n c e   1 9 7 9 ,   o w i n g   p a r t l y   t o   o f f i c i a l   c o n t r o l  of t h e   p r i c e s  
of  w h e a t   f l o u r   a n d   p e t r o l e u m   p r o d u c t s   ( n a m e l y   k e r o s e n e   a n d   d i e s e l   o i l )   a n d  
e l e c t r i c i t y   a n d   p o r t   t a r i f f s .   T h e   D j i b o u t i   a u t h o r i t i e s   e x p l a i n e d   t h a t  t h e  
p r i c i n g   p o l i c i e s   € o r   t h e s e   c o m m o d i t i e s  were p r o m p t e d   b y   v a r i o u s  c o n s i d e r a t i o n s ,  
i n c l u d i n g   t h e   r e l a t i v e l y   l o w   i n c o m e s   o f   t h e   m a j o r i t y  of  t h e   p o p u l a t i o n ,   t h e  
e s s e n t i a l i t y  of t h e   p r o d u c t s ,   a n d ,   i n   t h e  Lase o f   t h e   p o r t ,  t h e  need  to 
s a f e g u a r d   r e g i o n a l   c o m p e t i t i v e n e s s .   F u r t h e r m o r e ,   t h e   r e l a t i v e l y  small 
f i n a n c i a l   l o s s e s   e m a n a t i n g   f r o m   t h e s e   p r i c i n g   p o l i c i e s   h a v e   t h u s   f a r   b e e n  
cove red  by f o r e i g n   g r a n t s   e x t e n d e d   s p e c i f i c a l l y   f o r   t h i s   p u r p o s e .   m e y  
s t a t e d   t h a t   t h e y  were h o p e f u l  i t  w o u l d   b e   p o s s i b l e  t o  c o n t i n u e   t o   s e c u r e  
s u c h   g r a n t s   a n d   t h a t   p r i c i n g   p o l i c i e s   w o u l d ,   a s  f lr a s   p o s s i b l e ,  be a imed  
a t  l i m i t i n g   t h e  losses t o  a v a i l a b l e   f i n a n c i n g .   i n   t h i s   c o n t e x t ,   t h e y   n o t e d  
t h a t   p r i c e s  of p e t r o l e u m   p r o d u c t s  wdre raised i n  J a n u a r y  1980, e l e c t r i c i t y  
t a r i f f s  were i t l c r e a s e d   i n   J u n e  1981, a n d  a n o t h e r   a d j u s t m e n t   i n   e l e c t r i c i t y  
t a r i f f s  was   p lanned .   Moreover ,  t h e r e  were p l a n s   t o   i n t r o d u c e  increased 
d i f f e r e n t i a t i o n   i n   t h e   p r i c i n p   o f   d i e s e l   o i l   w i t h  a v i e w   t o   l i m i t i n g   t h e  
t o t a l   a m o u n t   o f   s u b s i d i e s .   T h e   D j i b o u t i   a u t h o r i t i e s   a g r e e d   t h a t ,   t o g e t h e r  
w i t h  a r e a l i s t i c   p r i c i n g   p o l i c y ,   c o n c e r t e d   e f f o r t   a t   s t r e n g t h e n i n g   t h e  
economic   pe r fo rmance  of  t h e   p u b l i c   e n t e r p r i s e s  was n e e d e d ,  i n  o r d e r   t o  
enhance  t h e  s ec to r ' s  c o n t r i b u t i o n   t o   n a t l o n a l   d e v e l o p m e n t .  

The N a t i o n a l  Rank o f   D J i b o u t i ,   e s t a b l i s h e d   i n  1977, i s  not  y e t  f u l l y  
o p e r a t i o n a l  a n d  has l i m i t e d  i m p a c t   o n   m o n e t a r y   p o l i c y .   T h e   a u t h o r i t l e s  
a r e ,  h o w e v e r ,   p l a n n i n g  t o  b roaden  i t s  p a r t i c i p a t i o n  i n  t h e  b a n k i n g   s e c t o r .  
The c a b i n e t   h a d   d i r e c t e d   t h e   b a n k  to e x a m i n e   t h e   p o s s i b i l i t y  o f  i n t r o d u c i n g  
a r e d i s c o u n t   f a c i l i t y  a i m e d  p r i m a r i l y  a t  p r o v i d i n g  medium- and l o n g - t e r m  
f i n a n c i n g   f o r   d e v e l o p m e n t   p r o j e c t s .   U n d e r   t h i s   f a c i l i t y ,   c o m m e r c i a l   b a n k s  
would  be a h l e  t o  o b t a i n   r e f i n a n c i n g   t h r o u g h  t h e  b a n k ,   w h i c h ,   i n   t u r n ,  w o u l d  
d r a w  o n  t h e  r e s o u r c e s   o f   t h e   T r e a s u r y .   T e c h n i c a l   a s s i s t a n c e   h a d   b e e n  
r e q u e s t e d  in t h i s   r e s p e c t   f r o m   F r a n c e .  The a u t h o r i t i e s '   i n t e n t i o n  i s  t h a t  
i n i t i a l l y   t o t a l  c r e d i t  t o  be p r o v i d e d   u n d e r   t h e   f a c i l i t y   w o u l d  be modes t  so 
as to  a v o i d   s e r i o u s   d e t e r i o r d t i o n  of t h e  o f f i c i a l   e x t e r n a l  reserve p o s i t i o n ,  
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e s p e c i a l l y   s i n c e  i t  was n o t   i n t e n d e d   t o   r e d u c e   t h e   f o r c i g n   e x c h a n g e   c o v e r  
f o r   t h e   l o c a l   c u r r e n c y   b e l o w  100 p e r   c e n t .  The a u t h o l i t i f l s   a g r e e d   w i t h   t h e  
s t a f f   t h a t ,   i n   o r d e r   t o   a v o i d   t h e   d a n g e r   o f   a u t o m a t i c   r e f i n a n c i n g  of l o w  
p r i o r i t y   p r o j e c t s ,  i t  would be h e l p f u l  to e l a b o r a l ~  c lear  c r i t e r i a  t o   b e  
s t r i c t l y   o b s e r v e d   i n   d e t e r m i n i n g   p r o j e c t s   t h a t   d o u l d   q u a l i f y   f o r   f i n a n c i n g  
u n d e r   t h e   f a c i l i t y .  The s t a f f   p o i n t e d   o u t  to t h e   a u t h o r i t i e s   t h a t ,   i n  
o r d e r   f o r   t h e   b a n k   t o   p l a y  i t s  role e f f e c t i v e l y ,  i t  would   need ,  among o t h e r  
t h i n g s ,   t o   s t r e n g t h e n  i t s  s t a f f ,   a n d   t h a t   t h i s   w o u l d   r e q u i r e   f i n a n c i a l   a n d  
o t h e r   n e c e s s a r y   g o v e r n m e n t   s u p p o r t .  

AS a f u r t h e r   m e a s u r e   t o   p r o m o t e   f i n a n c i n g  of e c o n o m i c   d e v e l o p m e n t ,   t h e  
a u t h o r i t i e s  were c o n t e m p l a t i n g   t h e   e s t a b l i s h m e n t   o f  a deve lopmen t   bank .  
T h e y   e x p l a i n e d   t h a t   t h e   b a n k  was i n   t h e   p l a n n i n g  stage, a n d   t h a t   t e c h n i c a l  
a s s i s t a n c e   i n   t h i s   r e g a r d   h a d   b e e n   r e c e i v e d   f r o m   F r a n c e .  

The c o m m e r c i a l   b a n k s ,   t h r o u g h   t h e   C o m m e r c i a l   B a n k e r s '   A s s o c i a t i o n ,  
d e t e r m i n e  t h e  s t r u c t u r e  of  i n t e r e s t  rates a n d   l e n d i n g   p o l i c i e s .   D u r i n g   t h e  
e a r l y   p a r t   o f   1 9 8 1   t h e   p e g g i n g  of  l o c a l   c u r r e n c y   l e n d i n g  rates t o  a b a s i c  
r a t e  of 8.5 p e r   c e n t ,  a t  a time when rates Ln f o r e i g n   c u r r e n c i e s  were 
e s c a l a t i n g ,   r e s u l t e d   i n   d i f f e r e n t i a l   r a t e s   t h a t   e n c o u r a g e d   a r b i t r a g e .   T h i s  
p rompted   t he   commerc ia l   banks  t o  i n c r e a s e   t h e   b a s i c  ra te  for l o c a l   c u r r e n c y  
l e n d i n g   o p e r a t i o n s  t o  1 2 . 5   p e r   c e n t   a n d   t o   m o d i f y   t h e   s t r u c t u r e  of l e n d i n g  
rates of v a r i o u s   c a t e g o r i e s  of c u s t o m e r s   i n   o r d e r   t o   r e d u c e   t h e   d i f f e r e n t i a l s .  
A l t h o u g h   i n   1 9 8 1  e few real d o m e s t i c   d e p o s i t  ra tes  were p o s i t i v e   o w i n g  to 
t h e  slowdown i n  t h e  r a t e  of i n f l a t i o n ,   i n   1 9 8 2  a l l  s u c h  ra tes  a r e   e x p e c t e d ,  
as i n   t h e   y e a r s   i m m e d i a t e l y   p r e c e e d i n g   1 9 8 1 ,  t o  b e   n e g a t i v e .  

3. E x t e r n a l   f i n a n c i a l   p o l i c i e s  

Commenting  on t h e  l a r g e   b a l a n c e   o f   t r a d e   d e f i c i t ,   t h e   D j i b o u t i   a u t h o r i t i e s  
e x p l a i n e d   t h a t   p r o s p e c t s   f o r   i n c r e a s i n g   f o r e i g n   e x c h a n g e   e a r n i n g s   w o u l d  
be  l i m i t e d  o v e r  t h e  medium term. A c c o r d i n g l y ,   D j i b o u t i ' s   e x t e r n a l   f i n a n c i a l  
v i a b i l i t y  i n  t h e   p e r i o d   a h e a d  w i l l  c o n t i n u e   t o   d e p e n d   o n   t h e   p u r s u i t  of 
sound  demand  managemenL po l i c i e s  a n d   o n   s u s t a i n e d   i n f l o w s   o f   f o r e i g n ,  
o f f i c i a l ,   c o n c e s s i o n a r y   f i n a n c i n g   a n d   o f   p r i v a t e   c a p i t a l .   D j i b o u t i ' s  
m o d e s t   o v e r a l l   b a l a n c e  of p a y m e n t s   s u r p l u s   i n  1981 was l a r g e l y   a t t r i b u t a b l e  
t o  v a l u a t i o n   g a i n s  on o f f i c i a l   f o r e i g n   r e s e r v e s   h e l d   l a r g e l y   i n  U.S. d o l l a r  
d e p o s i t s .  But f o r   t h e s e   g a i n s   r e l a t e d   t u   s h o r t - t e r m   e x c h a n g e  rate d e v e l o p m e n t s ,  
a n  o v e r a l l   d e f i c i t  w o u l d   h a v e   b e e n   r e g i s t e r e d .  A/ The r e l a t i v e   w e a k e n i n g  
of t h e  e x t e r n a l   s i t u a t f o n   i n   1 9 8 1  i s  p r i m a r i l y   a t t r i b u t a b l e   t o  a c o n s i d e r a b l e  
i n c r e a s e   ( 1 1  p e r  c e n t )   i n   r e a l   i m p o r t s   a n d   t o  a d e c l i n e   i n   n e t   i n f l o w s   o f  
, o f f i c i a l   u n r e q u i t e d   t r a n s f e r s   a n d   p r i v a t e   c a p i t a l .  On t h e   b a s i s  of p r e s e n t  
p o l i c i e s   a n d   e x c h a n g e  rates p r e v a i l i n g   i n  e a r l y  1982, a n   o v e r a l l   b a l a n c e  
o f   p a y m e n t s   d e f i c i t  of a b o u t  SDR 1 m i l l i o n   ( 4 . 1   p e r   c e n t  of gross o f f i c i a l  
e x t e r n a l   r e s e r v e s   a t   e n d - 1 9 8 1 )  i s  i n   p r o s p e c t   f o r   1 9 8 2 .  The t r a d e   d e f i c i t  i s  
p r o j e c t e d   t o   w i d e n   s l i g h t l y ,   w h i l e  t h e  s e r v i c e   a n d   c a p i t a l   a c c o u n t s  are  
e x p e c t e d  to  s t r e n g t h e n   m o d e r a t e l y .   U n r e q u i t e d   o f f i c i a l   t r a n s f e r s  are 
a n t i c i p a t e d   t o   c o n t i n u e  t o  d e c l i n e .  

- 
1/ E x p r e s s e d   i n   l o c a l   c u r r e n c y ,   a n   o v e r a l l   d e f i c i t ,   t h e   f i r s t   s i n c e  

I n T e p e n d e n c e ,  of DF 0.4 b l l l i o f i ,  was r e c o r d e d .  
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C o m m e n t i n g   o n   t h e s e   d e v e l o p m e n t s ,   t h e   D j i b o u t i   a u t h o r i t i e s  were of t h e  
o p i n i o n   t h a t   t h e   r e c e n t   a d j u s t m e n t   i n   i n t e r e s t  ra tes ,  c o u p l e d   w i t h   t h e  
v a r i o u s   m e a s u r e s   a i m e d  a t  e n c o u r a g i n g   p r i v a t e   i n v e s t m e n t   a n d  a t  r a i s i n g  
i n f l o w s   o f   f o r e i g n   f i n a n c i a l   a s s i s t a n c e ,   s h o u l d   s t r e n g t h e n   p e r f o r m a n c e   o n  
t h e   c a p i t a l   a n d   t r a n s f e r   a c c o u n t s .  As for t h e  1981 i n c r e a s e   i n  real i m p o r t s ,  
t h e y   a g r e e d  t h a t  t h e   c o n t i n u e d   e c o n o m i c   r e c o v e r y ,   c o u p l e d   w i t h   t h e   a p p r e c i a t i o n  
o f  t h e   D j i b o u t i   f r a n c   i n   l i n e   w i t h   t h e  U.S. d o l l a r ,  were c o n t r i b u t o r y  
f a c t o r s .   N o n e t h e l e s s ,   t h e y   b e l i e v e d   t h a t   t h e  overall e f f e c t  of t h e s e  factors 
was c o n s i d e r a b l y  mit igated b y   t h e   r e s t r a i n t   o n  wages and salaries. I n  view 
of t h e   p r e s e n t   l e v e l  of o f f i c i a l   f o r e i g n   r e s e r v e s ,   w h i c h   t h e y   c o n s i d e r  
c o m f o r t a b l e   b u t   n o t  excessive,  t h e   a u t h o r i t i e s  were not w o r r i e d   a b o u t   t h e  
b a l a n c e  of p a y m e n t s   p r o s p e c t s  in 1982. M o r e o v e r ,   g i v e n   t h e   i m p o r t a n c e   o f  
c o n t i n u i n g  t o  f o s t e r   c o n f i d e n c e   i n   t h e  local  c u r r e n c y ,   t h e y   c o n s i d e r   t h e  
c u r r e n c y   a n d   e x c h a n g e  ra te  s y s t e m  as  a p p r o p r i a t e .   T h e  Djibouti a u t h o r i t i e s  
r e a f f i r m e d   t h e i r   c o m m i t m e n t  t o  c o n t i n u e  t o  p u r s u e  a t r a d e   a n d   p a y m e n t s  
s y s t e m   f r e e   f r o m   r e s t r i c t i o n s   o n   i n t e r n a t i o n a l   t r a n s a c t i o n s .  

IV. S t a f f   A p p r a i s a l  

The g r o w t h   o f   D j i b o u t i ' s   s e r v i c e - d e p e n d e n t   e c o n o m y   h a s   b e e n   m o d e s t .  
G r o s s   d o m e s t i c   s a v i n g s  are s u b s t a n t i a l l y   n e g a t i v e ,   a n d   t h e  economy  depends 
h e a v i l y  on f o r e i g n   g r a n t s  t o  f i n a n c e   i n v e s t m e n t   a n d   c o n s u m p t i o n .   T o t a l  
g r a n t s   r e c e i v e d   i n   r e c e n t   y e a r s   h a v e ,   h o w e v e r ,   d e c l i n e d ,   a n d   c e r t a i n   d o n o r  
c o u n t r i e s   h a v e   e x p r e s s e d   i n t e n t i o n   t o   r e d u c e   t h e   a m o u n t  of g r a n t s   f o r  
f i n a n c i n g   c e r t a i n   t y p e s   o f   r e c u r r e n t   e x p e n d i t u r e .   I n   t h i s   c o n t e x t ,  a 
c o n c e r t e d  e f f o r t  to s t r e n g t h e n   t h e   d o m e s t i c   s a v i n g s   p e r f o r m a n c e   a n d  t o  
m o b i l i z e   i n c r e a s e d   f o r e i g n   a s s i s t a n c e  for d e v e l o p m e n t   p u r p o s e s  i s  needed .  
Improved  performance of  t h e   p u b l i c   e n t e r p r i s e s ,   c o n t i n u e d   r e s t r a i n t   o n  
g o v e r n m e n t   e x p e n a i t u r e ,   a n d   o t h e r   m e a s u r e s ,   i n c l u d i n g   u p w a r d   a d j u s t m e n t   i n  
i n t e r e s t   r a t e s  f o r  l o c a l   c u r r e n c y   d e p o s i t s ,  to p r o m o t e   p r i v a t e   s a v i n g s  a re  
t h e r e f o r e   n e c e s s a r y .   M o r e o v e r ,   t h e   G o v e r n m e n t ' s   p l a n s  t o  h o l d  a d o n o r s '  
c o n f e r e n c e   a n d   t o   s t r e n g t h e n   t h e   p l a n n i n g   m a c h i n e r y  and i n v e s t m e n t   i n c e n t i v e s  
w i l l ,  i t  is h o p e d ,   e n a b l e   D j i b o u t i   t o  a t t r a c t  m o r e   f o r e i g n   r e s o u r c e s .  This 
will n e e d   t o   b e   c o u p l e d   w i t h   e f f o r t ;  t o  d e v e l o p   c a p a b i l i t y   f o r   p r o j e c t  
p r e p a r a t i o n   a n d   i m p l e m e n t a t i o n  i n  t h e   t e c h n i c a l   m i n i s t r i e s .   D j i b o u t i ' s  
o v e r a l l   e c o n o m i c   s t r a t e g y  of s t r e n g t h e n i n g   t h e   p e r f o r m a n c e  of t h e   s e r v i c e  
s e c t o r s  w h i l e  d e v e l o p i n g   f i s h i n g   a n d   m a n u f a c t u r i n g   a c t i v i t y ,  as w e l l  a6 
e x p o r t   p o s s i b i l i t i e s   b a s e d   o n   r e g i o n a l   m a r k e t s ,  is a p p r o p r i a t e .  

The f i n a n c i a l   s i t u a t i o n   h a s   o n   t h e   w h o l e   b e e n  managed   prudent ly .  The 
o v e r a l l   f i n a n c i a l   o p e r a t i o n s   o f   t h e   C e n t r a l   G o v e r n m e n t   h a v e   r e p e a t e d l y  
b e e n   i n   s u r p l u s ,   o w i n g   m a i n l y   t o   a n   i n t e n s i f i e d   t a x  e f f o r t ,  r e s t r a i n t  on 
c u r r e n t   b u d p e t a r y   e x p e n d i t u r e ,   e s p e c i a l l y   o n   w a g e s   a n d  salaries,  a n d   t h e  
a v a i l a b i l i t y  o f  f o r e i g n   g r a n t s .   T h e   r e s t r a i n t   o n   e x p e n d i t u r e   d o e s   n o t  
a p p e a r   t o   h a v e   i m p a i r e d   g o v e r n m e n t   a d m i n i s t r a t i v e   e f f i c i e n c y  o r  m a i n t e n a n c e  
of t h e   c a p i t a l   s t o c k .   M o r e o v e r ,   t h e   g e n e r a l   p o l i c y  t o w a r d  w a g e s   a n d   s a l a r i e s  
seems r e a s o n a b l e   i n   v i e w  of t h e i r  r e l a t i v e l y   h i g h   l e v e l s   i n  e f f e c t  i n   t h e  
p u b l i c   s e c t o r  a t  t h e  time o f  i n d e p e n d e n c e .  The c o n t i n u i n g   d e l a y   i n  making 
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t he   Na t iona l  Bank of D j i b o u t i   f u l l y   o p e r a t i o n a l   h a s   l e f t   a n   u n f i l l e d   n e e d  
for   superv is ion   and   gu idance  of t h e  f i n a n c i a l   s e c t o r  and for  d i r e c t i o n   o f  
monetary  and c red i t  po l i cy .   F inanc ia l   and   o the r   necessa ry   fo rms  of government 
support  are needed i f   t h e  bank is t o  become f u l l y   o p e r a t i o n a l .  The planned 
development   bank   and   red iscount   fac i l i ty  w i l l  f i l l  a l e g i t i m a t e   n e e d   f o r  
a d d i t i o n a l   f i n a n c i n g  of inves tmen t   p ro j ec t s .  

The r e c e n t   a d j u s t m e n t   i n   i n t e r e s t   r a t e s  was a s t e p   i n   t h e   r i g h t  
d i r e c t i o n .  It has   nar rowed  d i f fe ren t ia l s   be tween  domest ic   and   fore ign  
l end ing   r a t e s   and   r educed   i ncen t ives   fo r   a rb i t r age .   Domes t i c   depos i t  rates 
a r e ,   h o w e v e r ,   g e n e r a l l y   n e g a t i v e  and are a d i s i n c e n t i v e   f o r   f i n a n c i a l  
savings.  Moreover,  given t h e  v o l a t i l i t y  of  i n t e r e s t  rates a b r o a d ,   t h e   b a s i c  
r a t e   t o   w h i c h   d o m e s t i c   l e n d i n g   r a t e s  are pegged  needs  to  be  reviewed 
f r e q u e n t l y  i n  o r d e r  t o  ensure a prope r   a l i gnmen t   o f   l end ing   r a t e s   fo r  
o p e r a t i o n s  in D j i b o u t i   f r a n c s  w i t h  t h o s e  in f o r e i g n   c u r r e n c i e s .  

D j i b o u t i ' s   o v e r a l l   b a l a n c e   o f   p a y m e n t s   s u r p l u s  i n  1981 was modest  and 
prospec ts   for   the   per iod   immedia te ly   ahead  are t a r n i s h e d  by t h e  p o s s i b i l i t y  
o f   con t inued   r educ t ion   i n   g ran t s .  Gross o f f i c i a l   e x t e r n a l  reserves remain 
a t  a comfor tab le   l eve l .  The p e g g i n g   o f   t h e   D j i b o u t i   f r a n c   t o   t h e  U.S.  
d o l l a r ,   t o g e t h e r   w i t h   t h e   s y s t e m   o f  100 per cent   fore ign   exchange   cover   and  
wi th  t h e  l i b e r a l   s y s t e m  of t r a d e  and  payments,   appear to  have   fo s t e red  
conf idence  i n  t h e   l o c a l   c u r r e n c y  and t o   h a v e   c o n t r i b u t e d   s i g n i f i c a n t l y  
toward   t he   a t t r ac t iveness   o f   D j ibou t i   fo r   o f f shore   bank ing   and   r e -expor t  
trade.  In  1981 t h e  pegging of  t h e   D j i b o u t i   f r a n c   t o  t h e  U.S.  d o l l a r   r e s u l t e d  
i n  some e f f e c t i v e   a p p r e c i a t i o n  of  the  exchange ra te  which  contr ibuted  toward 
a cons iderable   increase   in   the   vo lume  of   impor ts .   Al though t h e  ba l ance  of  
payments e f f e c t s  of t h e   a p p r e c i a t i o n   w e r e   m i t i g a t e d  hy wage r e s t r a i n t ,   t h e  
e v o l u t i o n  o f  t h e  e f f e c t i v e   e x c h a n g e  ra te  n e e d s   t o  be kept   under   reviev.  
'Ihe s t a f f  welcomes  commitrlent  of t h e  a u t h o r i t i e s   t o  a f ree  system of i n t e r -  
n a t i o n a l  trade and  payments. 
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Date of  membership: 

S t a t u s :  

Quota:  

DJIBOUTI - R e l a t i o n s   w i t h   t h e  Fund 
(As of  February  28,   1982) 

Fund ho ld ings  of c u r r e n c y   a s  
pe r   cen t   o f   quo ta :  

Exchange  system: 

December 29, 1978 

Art ic le  VIII,  Sect ions   2 ,  3, 4 

SDR 5.7 mill ion  

78.3 p e r   c e n t  

D j i b o u t i ' s   c u r r e n c y ,   t h e   D j i b o u t i  
f r a n c  (IIF), i s  pegged t o   t h e  
U . S .  d o l l a r ,   w h i c h  i s  t h e   i n t e r -  
v e n t i o n   c u r r e n c y ,   a t   t h e  r a t e  o f  
DF 177.721 = US$1. 

SDR/J,ocal c u r r e n c y   e q u i v a l e n t :  SDR 1 3 DF 200.27 

SDR p o s i t i o n :  D j i b o u t i ' s   h o l d i n g s  of SDRs amounted 
t o  SDR 0 .5   mi l l i on ,   equ iva len t  t o  
42.1 p e r   c e n t  of t h e   n e t   c u m u l a t i v e  
a l l o c a t i o n  of SDR 1.2 m i l l i o n .  

R e c e n t   s t a f f   v i s i t s  

The las t  A r t i c l e  I V  c o n s u l t a t i o n   d i s c u s s i o n s  were held  during  September  
5-16, 1980; Board d i s c u s s i o n s  of  t h e   s t a f f   r e p o r t s  (SM/80/259  and  SM/80/265) 
took   p lace   on   January  1 4 ,  1981. 

CBD t e c h n i c a l   a s s i s t a n c e   m i s s i o n s   v i s i t e d   D j i b o u t i   A p r i l  29-30,  1981, 
and November 13-15,  1981. The B u r e a u   o f   S t a t i s t i c s   t e c h n i c a l   a s s i s t a n c e  
m i s s i o n   v i s i t e d   D J i b m t i   J a n u a r y  11-25,  1981,  Fehruary 27-Narch 6 ,  1981, 
and March 26-April  15, 1981. 

T e c h n i c a l   a s s i s t a n c e  

CBD provided   the   Nat iona l  Bank o f   D j ibou t i   w i th  a t e c h n i c a l   a d v i s o r  
dur ing   the   per iod   f rom May 2 1 ,   1 9 7 9 ,   t o  November 26,  1981. 
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DJIBOUTI - Rela t ions   w i th   t he   Wor ld  Bank 

A t e c h n i c a l   a s s i s t a n c e   p r o j e c t ,   t o   b e   ' i n a n c e d   j o i n t l y  by t h e  I D A  and 
by a grant   f rom  the  UNDP, has   been   appra ised  aqd is e x p e c t e d   t o  be processed 
i n   t h e   n e a r   f u t u r e .  The p u r p o s e   o f   t h e   p r o j e c t  i s  t o   s t r e n g t h e n   t h e   C e n t r a l  
Planning  Unit  and e s t a b l l s h  a C e n t r a l   S t a t i s t i c a l   S e r v i c e ,   b o t h   i n   t h e  
Presidency. A Highway S e c t o r   P r o j e c t ,   w h i c h  w i l l  c o n c e n t r a t e  on highway 
rehab i l i t a t ion   and   ma in tenance ,   has   j u s t   been   app ta i scd .  An Urban P r o j e c t  
and   an   Educa t ion   Sec tor   Pro jec t  are i n  t h e   i n i t i a l   s t a g e s  of p r e p a r a t i o n .  
Fur thermore ,   the  World Bank e x p e c t s   t o   b e   i n v o l v e d   i n  an e x p l o r a t o r y   p r o j e c t  
on geothermal   energy.  



- 13 - APPENDIX I I I 

DJIBOUTI - Basic Data 

Area, p o p a l l a t i o n ,   a n d  GDP per capita 

A t  ea 
P o p u l a t i o n :   T o t a l  (1980) 

GDP p e r   c a p i t a  
N a t u r a l   g r o w t h  r a t e  

Gross d o m e s t i c   p r o d u c t  
( a t  c u r r e n t   m a r k e t  p r ices)  

Gross d o m e s t i c   e x p e n d i t u r e  

Consumpt ion  
I n v e s t v e n t  
Resource g a p  

C o n s u m e r   p r i c e s   ( p e r   c e n t   c h a n g e )  

C e n t r a l   g o v e r n m e n t   f i n a n c i a l   o p e r a t i o n s  
( Janua ry -Pecember )  

T o t a l  r ece ip t s  
B u d g e t a r y   r e v e n u e  
F o r e i g n   g r a n t s  

T o t a l   e x p e n d i t u r e s  
Budge t a r  y 
E x t r a b u d g e t a r y  

N e t  1 e n d i n g  
Overall s u r p l u s  
Overall d e f i c i t   ( w i t h o u t   g r a n t s )  
F i n a n c i n g  

F o r e i g n   b o r r o w i n g   ( n e t )  
Domestic b a n k s  ( n e t )  
Changes in c a s h  balances and 

e r r o r s  and o m i s s i o n s  

Money and c r e d i t  ( end  of December) 

F o r e i g n  asse ts  ( n e t )  
D o m e s t i c   c r e d i t  

Claims on G o v e r n m e n t   ( n e t )  
Claims on  p r i v a t e  s ec to r  

Money and quasi-money 

23 ,200  square k i l o m e t e r 8  
45@,000  (government estimate) 
2.5 p e r  cent 
S D R  560  

1978  197 9 1980 198 1 

(In m i l l i o n s  of D i i b o u t i  f r a n c s )  

- - - - 

42 ,433  M , 7 1 6  58,272 63,450 

( I n  per c e n t  of GDP) 

127.1  128.1  132.6  132.7 

117.7 111.6 115.1 114.9 
9.4 16.5 17.5 17.8 

27.1 28. 1 32.6 32.7 

19.7 15.0 12 .1  5.7 

( I n  m i l l i o n s   o f   D j i b o u t i   f r a n c s )  

2 1 , 7 7 9  2 7 , 0 9 4  28 ,049  28 ,452  
1 0 , 5 5 6  12 ,564  1 4 , 7 8 0  1 6 , 9 1 6  
1 1 , 2 2 3  1 4 , 5 3 0  13 ,269  11,536 
19 ,384  2 5 , 0 0 3  24 ,480  25 ,186  

9 , 5 5 0  1 1 , 4 0 2  12 ,136  1 5 , 7 0 1  
9 , 8 3 4  13,601 12 ,344  9 ,485  

2 ,406  1 , 9 9 2  3 ,419  1 , 9 4 9  
-8,82e -12 ,439  -9,700 -8 ,270  

-11 99 150 1 , 3 1 7  

-4 6 - 50 -5 2 -40 
-2 ,667 -1 ,863  -3,499 -2,044 

30 7 -7 9 132 13 5 

14 ,996   18 ,563   23 ,057   25 ,425  

-6 ,430  -8 ,293  -11,792 -13 ,836  
4 ,636  7 ,381  9 ,903  12 ,224  

1 4 , 8 1 4  1 8 , 2 9 9  19 ,882  21 ,238  

-1,794  -912  -1 ,889  -1 ,612 
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EJIROUTI - Basic Data ( c o n c l u d e d )  

1978 1979  1980 1981 - - - - 
( I n  millions of SDRs) 

3 a l a n c e  of payments  

E x p o r t s ,  f .oeh., i n c l u d i n g  
r e - e x p o r t s  

I m p o r t s ,  f .o.b. 
T r a d e   b a l a n c e  

S e r v i c e s   ( n e t )  
U n r e q u i t e d   t r a n s f e r s   ( n e t )  

Of wh ich :  o f f i c i a l  
C u r r e n t   a c c o u n t   b a l a n c e  
C a p i t a l   a c c o u n t ,   i r r r ’ u d i n p   v a l u a t i o n  

G v e r a l l   s u r p l u s  
a d j u s t m e n t   a n d  e l A  - a n d   o m i s s i o n s  

E x t e r n a l   p u b l i c   d e b t  
( i n c l u d i n g  p u b l i c  e n t e r p r i s e $ )  

D i s b u r s e d   o u t s t a n d i n g   d e b t   ( a t   t h e  

Debt s e r v i c e  
end of p e r i o d )  

S e l e c t e d   i n c ‘ i c a t o r s  

Overall s u r p l u s   o f   C e n t r a l   G o v e r n m e n t  
T r a d e   d e f i c i t  
E x t e r n a l   c u r r e n t   a c c o u n t   s u c p l u s  
D i s b u r s e d   p u b l i c   e x t e r n a l   d z b t  

Exchange  rates 

D j i b o u t i   f r a n c s   p e r  SDR 
(end o f   p e r i o d )  

Nominal e f f e c t i v e   e x c h a n g e  r a t e  
( impor t -weighted ;   1977=10@; 

d e c l i n e  d e n o t e s  a p p r e c i a t i o n )  

7 4 . 9  61 06 
-111.2 -123.8 
-36.3 -62.2 

11.8 4.8 
51.3 62.9 

( 5 1 . 4 )  (63.0) 
26. a 5 . 5  

-4.9 3.3 
21.9 8.8 

82.9 97.1 

-63.2 -77.8 
15.6 20.3 
57.3 5 4 . 0  

(57.4) (54 .1)  
9 . 7  -3.5 

-146.1 -174.9 

8.4 a. 4 
18.1 4.9 

7 . 9  8.7 7.2 5.4 
0.7 0.8 1.3 1.1 

( I n   p e r   c e n t  of G D P )  

5.7 3 . 9  5.9 3.1 
1% 0 28.2 25.1 2 5 . 7  
14.1 2.5 3 . 9  -1.1 

4 . 3  4.0 2.8 1.8 

231.53 2 3 4 . 1 2  226.67 206 .86  

108.1 111.6 112 .2  98.2  


