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With the establishment of Italy’s voluntary contribution account, 
and the payments already received from Somalia, the Fund now appears to 
have firm assurances that Somalia will shortly clear its overdue financial 
obligations to the Fund. It therefore seems appropriate in these special 
circumstances to issue Somalia’s policy framework paper as well as the 
paper on Somalia’s request for a stand-by arrangement equivalent to 
SDR 33.15 million, and for arrangements under the structural adjustment 
facility. This subject is expected to be scheduled for discussion by the 
Executive Board on Wednesday, June 17, 1987. Draft decisions will be 
circulated when the arrears are cleared. 

Mr. JimenEz (ext. 6952) or Mr. Scheuer (ext. 6940) is available 
to answer technical or factual questions relating to this paper prior to 
the Board discussion. 

Att: (1) 
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I. Introduction 

In the attached letter dated June 5, 1987, the Government of 
Somalla requests a 20-month stand-by arrangement in an amount equivalent 
to SDR 33.15 million, 75.0 percent of Somalia's quota, representing an 
annual access of 45 percent of quota. In addition, the Government of 
Somalia requests a three-year structural adjustment arrangement and the 
first annual arrangement under the structural adjustment facility 
(sAF). The amount that will be available to Somalia under the SAF is 
currently projected at about SDR 20.774 million, and the first loan 
thereunder is for the amount of SDR 8.84 million (Table 1). 

At the end of April 1987, Fund holdings of Somali shillings subject 
to repurchase were SDR 118.73 million (268.6 percent of quota). Overdue 
obligations totaled SDR 17.77 million. The proposed access under the 
stand-by arrangement would reduce the Fund's holdings of Somali 
shillings subject to repurchase to SDR 108.53 million (246.2 percent of 
quota) by the end of 1988, given the schedule of repurchases and 
assuming all purchases are made. Purchases under the proposed 
arrangement will he divided into six equal installments, with the first 
one available on Fund approval of the program. The proposed arrangement 
would be financed in the ratio of 1 to 2 from ordinary and borrowed 
resources. 11 - 

The access of 45 percent was deemed necessary in order for the Fund 
to play a meaningful catalytic role in obtaining financial support for 

1/ Available hot-rowed resources arranged under the enlarged access 
poiicy presently consist of amounts borrowed from Saudi .4rahia under 
agreements with the Saurli Arabian Monetary Agency; borrowed resources 
have also become available under the December 1986 borrowlng agreement 
with the Government of .JaDan. 
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Table 1. Smalia: Use of Fund Credit. 1987-88 

Outstanding May- 
April 30, 1987 June 

1987 1988 
July- Ott .- Jan.- April- July- Oct.- 
Sept. Dec. March June Sept. Dec. 

Total transactions (net) -1.52 

Transactions under tranche 
policies (net) -10.36 

Purchases 5.53 
Ordinary resources (1.84) 
Borrowed resources (3.68) 

Repurchases 
Ordinary resources 
Borrowed resources 

15.89 
(0.37) 
(3.36) 

(12.16) Arrears I/ 

Transactions under 
faciltties (net) 
CFF repurchases 
SAF Loans 

Total Fund credit 
outstanding 

special 

Under cranche policies 
Under special facilities 

Memorandum items: 
Trust Fund Loans (net) 

Total Fund credit 
outstanding 
Under tranche policies 
Under special facilfctes 

8.84 
-- 

(8.84) 

119.73 117.21 117.60 117.46 118.71 115.31 112.70 108.83 
(86.13) (75.7) (76.16) (76.02) (77.27) (71.98) (73.44) (73.65) 
(32.60) (41.44) (41.44) (41.44) (41.44) (49.33) (39.26) (35.18) 

-2.03 -2.12 -3.10 -3.19 -4.16 -4.25 -5.22 

268.63 265.18 266.06 265.57 268.57 260.88 254.97 246.12 
(194.87) (171.43) (172.30)(171.98) (174.81) (162.84) (166.15) (166.62) 

(73.76) (93.76) (93.76) (93.76) (93.76) (98.04) (88.82) (79.60) 

(In millions of SDRs) 

-0.39 -0.14 

-0.39 -0.14 

5.53 5.53 
(1.84) (1.84) 
(3.68) (3.68) 

5.14 5.67 
(1.33) (0.47) 
(3.81) (5.19) 

c--j (--I 

- 
-- 

C-1 c--j 

1.25 -3.40 -2.61 -3.87 

1.25 -5.29 1.46 0.21 

5.53 
(1.84) 
(3.68) 

4.28 
(0.47) 
(3.80) 

c--j 

l-1 
(--I 

5.29 
(0.13) 
(5.17) 

(--I 

5.53 
(1.94) 
(3.68) 

,“,:z, 
(3.94) 

c--j 

5.53 
(1.84) 
(3.68) 

5.32 
(0.13) 
(5.19) 

c--j 

- 

C-1 

1.89 -4.08 -4.08 
(-4.08) (-4.08) (-4.08) 
(-5.97) c--j c--j 

(In percent of quota) 

Source* : IYF, Treasurer’s Department; and staff estimates. 

L/ .Arrears of repurchases with respect to purchases only. 
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Somalia during the program period and to support the important 
modifications in the external sector envisaged under the program. 

Somalia has been overdue in its financial obligations to the Fund 
during most of the past two years, and complaints under Rules K-l and 
S-l were issued on October 25, 1985 and a notlce of failure to settle 
Trust Fund obligations was issued on December 6, 1985. The complaint 
under Rule K-l and the notice were withdrawn following full settlement 
of Somalia's overdue financial obligation to the Fund on April 22, 
1986. A second and a third complaint under Rule K-l and notice of 
failure to settle a Trust Fund obligation were issued on July 22, 1986, 
and February 2, 1987, while a complaint under Rule S-l was made on 
April 7, 1987. The complaints and notices were withdrawn after Somalia 
settled all its overdue financial obligations to the Fund. 

The Somali authorities have prepared, in close collaboration with 
the staffs of the Fund and the World Bank, a policy framework paper 
setting forth the Government's basic economic objectives for the three- 
year period 1987-89 and the macroeconomic and structural adjustment 
policies designed to achieve these objectives. This paper, dated .June 
5, 1987, has been transmitted to the Managing Director of the Fund and 
the President of the World Bank, and It is expected to be considered by 
the Bank's Executive Directors at a meeting of the Committee of the 
Whole, in the first half of June. 

During 1981-83, Somalia undertook policy reforms within the 
framework of Fund-supported programs and made substantial progress 
toward improving resource allocation and reducing financial 
imbalances. During this period, the country moved from a highly 
controlled economic system toward market orientation. Most price and 
other controls were removed, producer prices were adjusted to provide 
incentives, a reassessment and reform of the public enterprises was 
begun, the exchange rate was devalued, and the exchange system was 
liberalized. At the same time, demand-management polfcies were 
tightened significantly. 

Somalia's improved economic performance was interrupted in 1984. 
Total exports fell by about 55 percent, owing to the full-year impact of 
the ban on Somali cattle imports in a major market, which began in 
1983. In addition, the grace period on a large number of loans expired, 
and Somalia faced a debt service ratio of 57 percent in 1984 
(US$107 million), compared with only 18 percent (US$30 million in 
1983). The impact of these factors was aggravated by a major weakening 
of financial policies. The overall budget deficit reached 8.1 percent 
of GDP, with almost half of the deficit financed by the banking 
system. Inflation was rekindled, with the cost of living rising by 82 
percent, leading to the re-emergence of price and cost distortions. 

In 1985 the authorities once again embarked on a stabilization 
program supported by a stand-by arrangement, aimed at reducing the large 
internal and external imbalances that had reappeared, and at furthering 
the structIlra1 reform of the economy. Despite the extension of the time 
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period of the stand-by arrangement, not all of the program's objectives 
were attained. Growth in 1985-86 was above the program's targets, 
reaching an average of over 5.6 percent per year, compared with a target 
of 4.0 percent per year, partly as a result of good weather conditions 
(Table 2). However, the failure to implement several economic measures, 
and delays in the flow of foreign assistance, led to more expansionary 
financial policies than programmed. In 1985, total domestic credit rose 
by 29 percent of the initial money stock and broad money by 45 percent, 
compared with targets of 7 percent and 17 percent, respectively. 
Expansion of the money stock averaged about 31 percent per annum, 
compared with a target of 21 percent. In 1985 both the private and the 
government sectors were recipients of the large credit expansion. The 
overall budgetary deficit (commitment basis) of central government 
operations including grants was 6.2 percent of GDP, compared with a 
target of 2.0 percent; domestic financing of the budget reached 1.1 
percent of GDP; excluding grants the budget deficit reached 13.1 
percent, compared with a target of 8.9 percent. Developments in 1986 
indicated a substantial tightening of financial policies through the 
last testing date of the arrangement (July) and a major reversal in the 
rest of the year. The growth of net domestic credit reached 25 percent 
of the initial money stock, compared with a target of 9.7 percent. 
Broad money expanded by 37 percent as opposed to a target of 12 percent. 
Contrary to the previous year, the expansion of credit was largely 
directed to the public enterprises. Net credit to the Government 
expanded by only about 7 percent of the initial broad money stock. The 
overall deficit (including grants) of government operations rose 
slightly to 6.6 percent of GDP (14.2 percent excluding grants) as an 
improved revenue performance and additional foreign grants were largely 
offset by increased government expenditure. However, arrears on debt 
service equivalent to about 2 percent of GDP were incurred and the 
resulting cash financing requirement (4.6 percent of GDP) was entirely 
met through foreign financing. 

In 1985-86 the balance of payments continued to show large 
imbalances, while the exchange rate in the free market depreciated by an 
annual average of 25 percent. Despite enhanced donor support, there 
have been large shortfalls in cash assistance. Cash flow problems 
emerged when the assistance was not disbursed on schedule to the 
detriment of the financial program. Nevertheless, the external current 
account deficit, including grants (as measured by the exchange rate 
necessary to maintain the purchasing power parity at the 1973 level), 
has shown continuous adjustment, falling from about 14 percent of GDP in 
1984 to 7.1 percent in 1986. Measured at the average official rate, 
however, there was a small increase from about 4.5 percent in 1984 to 
5.3 percent in 1986. The program had targeted a reduction of about 2 
percentage points in the current account balance as measured by the 
constant purchasing power parity exchange rate, compared with the actual 
7 percentage point adjustment which took place. The adjustment was 
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Largely reflected in reduced imports. As an average, imports were 8 
percent below the target in 1985-86. The smaller export and other 
current account earnings resulted in a Lower availability of foreign 
exchange for free market imports, and the reduced Level of foreign 
assistance Led to a Lower Level of official imports. The overall 
deficit fell to US$50 million in 1985, from US$139 million in 1984; it 
expanded somewhat in 1986, reaching US$87 million. In 1985 the balance 
of payments was Largely financed by debt relief and by drawings on the 
Fund. There was also a Large net repayment of arrears through cash 
payments and debt relief. In 1986 the balance of payments was largely 
financed by an increase in debt service arrears. 

At the end of 1984, external arrears, mainly for debt service 
payments, totaled USS117.8 million. In the course of 1985, through debt 
rescheduling and repayments, there was a Large Liquidation of arrears, 
but new arrears emerged during the year. On December 31, 1985, arrears 
totaled USS67.0 million. During 1986 the authorities were unable to 
arrange for a Paris Club meeting because a stand-by arrangement with the 
Fund did not cover the full calendar year and new arrears were 
accumulated, including on the Paris Club special account set up 
following the 1985 rescheduling. At the end of 1986, total external 
arrears reached USS143.1 million (Appendix Table I). Somalia's debt 
service ratio reached 93 percent in 1986 compared with 68 percent in 
1985. The ratio is expected to remain high in the medium term, 
estimated at 91 percent in 1987, 88 percent in 1988 and 83 percent in 
1989. The decline Largely results from the heavy concentration of 
obligations due to the Arab Monetary Fund and the IMF during this period 
(Appendix Table II>. 

Since the beginning of 1985, the exchange rate system in Somalia 
has undergone significant modifications. The average exchange rate 
recorded a Large depreciation and there has been a convergence of the 
free market, the official, and the auction exchange rates. The ratio of 
the free market rate to the official rate fell from about 3.5 in 
December 1984 to 2.7 in December 1985, but narrowed significantly in 
1986 and ended the year at 1.5. Through April 1987, it widened slightly 
to 1.7 (Table 3). Beginning on September 1, 1986, an auction for 
imports was initiated with the support of the World Bank and some 
bilateral donors. The auction, which is held twice a month, helped 
stabilize the exchange rate in the free market by providing an 
indication to the private sector of a regular availability of foreign 
exchange. The auction rate has continued to have a small discount when 
compared with the free market rate. 

II. Elements of the Program 

Despite some positive results from the previous stabilization 
program, Somalia continues to face serious internal and external 
imbalances. Financial policies have been more expansionary than 
programmed, and inflation remains high and continues to distort costs 
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and prices. In addition, Somalia faces large, but declining financing 
gaps in its external accounts. The authorities recognize that a 
strengthening of policies is required, but, given the magnitude of the 
imbalances, they feel the problems must be resolved in a medium-term 
framework that contains supply-side measures that Lay the foundation for 
a more sustained development effort. In implementing these policies, 
Somalia faces many serious disadvantages: it has a Limited resource 
base, extremely scarce trained manpower, and a fragile ecology, which 
could be unbalanced by the overutilization of the rangelands. In 
addition, the country ranks low in terms of s‘ocial indicators (Appendix 
Table III). The population is estimated to be growing in excess of 3 
percent per annum, but the urban population is projected to be 
increasing in excess of 5 percent per annum. 

Somalia's program addresses its problems in the context of the 
medium-term framework and requires continued generous donor support over 
a number of years. However, even with the full implementation of the 
policies described below, in combination with generous aid, there are 
inherent structural bottlenecks which Limit the speed at which the 
structural Limitation to development can be overcome. There are no 
quick fixes to Somalia's present development problems, and perseverence 
in policy implementation over a number of years will be required. 

1. Objectives 

The Government's medium-term development strategy consists of three 
main objectives: (i) stabilization in the short term; (ii) medium-term 
adjustment with growth; and (iii) the Laying of the foundations for 
sustainable long-term economic and social development. However, the 
Latter two objectives depend on the successful implementation of 
stabilization policies. 

To attain these objectives, the program aims at achieving a growth 
of real domestic product of at least 4 percent over the period 1987-89, 
while maintaining the real level of per capita private consumption and 
increasing private savings and investment. Gross domestic expenditure 
has been reduced substantially in 1986 from 1983-84 with both private 
and public consumption falling (Table 4). This trend is expected to 
continue, on the basis of the stabilization policies which target a 
reduction of public sector consumption. The ratio of private 
consumption will fall on the basis of the stabilization policies, 
especially wage restraints and increased taxation. A key element, 
however, is to maintain the Level of real private consumption. The new 
measures in the exchange system, the continued liberalization of the 
production sector, and the emphasis on market prices are providing 
increased investment opportunities in the private sector, which will 
Lead to an increasing ratio of investment to GDP. Credit policy will 
support this objective. 

The program targets a reduction of inflation over the three-year 
period. The growth in the cost of Living index is expected to fall to 



Table 4. Somalia: Expenditure on Gross Domestic Product 
at Current Market Prices, 1979-90 

(In percent of gross domestic product) 

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1940 

Gross domestic expenditure 130.8 

co ,I s ” mp t I c, 17 108.3 
Pub1 ic 19.4 
Private 88.9 

131.7 122.3 125.2 130.8 133.5 125.4 119 .o 122.3 122.2 120.5 120.1 

114.3 94.8 98.6 114.3 113.8 103.5 102.1 99.5 98.9 98.2 97.4 
14.6 12.1 11.8 13.7 11.7 9.1 9.4 7.8 8.3 8.7 8.4 
99.7 82.7 86.8 100.5 102.1 94.4 92.7 91.6 90.6 89.5 89.0 

Dumest ic investment 22.6 17.4 27.5 26.6 16.6 19.7 21.9 16.9 22.9 23.3 22.3 22.6 
Gross fixed investment 28.6 21.9 18.0 19.9 13.4 18.0 20.5 15.4 22.4 22.8 21.8 22.1 

Public 27.1 20.0 16.6 17.7 11.0 15.1 17.7 12.4 19.3 16.9 15.9 15.8 
Private 1.5 1.9 1.4 2.2 2.4 2.9 2.6 3.0 3.1 5.9 5:9 6.4 

Change in stocks (private) -6.0 -4.5 9.5 6.7 3.2 1.8 1.3 1.5 0.5 0.5 0.5 0.5 

Resource balance -30.5 -31.7 -22.3 -25.2 -30.8 -33.5 -25.4 -19 .o -22.3 -22.2 -20.5 -20.1 

Exports 10.8 19.0 12.7 15.6 15.5 11.1 12.5 a.5 10.6 10.9 11.5 12.0 
Goods 10.8 12.7 8.3 10.6 9.0 6.0 8.2 6.9 8.8 9.2 9.8 10.3 
Nonfactor services -- 6.3 4.4 5.0 6.5 5.1 4.2 1.6 1.8 1.7 1.7 1.7 

Lmpurts -41.7 -50.7 -35.0 -40.8 -46.3 -44.6 -37.9 -27.5 -32.9 -33.2 -32.0 -32.1 
Goods -40.2 -43.7 -30.9 -37.5 -40.6 -39.2 -32.4 -25.3 -30.9 -31.5 -30.4 -30.5 
Nonfactor services -1.4 -6.9 -4.1 -3.3 -5.7 -5.4 -5.5 -2.2 -2.0 -1.7 -1.6 -1.6 

GDP at market prices 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

sources: Somali authorities; World Bank; and Fund staff estimates. 
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22 percent in 1987, to about 15 percent in 1988, and to under 10 percent 
in 1989. 

The Government intends to reduce the overall budgetary deficit 
gradually over the period 1987-89. In 1987 the overall budgetary 
deficit (including grants) is targeted at 6 percent of GDP, compared 
with 6.6 percent in 1986, but it is expected to fall to 4.6 percent by 
1989. Excluding grants, the deficit is set at 22.4 percent in 1987, but 
it is projected to fall to 17.2 percent by 1989. In addition, the 
Government will be making net repayments of its domestic debt. In 1987 
this will total 0.3 percent of GDP. The clearing of arrears on external 
debt payments of USS17.6 million is projected in 1987. A falling 
financing gap in government operations is projected through 1989 which 
will be met through debt relief. 

The objective in the external sector is the attainment of viability 
in the balance of payments over the medium term through a reduction of 
the external current account deficit, a regularization of debt service 
payments, and reduction of arrears. Below is a description of the 
policies that will be implemented to attain the objectives previously 
described. The exposition is divided into two general sections: 
elements of stabilization and structural adjustment measures. A summary 
of the financial program is included in Table 5. 

a. Elements of stabilization 

(1) The exchange system and external targets 

Consolidating the gains achieved in the external sector is one of 
the principal aims of the program. This will be brought about by a 
further unification of the exchange system, under a Liberal trade and 
exchange regime. Through the efforts made by the Government at unifying 
the system in 1985 and 1986, the divergence of the exchange rates has 
been substantially reduced, with most international transactions being 
carried out at market-determined rates. The successful Launching of the 
auction system in September 1986 was significant in attaining the 
present position. The auctions have been carried out in a transparent 
and orderly manner. As a result, the degree of participation in the 
auctions has increased. The success and acceptance of the auction 
system by the private sector has led the Government to choose to unify 
the exchange system through an enhancement of the auction system. 
Beginning in June, an enhanced auction (based on the Dutch system) will 
be Launched which will absorb the transactions being carried out in the 
free market and the official market. For a short period of time, 
petroleum product imports (excluding grants) will continue to be 
denominated at a special petroleum accounting rate, equal to 
So. Sh. 105 per U.S. dollar. However, petroleum products will be priced 
domestically at import parity based on the auction rate. A main auction 
will be held for import letters of credit open to all importers while a 
smaller auction, funded by remittances, will be provided for financing 
service payment needs of residents. A proportion of the latter 



Table 5. Somalia: Summary of 1987 Financial Program 

Object lves 

1. Achieve growth of real gross domestic product of at least 
4.0 percent. 

2. Reduce the rate of inflation to about 22 percent by the end of 
1987. 

3. Reduce the overall budgetary deficit (including grants) to 6.0 
percent of GDP from 6.6 percent in 1986. Reduce net domestic 
indebtedness by 0.3 percent of GDP. 

4. Limit the expansion of net domestic credit to 6.8 percent in 
1987, and the growth of broad money to 13.1 percent. 

5. Viability of the balance of payments over the medium 
through a reduction of external current account deficit, 
regularization of external debt payments and a reduction 
arrears. 

Policy measures 

1. External sector policy 

a. Adopt an enhanced foreign exchange auction, vith 

term 
and a 
of 

the 
auction rate applicable to all transactions with the exception of 
imports of petroleum, to which a separate accounting rate may be 
applied until December 31, 1987. Adopt a 100 percent surrender 
requirement, at the auction rate, for export proceeds. 

2. Fiscal policy 

a. Any local currency counterpart of foreign assistance 
programs in excess of the budgeted amount (So. Sh. 10.5 billion) 
will be deposited vith the banking system and be subject to a 
100 percent reserve requirement to be held in an escrow account. 

b. Undertake a review of the tax system aimed at improving the 
efficiency of the tax system and increasing the ratio of revenue 
to GDP. 

C. Complete negotiations with Cnmpagnie G6neral de Surveillance 
(CCS) on a contract through which the customs service will be 
provided with a list of minimum sales prices, for the most 
important exports, on a periodic basis. Review tariffs with the 
objective of raising at least an addltlonal So.Sh. IO0 million in 
the second half of 1987. 

a. 

a. 

Status 

Implementat ion 

Being implemented. 

Subject to review in July. If there are counterpart Fund _ resources ln excess of the budgeted amount, reductions will be 
sought in net domestic indebtedness. 

b. Some earlier studies are already avaiLable, and these will be 
reviewed to develop an agenda for tax reform beginning in 1988. 

C. Being implemented. These measures are expected to raise 

revenue by about 0.4 percent of GDP in 1987. 

I 

I- 

I 



Table 5. Somalia: Summary of 1987 Financial Program (concluded) 

Policy measures Implementation 

d. Strengthen expenditure control by limittng payments hy the d. 
Central Bank on behalf of the Cavernment to those which have a 
duly authorised voucher that has been passed through the offlce of 
the Accountant General. 

e. A review of ordinary expenditure will be held quarterly, 
with the assistance of the Fund’s Resident Representative, to 
ascertain that expenditures do not exceed the targeted level. 

f. Estahlish a program of action on civil service reform. 

3. Monetary policy 

a. Reduce net credit to the Government by 8.2 percent. 

h. Increase all domestic currency time and savings deposit 
rates, with the exception of the current maximum rate, by 2 per- 
centage points. 

4. Public enterprises and other sectoral policies 

a. Agree with the World Bank on the number of enterprises 
whose operations are to be reviewed, and on a time frame for 
carrying out these reviews. 

b. Review the operations of the fishing subsector and the 
ftshing parastatal (Somalfish), with a view to Increasing 
commercial operations and strengthening the development program, 
particularly to promote private sector activities. 

e. 

f. Discussions with donors interested In supporting the program 
are continuing. 

a. Reing implemented. If revenue collections and counterpart 
funds for external assistance programs exceed the budgeted amount, 
monetary policy may be tighter than indicated. 

b. To be Implemented. 

a. A Bank mission will be going to Somalia in the near future 
to begin developing a program for revlew of public enterprise 
operations. 

b. 

c. Provide the World Rank, by June 30, 1987, a plan of action C. 

to promote production, improve marketing, and increase exports of 
hides and skins. 

To be implemented. 

Reing implemented, as agreed under the ASAP IDA credit. 



- 13 - 

resources could be purchased by the commercial bank at the weighted 
average rate of successful bids for resale for service payments between 
auctions. 

In order to finance the main auction, a 100 percent surrender 
requirement on exports will be instituted. The main auction will be 
funded by up to 50 percent of export proceeds with cash and commodity 
assistance being provided by some donors. The remainder of the export 
proceeds will be utilized for debt service payments and other official 
purposes, but will be transacted at the current auction rate. 

Holders of external accounts at the Commercial Bank may continue to 
credit them with inward remittances and to use the proceeds for their 
own purposes. However, transfers between external accounts will no 
longer be permitted, and to convert these resources to shillings, 
holders will have to go through the auction or to sell them to the 
Commercial Bank at the previous auction rate; thereby providing 
additional resources for the auction. 

Holders of export-promoting and import accounts will be allowed to 
continue to use the balances in these accounts for imports, but they 
will not be able to add to their accounts as from the date of the 
announcement of the enhanced auction. 

On a periodic basis, the Government will be reviewing the export 
surrender values for Livestock to ascertain that they reflect market 
conditions. This will encourage the prompt repatriation of export 
earnings and their utilization in the auction system. 

The auction system and developments in the external sector will be 
subject to a review with the Managing Director in July 1987. ALI early 
review of developments is warranted , given the major changes that are 
being introduced in the auction system. 

The market determination of the rate, within a system of liberal 
trade and exchange policies, will be an important element in helping the 
external sector adjust. The key targets in these adjustments are 
increasing exports by an annual rate of about 13 percent per year 
between 1986 and 1990; a containment of import growth, with a better 
allocation of imports; a restructuring of Somalia’s external debt 
payments to reduce the presently high debt service ratio, and the 
attainment of additional assistance in cash form from donors 
(Table 6). The latter is important, not only in closing the projected 
financing gap in the balance of payments, but also in allowing Somalia 
to regularize its debt position with multilateral organizations, thereby 
permitting these entities to continue with their lending programs, which 
have been stalled recently as a result of the built-up arrears. Success 
in attaining these objectives will result in a gradual narrowing of 
the external current account balance, both including and excluding 
grants, a closing of the financing gap in the balance of payments, and a 
gradual attainment of external viability. The current imbalances in 
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Table 6. Somalia: Ralance of Payments 1984-92 

(I” millions of U.S. dollars) 

19R4 1935 

1986 

Prel. 

Projectio”s 11 
1987 

Prog. y 1988 1989 1990 1991 1992 

currenr account 

Trade balance 
Exports, f.o.b. 

Livestock 
Bananas 
nthrrs 

Imporrs, c.l.f. 
Cash 
Grants-in-kind 
Loans-i n-kind 

Services (net) 
Interest pagmenrs 
other 

Transfers 
Drivate 
nfficlal 

-werall halance 

Fina”ci”y 
C+?ntral Rank 

Reserves 
IYF (net) 
0tller 

Commercial hank 
Arrears 
nrbr relief 

Current debt 
service 

4rrrars 
~lnanctng p,aI) 

‘laworandum items: 
Current acc”u”Z 

excluding offtctal 
transfers in 
Ll.5 $ millions 

GDP in IJSS at 1973 
ppp rate I” US$ 
million 

7rnss reserves 
(tn weeks of total 

imporrs) 
Current account/GDP 

(in percent) 
Z”ClUdi”S offictal 

tr?“SFerS 
ErcludlnS official 

transfers 

-145 -104 

-344 -274 

(::, (Zi, 

(14) (13) 
(15) (14) 

-406 -367 

(-156) (-73) 
(-151) (-180) 

C-99) (-114) 

-47 

(-44) 
(-3) 

246 

(72) 
(174) 

-55 

C-49) 
C-6) 

225 

(20) 
(205) 

54 
77 

(122) 
C-491 

-19 

6 
477 

(106) 
C-60) 
-40 

-139 

139 
13 
(9) 

(-3) 
(7) 

29 

71 
26 

c--j 
(26) 
-- 

-319 

1,037 

-14.0 

-30.8 

-50 - 

50 
?ii 

I;:: 

C-2) 
-32 
-98 
152 

(43) 
(109) 

-- 

-309 

1,133 

1 

-9.2 

-27.3 

-102 

-264 
99 

(63) 
(17) 
(19) 

-363 
(-115) 
(-156) 

(-92) 

-70 

C-60) 
C-9) 

232 

(37) 
(195) 

15 
w 

(108) 
C-60) 

-33 

-87 - 

87 

-5 

(16) 
(-7) 
(6) 
-3 
80 
- 

c--j 
c--j 
-- 

-297 

1.435 

3 

-7.1 

-20.7 

-58 - 

-289 
115 

(70) 
(23) 
(22) 

-404 

(-105) 
(-215) 

(-83) 

-105 

-315 -306 

131 146 

(77) (85) 
(29) (32) 
(25) (29) 

-446 -45: 

C-80) C-88) 
(-227) (-223) 
(-140) (-141) 

-51 -44 

(-48) (-44) 
(-3) c--j 

282 255 

(27) (2a) 
(255) (227) 

62 77 
37 7i 

(123) (140) 
C-61) (-62) 

-- -- 

1 

-5 
-50 

C-8) 
(-5) 

(-38) 
-- 

-66 
. . . 

(...) 
C...) 

111 

-27 - 

27 
-40 

C-6) 
C-12) 
(-22) 

-- 

-36 
. . . 

(...) 
C...) 

103 

-313 -331 

1,546 1.666 

4 

-3.8 

-20.2 

4 

-6.3 

-19.9 

-88 - 

-36 

(-37) 
(1) 

253 

(30) 
(223) 

79 
F 

(141) 

C-61) 
-- 

-9 

9 
-37 

C-4) 
(-35) 

c--j 
-- 

-21 
. . . 

C...) 
C...) 

68 

-311 

1.795 

4 

-4.9 

-17.3 

-83 - 

-315 

161 

(93) 
(35) 
(33) 

-476 

C-95) 
(-231) 
(-150) 

-31 

(-32) 
(1) 

262 

(31) 
(231) 

90 
T 

(150) 
(-60) 

-- 

7 

-7 

-33 

(-5) 
(-25) 

c--j 
-- 
-- 

. . . 

(...j 
C...) 

23 

-314 

1,934 

5 

-4.3 

-16.2 

-78 - 

-324 

178 

(102) 
(383 

(38) 
-50: 

(-102) 
(-239) 
(-161) 

-26 
(-27) 

(1) 

171 
(32) 

(239) 

37 
3-T 

(161) 
(-73) 

-- 

9 

-9 
-1? 

(-3) 
C-9) 
(--I 

-- 
-- 

. . . 

(...) 
(...) 

3 

-317 

2,033 

5 

-3.7 

-15.2 

-75 

-33L 
196 

(111) 
(42) 
(44j 

-530 
(-110) 
(-247) 
(-173) 

-22 

(-23) 

(1) 

281 

(33) 
(2$7) 

10: 
10? 

(173) 
(-71) 

-- 

27 - 

-?? - 
-10 

(-3) 
(-6) 

c--j 
-- 
-- 

. . . 

(...) 

(...I 
-17 

-32’ 

2,245 

5 

-3.3 

-14.3 

, 

sources: Data provided by the Somali authorities; and Fund staff estimates. 

L/ Flnanclng. gaps shown are before rescheduling. 
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Somalia’s external accounts are of such magnitudes that sustainability 
will only be achieved over severaL years and will require, not only the 
implementation of strong domestic financial policies, but also of 
continued donor support. 

Somalia has not been able to recover from the loss of a major 
export market for livestock in 1983. Despite efforts to find new 
outlets for livestock, the success of Somalia’s efforts to expand its 
exports has been hampered by the balance of payments difficulties that 
some of its major customers have encountered. Thus, in the Gulf area, 
it has become more difficult for Somalia to expand sheep and 
goat exports, while the price received for these exports has tended to 
decline. In addition, some of the new markets found by Somalia have 
been unable to absorb the quantity of cattle which they have contracted 
because of payment difficulties. The recent depreciation in the 
exchange rate is providing Somalia with an added advantage in retaining 
a strong position in its traditional markets, but its ability to expand 
exports will also depend on developments in the importing countries. 
Somalia has entered into new contracts for cattle exports, while 
receiving assurances that the unfulfilled portion of the 1986 contracts 
will be taken up during 1987. On this basis, livestock exports are 
expected to increase by about 11 percent in 1987 in U.S. dollar terms. 
Growth could be higher if economic conditions improve in the Gulf area 
and if the new exchange arrangements reduce the extent of under- 
invoicing. Banana and other minor exports showed considerable strength 
in 1986. The former expanded by over 30 percent, while the latter rose 
by over one-third. On the basis of the banana replantings which took 
place in 1985-86, continued strong growth is expected from this sector 
and exports are projected to rise by about one-third in 1987. Other 
minor exports will be aided by exchange rate incentives and other 
supply-side measures being implemented by the authorities, but the 
effects of these factors will be felt over the medium term and this 
growth is projected to fall to about 16 percent in 1987. Overall, 
exports in 1987 are projected to rise by about 16 percent in U.S. dollar 
terms. 

Somalia’s adjustment policies require the continued containment of 
import demand. Imports fell by 10 percent in 1985 and by a further 1 
percent in 1986. For 1987 they are expected to almost recover the 1984 
level in U.S. dollar terms, largely as a result of imports related to 
the public investment program, which are fully financed by donor 
assistance. Locally financed imports are expected to fall slightly, 
largely as a result of the demand-management policy in effect and the 
depreciation of the exchange rate. 

Apart from being large, Somalia’s debt service includes a very high 
proportion of nonreschedulable debts. About USS84.5 million (or 54 per- 
cent) of 1987 debt service is due to multilateral organizations. They 
also account for about USS48.7 million (or 34 percent) of outstanding 
arrears as of December 1986. The rest of the debt service obligations 
are to bilateral governments and institutions, and, in principle, are 
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subject to rescheduling. The authorities have indicated their intention 
to seek a rescheduling of these amounts and have already approached the 
Paris Club for a possible date. Given the large amount of 
nonrescheduable debt, Somalia can obtain only a Limited amount of 
balance of payments relief from a rescheduling. Nevertheless, the 
rescheduling of current debt service and arrears from bilateral sources 
is an important supporting element of the program. Arab countries and 
institutions are important creditors and arrangements for debt relief 
have not been negotiated. None of the Arab ceditors participated in the 
1985 Paris Club. Arrears to the Fund were liquidated in May, and the 
authorities will be paying two-thirds of outstanding arrears to 
multilateral organizations in the course of 1987, with the remainder to 
be Liquidated in 1988. On the basis of the additional assistance 
obtained in 1987 and a projected rescheduling of Somalia's bilateral 
debts, the balance of payments gap for 1987 is closed. However, in 
1988, in addition to a rescheduling of maturities due to bilateral 
institutions, an additional assistance of about US$20 million in cash 
form will be required. The financing gap is reduced substantially in 
subsequent years, but Somalia will continue to require debt relief in 
conjunction with assistance in the form of cash. 

The balance of payments for 1986-87 is heavily influenced by a one 
time emergency assistance program from Italy, which will provide over 
these two years about Lit 400 billion (SDR 235 million) to Somalia. 
These grant resources will provide for an important expansion in 
development projects and imports. A large portion of the disbursements 
will take place in 1987. Despite this unusually large concentration, 
the current account balance, when measured at the constant 1973 
purchasing power parity rate, will record a decline both before and 
after grants in terms of GDP. 

Because of Somalia's debt service difficulties, the program 
includes an embargo on the contracting or guaranteeing of any 
nonconcessional Loans with a maturity of 1-12 years or any short-term 
credit, other than import credits and credits required in the 
rescheduling of external debt, or bridge Loans that may be necessary to 
repay outstanding arrears to multilateral organizations. Over the Last 
few years, almost all of Somalia's capital inflows have been in the form 
of grants and concessional Loans. 

(2) Fiscal policy 

Fiscal developments in 1985 and 1986 resulted in higher deficits 
than targeted, both excluding and including grants. In 1985, the 
deficit (commitment basis) reached over 13 percent of GDP (excluding 
grants) or about 4 percentage points of GDP higher than envisaged. 
Grants were slightly below target and the deficit including grants 
reached 6.2 percent of GDP compared to 2.0 percent in the program. This 
outturn resulted from a shortfall in revenue performance of over 2 
percent of GDP, due to a shortfall in imports, deLays in adjusting the 
import valuation factor, and administrative difficulties related to the 
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establishment of a new Ministry of Revenue, in combination with a 1.4 
percent of GDP overrun on expenditures. The expenditure overrun, 
however, was focused on ordinary expenditures (2 percent of GDP) and 
domestically financed development outlays; foreign financed development 
expenditure was substantially Less than expected because of delays in 
launching new projects. Despite this, net foreign financing was 
significantly above the Level envisaged as a result of non project 
assistance. Nevertheless, domestic bank financing reached So. Sh. 1.1 
billion, rather than the So. Sh. 0.1 billion programmed. 

For 1986, the deficit overrun was considerably less than in 1985, 
with the deficit (excluding grants), reaching 14.2 percent of GDP rather 
than the expected 13.8 percent. Including grants the deficit rose 
moderately to 6.6 percent of GDP. However, in contrast to expectations, 
there was a large accumulation of government arrears on debt service (2 
percent of GDP), and consequently the cash financing requirement was 
lower than programmed and essentially met from net foreign borrowing. 
In reaching this outturn (and in contrast with 1985) revenue performance 
exceeded expectations by over 1 percent of GDP due to improved 
administration. However, this improvement was only sufficient to offset 
a shortfall in grants. Expenditure was again substantially higher than 
envisaged because of much higher than expected ordinary and domestically 
financed development outlays. Foreign financed investment fell below 
target. The 1987 program aims at improving resource mobilization, 
controlling the Level of ordinary expenditures, and strictly budgeting 
counterpart funds, with the view of Limiting the Government's 
utilization. These policies aim at reducing the overall budgetary 
deficit and reducing net domestic indebtedness. The Government has 
recently increased tariffs on a large number of consumer goods aimed at 
raising an additional So. Sh. 100 million in the second half of 1987. 
In addition, a contract has been negotiated with a foreign firm to 
provide regular Lists of minimum sales prices on imports to help the 
customs service reduce underinvoicing of imports. These measures are 
expected to raise revenue by about 0.4 percent of GDP in 1987. 
Meanwhile, the Ministry of Revenue will be undertaking a review of the 
tax system aimed at increasing the ratio of revenue to GDP further. On 
the basis of these studies, measures will be introduced in 1988 and 1989 
to increase revenues by about 2 percentage points of GDP over the two- 
year period. 

For the first time, a ceiling has been fixed on the utilization of 
the local currency counterpart of foreign commodity aid. A certain 
amount will be utilized for budgetary expenditures, with the rest to be 
deposited with the banking system and subject to a 100 percent reserve 
requirement. 

In 1987 the expenditure control role of the Accountant General has 
been increased to Limit unauthorized expenditures. Representatives of 
the Accountant General will be located in all spending ministries, and 
they will be required to review expenditure vouchers before they are 
sent to the Central Bank for payment. In addition, a quarterly review 
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of expenditure Levels will be undertaken. A ceiling on ordinary 
expenditures has been established and a monthly reporting system put 
into place. Over the Last few years, the Government has virtually 
eliminated transfers to public enterprises. The 1987 budget 
supports the continuation of this policy. 

In conjunction with the World Bank, the Government has reviewed the 
public investment program (PIP) for the period 1987-89. The agreed 
planning level for the program is US$1,025 million. On the assumption 
of a slippage factor of 30 percent, PIP expenditure is estimated at 
US$720 million over the three years. The program was presented to and 
endorsed by the Consultative Group meeting held in Paris in April 
1987. The program is fully financed mainly by grants. In selecting the 
projects for the PIP, priority was given to projects that rehabilitate 
existing facilities, remove infrastructural bottlenecks, or yield a high 
return in the short term. Expenditures in the productive sectors 
account for 86 percent of the PIP. Transportation and communications 
will absorb about 29 percent of PIP expenditures, with the agricultural 
sector absorbing an additional 29 percent. The Bardhere dam project 
alone will be responsible for 9 percent of investments. Most of the 
projects are ongoing, thereby permitting an improvement in the 
implementation level of the current three-year PIP. In addition, the 
Ministry of Planning has been strengthened through the assistance of a 
UNDP planning group. The National Monitoring and Evaluation Facility 
has been expanded and upgraded to the Level of a Department, with a 
central role in monitoring the public investment program. Efforts are 
also being made to improve the statistical data base for planning, and 
there will be more frequent reviews of the development program to assure 
that it is on track. The authorities are more confident that the 
slippage factor can be reduced and the targeted level of investment 
realized. However, shortfalls in development expenditure will not lead 
to budgetary savings because the program is almost totally foreign 
financed. The Government intends to keep a tight employment policy and 
find ways of reducing the budgeted positions in Line with the reform of 
the civil service. 

On the basis of the above policy framework, domestic revenues are 
expected to reach So. Sh. 12.7 billion (7.5 percent of GDP) in 1987 
compared with So. Sh. 9.5 billion in 1986 (6.9 percent of GDP) (Table 
7). Grants, including counterpart funds to commodity assistance, are 
projected at So. Sh. 27.9 billion, providing total revenues and grants 
of so. Sh. 40.6 billion, compared with So. Sh. 19.9 billion in 1986. 
Ordinary expenditures are targeted at So. Sh. 17.9 billion compared with 
So. Sh. 16.2 billion in 1986. In terms of GDP, ordinary expenditures 
are projected to fall by about 1.2 percentage points to 10.6 percent of 
GDP. The Government’s investment outlays are set at So. Sh. 32.8 
billion, compared with So. Sh. 12.8 billion in 1986. A substantial part 
of the increase reflects the exchange rate depreciation and the 
temporary emergency Italian assistance program. Excluding these 
elements, the program remains at about the same size as the 1986 
program. On a commitment basis, the overall deficit, including grants, 
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Table j. Somalia: Summary of Government Operations, 1984-90 l/ 

- - 
198f. 1985 1985 1986 1986 19A7 1988 1989 1990 
Est. Prog.y E5t. - Rev. 

--__- 
prog. 11 Proj. Pruj. Proj. Pruj. 

est. 

Revenue and grants 
Revenue 
cranes 41 - 

Total expenditure 

Ordinary 
Investment 

Domestic development budget 
Public investment program 

Overall deficit, commitment basis 
Change in domestic counterpart 

nf exCerna1 arrears 
Other adjustments to cash basis 
Overall deficit, cash basis 

Including grants 
Excluding grants 

FinarlCtng 
Foreign (net) 

DraViillgs 
,AmortIzaelan 

Domesric 
nebt relief 
Financing gap 

Revenue and grants 
Revenue 
cranrs 

Total expenditure 
nrdlnary 
Investment 

Domestic development budget 

Overall deficit, commitment basis 
Including grants 
Excluding grants 

Change in domestic counterpart 
elf external arrears 

Clverall deficit, cash basis 
Including grants 
Excluding grants 

Financlog 
Foreign (net) 
Domestic 
Debt relief 
Financing gap 

Yemorandum 

GDP at current market prices 
(billions of Somali shillings) 

5.0 14.5 
(4.0) (7.8) 
(2.0) (5.7) 

11.3 16.5 
(8.2) (7.9) 
(3.1) (8.6) 

0.6 1.2 
2.5 7.Ir 

11.8 19.7 19.9 

(5.2) (8.3) (9.5) 
(6.6) (11.4) (1O.b) 

17.9 

(9.9) 
(9.0) 

1.4 
6.6 

40.6 A5.2 52.9 hQ.3 
(17.7) (17.8) (Z?.ii (2n.5) 
(27.9) (17.4) (30.2) ( 3 3 .P) 

50.7 57.2 h 3.:? 70.1 
(17.9) (22.1) (25.R) (17.7) 
(32.8) (35.1) (38.0) 1:42.4) 

3.4 3.3 4.1 6.11 
19.4 31.3 33.9 39.40 

-5.3 -2.0 

1.8 -1.8 
- - 

-6.1 

-1.4 
0.3 

28.4 29.0 
10.9) (16.2) 
17.5) (12.8) 

2.1 3.1 
15.4 9.7 

-8.7 -9.1 

-0.R 2.9 
-- 

-10.1 -12.0 -in.9 

-1.9 
-- 

-1.4 
-- 

-1.5 
-- 

-3.5 -3.8 -7.2 -9.5 -6.3 -12.0 -13.4 -12.s 

-5.5 -10.5 -13.8 -20.9 -16.7 -39.9 -40.8 -42.6 

0.9 

::::; 

2.6 
- 
-- 

3.7 

C...) 
(...) 

0.1 
-- 

5.0 6.R 

(...) C...) 
(...) C...) (-1.2) 

1.1 -0.3 -0.2 
1.1 -- . . . 

-- 3.0 - 

(In percent of GDP) 

(1s) 
(-7.4) 

-0.5 
*.. 
R . 0 

7.0 3.2 
(15.5) (17.4) 

(-8.5) (-9.2) 
-0.5 -- 

. . . . . . 

6.9 4 .: 

9.2 14.9 12.3 13.6 14.5 13.9 21.9 '?.l 
(h.2) (7.7) (5.4) (5.7) (6.9) (7.5) (8.5) i9.5) 

(3.0) (7.2) (6.9) (7.9) (7.6) (16.4) (13.3) (12.6) 

17.3 16.9 18.5 19.5 21.1 29.9 27.6 26.7 

(12.5) (8.1) (10.3) (7.5) (11.8) (10.6) (10.7) (10.8) 
(4.8) (8.8) (8.2) (12.0) (9.3) (19.3) (16.4) (15.9) 

0.9 0.3 1.4 1.5 2.3 2.0 1.8 1.7 

-8.1 
-11.2 

2.8 

-5.3 
-8.3 

-2.0 
-9.2 

-1.9 

-3.9 
-11.1 

3.7 

0.1 
- 
-- 

97.76 

-6.2 -5.9 -6.h 
-13.1 -13.R -16.2 

-1.5 -0.6 2.0 

-7.4 -6.5 -4.h 
-14.3 -14.4 -12.2 

-6.0 -5.7 -4.6 
-22.4 -19.n -17.2 

-1.1 -0.R -0.h 

-7.1 
-23.5 

-6.5 
-14 .R 

1.4 

3.9 

-- 

h4.99 

5.2 4.7 4.7 
1.1 -0.2 -0.1 
1.1 -- - 

-- 2.0 - 

2.7 

-0.3 
. . . 
4.7 

3.4 
-0.2 

. . . 

3.3 

96.42 145.41 137.46 169.92 206.81 

-5.2 
-17.!! 

3.1 
-- 

. . . 
1.8 

23R.89 

(In billions of Somali shillings) 

-Q.f 

- 
-- 

-9.s 
(-S3.i) 

in. I 

(IQ.?) 
(9.7) 
4.3 

. . . 
-- 

??.a 
(9.9) 

(12.5) 

23.1 
(10.3) 
(15.9, 

1.5 

-3.7 
-1h.2 

- 

-3.7 

-16.2 

3.2 
-0.1 

. . . 
-- 

26?.5? 

_.__ -- _______-_ ------- 

sources: Data provided by the Somali authorities; and staff estimates. 

1 <' Rased on an exchange race of So. Sh. 26 per U.S. dollar for 1984, So. Sh. 39.5 per U.S. dollar 
fo7 1985, So. Sh. 71.9 per L1.S. dollar for 1986, So. Sh. 130 per U.S. dollar for 1987. So. Sh. 146 
per U.S. dollar for 19A8, So. Sh. 161 per U.S. dollar for 1989, and So. Sh. l?? per U.S. dollar for 1990. 

?I SMf.961725; based on average official exchange rate of So. Sh. 40 = USSl assumed in the program. 

Ti SM/%/Z?5: based on average official exchange rate of So. Sh. 72.5 - IiSSl assumed in the program. 
sf Includes cash grants, grants in kind, project grants, and commodity import program. 
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is targeted to fall to 6.0 percent of GDP, compared with 6.6 percent in 
1986. Excluding grants, the deficit will increase to 22.4 percent of 
GDP from 14.2 percent, as a result of the large Italian emergency 
assistance grant. The overall deficit is expected to be financed by 
foreign resources, including debt relief, and to provide for an 
improvement in the Government’s net position with the banking system 
equivalent to 0.3 percent of GDP in 1987. In the medium term, a 
reduction in both measurements of the deficit is expected. 

(3) Monetary policy 

Monetary policy will contribute to a reduction in external and 
internal imbalances by aiding in the control of aggregate demand through 
a reduced growth of broad money and by promoting a shift of credit 
resources to the private sector. Key to the monetary policy objectives 
is a reduction of net credit to the Government by about 8 percent and 
progress in limiting credit growth to public enterprises. Interest 
rates on domestic currency time and savings deposits will be increased 
by 2 percentage points with the exception of the maximum deposit rate, 

which, at 24 percent is already positive when compared with the targeted 
inflation rate (as indicated in Table 2). Interest rates will be kept 
under review and will be increased further, if the inflation rate does 
not ameliorate as projected. 

On the basis of the financial policies in place, net domestic 
credit is targeted to grow by 7.3 percent of the initial broad money 
during 1987 (Table 8). This is consistent with an expansion of broad 
money by about 13 percent, excluding foreign currency deposits, which 
have a 100 percent reserve requirement and therefore do not finance 
domestic credit, and counterpart funds which will have the same 

requirement. The credit ceilings on net domestic credit and net credit 
to the Government included in Table 9 are consistent with these annual 
projections, taking into account seasonal factors. This table also 
summarizes the other performance criteria of the program. Given the 
reduction in net credit to the Government, credit for the rest of the 
economy can grow by 18 percent in 1987, which is considered ample to 
bring about the necessary growth in income. Credit to public 
enterprises will be largely limited to enterprises in the process of 
restructuring. 

b. Structural adjustment measures 

The exchange and financial measures previously described will have 
an important impact in furthering the stabilization of the economy and 
also in improving the allocation of resources. However, these measures 
are not sufficient to promote the more rapid expansion of the economy by 
themselves, and additional supply-oriented measures will be needed to 
improve the growth prospects of the economy and to lay the groundwork 
for the development in the longer term. In the policy framework paper, 
the Government details certain important structural adjustment and 
supply-side measures which are aimed at removing bottlenecks which 
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Table 8. Somalia: Monetary Survey, 1982-87 

1982 1983 1984 1985 1986 1987 
Proj. 

(In millions of Somali shillings) 

Net foreign assets L/ 347.4 -1.061.6 -2,585.6 -2,212.6 -9,680-l -10,653.6 

Net domestic credit 5,023.8 5.260.8 9,616.2 11.516.9 13.904.3 14.852.0 
Government (net) 2,100.o 1.805.0 4,378.l 5.421.8 6.079.1 5.579.1 
Others 2.923.8 3,455.8 5,238.l 6,095.l 7.825.2 9,272.9 

Public enterprises 1.300.0 1,163.0 1.511.2 2,071.Z 3,730.4 . . . 
Private 1.623.8 2.292.8 3.726.9 4.023.9 4,094.8 . . . 

Monetary liabilities 4.994.6 5.348.1 6,677.8 11.606.9 16,051.7 18,640.2 
Local currency 4.994.6 5,348.l 6,547.2 9.520.8 13,043.6 14.752.3 
Counterpart funds . . . . . . 75.4 211.7 1,031.3 515.3 
Foreign currency deposits . . . . . . 55.2 1,874.4 1.976.8 3,372.6 

Other items (net) 
Valuation adjustment 
Medium- and long-term 

loans l/ - 
Other liabilities (net) 

Net domestic credit 10.9 4.7 81.4 29.0 25.1 7.3 
Government (net) -3.4 -5.9 48.1 15.9 6.9 -3.8 
Others 14.4 10.7 33.3 13.1 18.2 11.1 

Public enterprises -9.7 -2.7 6.5 8.6 17.4 . . . 
Private 24.0 13.4 26.8 4.5 0.7 . . . 

Net domestic credit 10.5 4.7 82.8 19.8 20.7 6.8 
Government (net) -6.7 -14.0 142.6 23.8 12.1 -8.2 
Others 27.3 18.2 51.6 16.4 28.4 18.5 

Public enterprises -24.5 -10.5 29.9 37.1 80.1 . . . 
Private 182.6 41.2 62.5 8.0 1.8 . . . 

Monetary liabilities 14.4 7.1 24.9 73.8 38.3 16.1 
Local currency 14.4 7.1 22.4 45.4 37.0 13.1 
Counterpart funds . . . a.. . . . 180.8 387.2 -50.0 

376.6 
-514.1 

988.2 
-97.5 

-1.418.9 352.8 -2.302.6 -11.827.5 
-1.551.6 -1.447.0 -6,124.l -19.104.6 

1.318.8 2,059.8 3,655.l 8.077.8 
-916.1 -260.0 166.4 -800.7 

(Percentage change in relation to broad money) 

(Annual percentage change) 

-14.441.8 
-32,593.8 

13.781.3 
4,370.7 

Foreign currency deposits . . . . . . . . . 3,295.7 5.5 70.6 

Sources: Central Bank of Somalia; and staff estimates. 

l/ Includes valuation adjustments. 



Table 9. Somalia: 0uantitstive and Nonquantitative Performance Criteria 

A. nuen~ltatlve Performance Crtteris, 1995-R? 

-_. 

1985 
Dec. 

1986 L987 

April July Dec. L/ March 11 June Sept. Dec. 

(In tinillions of Somali shillings, end ilf period) 

‘let >umestt. credit 11 - 
Selllflg 
AC tua 1 

LO. 150.0 
11.516.9 

Net credit to Government 31 - 
Gel I.ing 4,448.O 

ACLU.31 S.Sll.iJ 

‘lew vxternal borrowing 

contracted or quarnnteed 
h,: the Covernmenc 

l?,?OO.O 1?,409.0 1?,438.0 11,987.O 14.360.0 14,560.O 14,852.O 

12,132.l 12,395.l 13.904.3 . . . . . . . . . . . . 

5,BOO.O 5,945.n 5,360.9 5,331.n 5,800.n 5.630.0 5.530.0 

5,154.T 5.941.1 6,079.l . . . . . . . . . . . . 

(In millions of U.S. dollars) 

- - -- -- -- 
-- - - - . . . 

. . . 24.c 14.0 7b.0 - 

21.3 7.7 -- . . . . . . 

-- 
. . . 

. . . 

-- 
. . . 

- 
. . . 

-- 
. . . 

6. NonauantLtattve Performance Criteria, 1987 

Petroleum vrtces 

@orr,esrls netroleum and fuel orices will be fixed at Import parity as aeasured by the prevailing auction rate. This 

;wrform.+ncr zrltrrla will be tested nrlor to each drawing. 

Interest rates 

Inc:rrase interest rates by ? percenca~e points, on all but the longest maturity deposit. 

Exchange Losses Selnred t,> the Petroleum Accounting Rate 

Petroleum imports will be transacted for a temporary teriod not co exceed December 31, 1987 at a rate lof 
Sa. sn. In5 per I!.<. d~ihr, and any exchnnge losses that the Central Rank ma” incur In these LransactLons vlll bc 

rcimbt.lrs+d hv the petroleum importlnl: agencv. 

Reoleus 5/ -- 

.I review ,~f the exchange system, the financing or tne baL.llce x,E pdymrnts gap for 1998, budgetary policy and 

peri~>rna”ce .:rlt<rla for the remaL”L”g period of the arrangement, vlll take place before the end of December, 19’37. 

‘41th rhr assistance of the Fund’s resident representative, a qmrterly rev1ev of gooernmenr ordinary expenditure 

will he conduccrd TV ensure that It iloes not exceed the programmed level. 

Pavments Restrictions 

The .:,,vrrnment ,>f Somalta ~~111 continue co maintain .a liberal exchange and trade system and ~111 not introduce any 

nrw IJT 1ntensifv ellsclng restrlctlons, and will remain current nn all its obligations with the Fund. 

Sources: Senrrnl sank of Swna1La; and staff estimates. 

1 ! 
?r 

Tndlcatlve eel lings. 

-I bier 8inmestLc ~credtt comorisrs ,credlc to Cnvernment, oublic enterprises, ani the rest af the prtvate 
Gnr. less <o”rrnment deooslt~ with the banki”:< system. 

! i Net credit to ~Covernmrnt lromprlses the banking svstem’s tclaims on the G>vernme”t, lass Government 
SdeFo*its (wcludlny local currency l:~~~ntrrp~rt funds deposits at the Commercial Rank) and excludes the escrow account 

for the c,,u”terpdrt funds. 
L ,’ In 19Rh, Itmlted to short-term horrowlng. 

“eT&ssary LO repay the Fund. 
with the i-xceptio” of normal trade credit, vhLch may be 

The cellinKs for 1987 are zero, excludin_r “ormal trade credtt, such 
irr lilgements as ma:’ em&r%& froq sdeht reschedultng, and bridge loans that may be necessary co repay 
wtsrandi!,~ arre.ars to multilateral or~anlzatinns. 

9/ In .rddLtL,,n there vii1 b.z a conwltstlo” ulth the Yana~ind DFrector *on the auctFa>” system, budgetary policy, 
peirnivm pricing, and lntere~t rate pm,11cy prtvr cm> the end of July 1037. 
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hinder increased production. A detailed description of these measures 
is included in Table 10. 

Over the last few years, many measures have already been 
implemented to facilitate productive activity. Important among these 
are the removal of most pricing and import restrictions and the 
reduction of monopolies in the agricultural sector. Pricing policies 
have been generally liberalized , and agricultural prices are market 
determined. The Agricultural Development Corporation (ADC) has become a 
price stabilization board. The role of the National Trading Agency has 
been reduced to deal only with food aid imports, and it no longer 
competes with private sector activities. The Government aims to limit 
further its activities in the directly productive sectors and to 
encourage the private sector to absorb some public enterprises. 

(1) Agriculture and livestock 

Agriculture is considered Somalia’s key development sector. 
Although only about 13 percent of Somalia’s total Land area is 
considered arable, only a small percentage of this land is actually 
cultivated. The Government’s medium-term strategy emphasizes grain 
production and greater food self-sufficiency. A growth rate of over 
5 percent per annum can be sustained in the agricultural sector, 
provided that investments are made in irrigation rehabilitation, in the 
development of new irrigation facilities, and in improved water 
management. The current PIP strongly emphasizes agriculture, with over 
29 percent of planned investments in this sector, with livestock 
accounting for 7 percent, crops 14 percent, and fishery and forestry 
8 percent. Of the planned investment in crop agriculture, almost two- 
thirds is oriented for irrigation infrastructure, especially for the 
rehabilitation of existing systems. The Government is in the process of 
preparing an action plan to increase the irrigation efficiency of 
Somalia by 30 percent in the medium term. The projects which will 
support this target have been included in the present PIP. The short- 
term objectives of this program include increasing the water storage 
capacity of the Shebelli irrigation area and refurbishing the physical 
works and water control mechanisms. 

The Government is committed to further reduce the role of 
government monopolies in the agricultural sector. This will provide an 
added area of action for the private sector. The Government will 
provide the World Bank, by June 30, 1987, a program of action in the 
marketing and pricing of hides and skins. A study will be initiated 
with the same objective with regard to frankincense and myrrh. The 
Government proposes to encourage agricultural production by the timely 
distribution of agricultural inputs. The ADC will begin bulk 
importation of agricultural inputs in 1987. Traders and farmers will be 
encouraged to stock the inputs for resale and a credit mechanism will be 
implemented in 1987 to facilitate the stocking. 
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Table 10. Somalia: Summary and Time Frame for Macroeconomic and Structural Adjustment Policies, 1987-89 

Objectives and Strategies and 
targets measures 

Timing of 
PJeaS”reS 

Commitments for 
implementation 

in 1987 

Commitments in 
1987 for lmple- 

mencation in 
1988lS9 

1. External and 
Trade Sector 
Policies 

a. Exchange 
rate. 

Promote exports Unify the rates. Early 1987. 
and efficient 
resource 
allocatio”. 

b. External 
borrowing 
and debt 
management. 

Limit external 
debt service 
burden to 
manageable 
proportions and 
maintain orderly 
relations with 
creditors. 

Maintain a 
flexible exchange 
rate system. 

No new government 
or governmenc- 
guaranteed 
external borrowing 
at nonconcessional 
terms in the l-12 
years maturity 
range. Limits on 
short-term 
borrowing. 

Remain current on 
nonreschedulable 
obligations and 
secure debt 
rescheduling 
agreements with 
Paris Club (and 
other creditors). 

Reduce non- 
reschedulable 
arrears and 
gradually increase 
international 
reserves. 

1987 onwards. 

Continue in 
1987, 1988, 
1989. 

1987. 1988, 
1989. 

1987, 1988, 
1989. 

Implement Abolish the 
enhanced foreign temporary petro- 
exchange auction leum rate by 
for imports and December 1987. 
services. Export 
proceeds and private 
transfers. which 
are not utilised by 
receiver, will be sur- 
rendered at auction 
rate. All official 
and private trans- 
actions with the cem- 
porary exception of 
oil imports to be at 
the auction rate. 

No new government 
or government- 
guaranteed 
external borrowing 
at nonconcessional 
terms in the l-12 
years maturity 
range. Limits on 
short-tens 
borrowing. 

Seek Paris 
Club rescheduling 
in May, 1987, on 
the basis of 
expected balance 
of payments 
support provide 
payment of 1987 
nonreschedulable 
debt service. 

Nonreschelable 
arrears (excluding 
IMF and AlIF) be 
reduced by one 
third in 1987. and 
international 
reserves targeted 
to increase by 
US$8 ml llion. 

c. Tariff Rationalize tariff llndertake measures 1988 onwards. Tariffs to be 
structure. structure to pro- to reduce wide reviewed with the 

mote efficiency dispersion tn afm of raising at 
objectives. nominal and effec- least So. Sh. lO@ 

tive rates of million In the 
protectton. second half <of 

1987. 

Continuing. 

Continue making 
nonreschedulable 
debt service 
payments on Lime. 

Seek Paris Club 
rescheduling in 
1988 and 1989. 

Nonreschedulable 
arrears (excluding 
IMF and AMF) to be 
reduced by one 
half in 1988. and 
eliminated ln 19R9. 
Reserves to be 
fncreased by USS7 
million, and l!S$5 
million in 19gg and 
1989, respectively. 

With the help of a 
Foreign donor review 
tariff structure and 
customs procedures 
in 1987 and implr- 
ment reforms 
beginning in 19RS. 
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Table 10. Somalia: Summary and Time Frame for Macroeconomic and Structural Adjustment Policies, 1983-89 (continued) 

Objectives and Strategies and 
targets measures 

Timing of 
measures 

Commitments for 
implementation 

in 1987 

Commitments in 
1987 for imple- 

mentation in 
1938f 89 

- 
2. Policies to 

Promote 
Production 

a. Agricul- Promote produc- Maintain liberal 
cural tion and exports. agricultural 
prtcing pricing and 
and marketing. 
markettng. 

Review agri- 
cultural support 
prices on a yearly 
basis and continue 
with a free market 
for grains, with 
ADC serving as a 
price support 
agency only. 

*Complete study of Contfnue in 1987, Study of marketing Study the present 

marketing and 1948, 1989. and pricing of problems of 

pricing of hides htdes and skins frankincense and 

and skins and was completed tn myrrh. 

frankincense and February 1987. 
myrrh, and for- 
mulace aporopriate 
incentive policies 
in light of study 
recommendations. 

Take measures to 1987. 
improve incent Ives 
for production and 
exports of fran- 
kincense and 
myrrh. 

Encourage private 1987. 1988. 
sector agro- 
processing. 

Remove obstacles 1967. 
to domestic move- 
ment of outputs 
and Inputs. 

*Llberallte 
marketing and 
exports of hides 
and skins. 

*Improve livestock 
quality and 
marketing, 
including through 
fostering greater 
role for private 
sector in supply 
of inputs and 
services. 

198s. 

Research is taking Additional policy 
place in the proposals to pro- 
domestication of mote produccton 
frankincense so and exports of 
chat it can be frankincense and 
produced on farms. myrrh will be Fm- 

plemenced In 1958. 

ADC will begin 
bulk importation 
of agricultural 
Inputs. Traders 
and farmers will 
be encouraged to 
stock the inputs 
for resale. A 
credit mechanism 
wtll be imple- 
mented tn 1937 
to facilitate 
the stocking. 

Continuing. 

The authorities Continuing. 
will present a 
plan of action to 
the World Bank, to 
Improve sector 
efficiency by 
June 30, 1987. 

Continue tn 
1987. 1988, 
1959. 

In addition to Continuing. 
rangeland 
improvements, 
projects are being 
implemented LO 
provLde fudder 
suoply on stock 
routes, and for 
the expansion OE 

veterinary 
services. 



Table 10. Somalia: Summary and Time Frame for ‘Macroeconomic and Structural Adjustment PolicLes, 1987-89 (continued) 

Ob jecrlves and 
targets 

Strategies and 
measures 

Commicmrnrs for 
Lmplementation 

I” 19R7 

Commitments in 
1987 for Lmple- 

mentdcion in 
1988/89 

b. Petroleum 
pricing 
and distrt- 
bution. 

c. Yanagement 
.,f Food 
aid. 

d. Lend tenure 
and rights. 

Encourage addi- 19R7. There ~111 be an 
tiona1 private expansion of exten- 
sector involvement siun servtces for 
in the production for citrus In 1987. 
and export of Expansion of pro- 
fruits and ducrlon in the 
vegetables. Shebelll irrigation 

area will be pro- 
moted. 

Take measures LO Over the program Extension services 
unprove inCenti”CS pertod. OF the Hinisrry OF 
and extension Agriculture will 
services LO expand be expanded, 
and diversify crop especially Lo the 
and export,. irrigated areas. 

Improve efficiency *Fully decontrol 1987. 
of resource petroleum prices 
allocatton. and allow 

independent 
pr1vace agents 
to import and 
distribute in 
competitive 
environment. 

Petroleum products 
wtll continue to 
be priced at 
import parity with 
reference LO the 
prevalliog auction 
rate, but distri- 
bution will remain 
the monopoly of 
one cooperative. 
Private companies 
may import petro- 
leum products for 
their own uses as 
*t present. 

Yalntatn incen- *Implement actions 1987, 19RR. 
tives for domestic agreed under IDA 
producers and credtt for ASAP 
encourage Food concerning minimum 
Import subsri- and ceiling prices 
LULIO”. for foodgrains end 

sales of food aid. 

Control Food aid 1986 onwards. 
1nf low; marketing 
and pricing to be 
conslstenr with 
domestic food pro- 
duction objectives. 

Improve conditions “Study land tenure 19.?7. 
for private fnvesc- arrangement. 
ment In agriculture 
and recovery of 
land changes. 

Rarionalize lend 1998. 
rights and tenure. 

Improve trrigacion *Study the problem. 1947. 
efficiency. 

Implement sub- 1988. 
stantial cost 
recovery and uater 
control measures. 

Commitments under 
IDA. ASAP crrdlr 
to be met. 

Expand the early 
warning system, 
established in 
1986, to prevent 
drought-related 
Food shortages. 
This will asstst 
in establishing 
Food aid require- 
ments. 

Coordlnste riming 
of imports with 
donor. 

A revised Land 
Tenure Law CD be 
prepared In 1987. 

A” acr1on plan 
aimed at Increas- 
ing Lrrigatio~ 
rFFiclency by 30 
percent in the 
medium term has 
beRun to be imple- 
mented. Pro jeccs 
rhac will support 
this objecrlve are 
included In the 
present PIP. 

Immediate objec- 
Lives are the 
Followinq: 

Efforts LO link 
Farmers with 
buyers abroad vi11 
be promoted. The 
expansion of 
Somali Airlines 
will take into 
acccaunt the need 
for cargo space 
for fruits and 
vegetables to the 
Gulf countries. as 
we11 as lower 
freight rates. 

Conttnuing. 

Continuing. 

Continuing. 

Law revis‘o” 
expected LO be 
approved in 1988. 

Continue “ILh 
IrKig9tiOn 
improvements. 
Expand User 
Assoclarion to 
lrnprove allo- 
cat 100. Increase 
“acer charges to 
ertcnurase higher 
value crops. 



Table LO. Somalia: Summary and Time Frame for Macroeconomic and Structural Adjustment Policies, 1987-89 (continued) 

Objectives and Strategies and 
targets measures 

Timing of 
measures 

Commitments for 
implementation 

in 1987 

Commitments in 
1987 for imple- 

mentat ion in 
1988189 

1. Increase the 
water storage 
capacity of 
Shebelli irri- 
gation area. 

2. Refurbish the 
physical works 
and rehabilitate 
water control 
mechanisms. 

3. Public Sector 
?fanagemenc 

a. Investment Raise quality and Include in PIP Begin in 1987 for Agree on the size Stay within guide- 

selecclon. productivity of only projects with large projects and composition of lines for the core 

public investment. highest economic and continue in the PIP at the PIP as agreed. 

b. Investment 
stze; co- 
ordination 
of invest- 
#nent and 
expenditure 
clans. 

c. Public 
enterprises. 

returns, emphasize 1988, 1989. 
(i) rehabilitation 
and utilization of 
productive capa- 
city; and (ii) in- 
vestments to faci- 
litate production 
of tradeable tout- 
modities in private 
sector. 

Tmprove macro- 
economic 
management. 

Contain size with- Begin in 1986 
in implementation and continue 
capacity, present in 1987, 1988. 
and prospective 1989. 
recurrent cost 
financing ability, 
external resource 
availability and 
within targets for 
budget expenditure 
and domestic 
credit. 

Improve efficiency (i) Undertaking 1987-1989. 
or resource feasibility 
allocation and studies for enter- 
use. prises to be 

rehabilitated, 
and formulate 
time-specific 
action plan for 
rationalization of 
the PE sector. 
This will provide 
for, inter alla, 

(ii) Phasing out 
enterprises proved 
to face serious 
financial and/or 
economic problems. 

Consultative Group Annual tranches to 
meeting in April, be implemented in 
1987, folloving 1988 and 1989 to 
World Bank review be reviewed wirh 
of 1987-89 PIP. Bank and Fund 

before the start 
of each year. 

Prepare global 
expendtture 
program; budget 
counterpart 
funds. 

At the time of 
the forthcoming 
industrial sector 
mission, agree 
with the World 
Bank on the number 
and time frame of 
studies to be 
conducted in 1987, 
which are aimed at 
establishing the 
feasibility of 
enterprises by 
either rehabilita- 
ting or closing 
them down. 

Improve budgeting 
of recurrent 
costs. 

Establish moni- 
toring group to 
review lmplemen- 
tation of PIP on 
a quarterly base. 

Implement study 
recommendations on 
enterprises for 
which studies are 
complete, and 
continue with 
studies of other 
enterprises. 
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Table 10. Somalia: Summary and Time Frame for Macroeconomic and Structural Adjustment Pollcles, 1987-a9 (conrlnued) -- 

Objectives and Stlarrgtes and 

targets measures 

Timing of 
measures 

Commltmencs for 
implementation 

in 19a7 

Comlcmenrs in 
1987 for implr- 

q enraclon Ln 

19aafa9 

(iii) Review the 1987. 
legal and Lnstl- 
tutlonal frame- 

work with a view 
to improving this 
framework, clarl- 
fylng PR objec- 
tives and the 
respective roles 
of the public and 
prtvare sector9, 
establishing satls- 

factory performance 
incentive and mool- 
tortng structures, 
and providing more 
autonomy co enter- 
prise managers. 

Undertake economic 1937. 
and financial 
studies of Somaltex, 
clgarecre and 
match factory, 
Edible Oil !4111, 
Somalmeat , and 
aluminium utensils 

factory. 

IJrea plant and 
refinery. 

1988. 

Set up unit in 1997. 
Ministry of 
Tndustry and Com- 
merce to supec- 
vise public 
entf?rpri*e*. 

d. Civil 
srrvtce 
reforn. 

Improve produc- EstabllSh a system 1987. 
clvity of pvublic of posts grading 
adminlscraclon. and performance 

evaluation, reduce 
size of civil 
service, and 
selecttvely raise 
salaries to pro- 
vide incentives to 
productivity; 
finance salary 
Lncreases through 
ratsing revenues 
and cutting non- 
developmental 

aordInary expendl- 
cures for genera1 
services. 

6. Flnanclal and 

monetary -- 
policies -- 

d. Financing Eudgetary dle- 
plan. clpline and 

stdblllsatton: 
Improve finan- 
cial discpiDline 
and mdcr~- 
es9nomic nanage- 

DW”t. 

Improve public 1957 onwards. 
sector accounting 
practices and make 
hudgrt mot-? rrans- 
pdre”t: prewre 
realistic financing 
plan For 1987-89 

wtth estimates #of 
all IdomestIc and 
rxtrrn,l res”“rces. 
1 nvestment and 
recurrent rxpen- 
iitura. LrlClUdirl~ 
debt servLce. 

Priorities to be 
decided with World 
Bank. 

A unit will be set 
up to aonitor public 

enterprises. 

Salaries tn 1987 Framework for 
were Lncreased for civil service 
the first time reform will be 
since 1981, by negotiated with 
about 30 percent. foreign donors. 
Discussions with 
interested donors 
will continue with 
the aim of estab- 
lishing a program 
for Implementing a 
formal reform. 

nn1g exprn- 
diturrs with 
-vouchers duly 
aurhorizad by 
thr .Accnuntdnt 
General’s off Ice 
will he paid by 
the Central Bank. 
Counterpart funds 
twill be budgeted 
3nd a ceiling 
rsrnhl tshrd *on 
Iheir utlIL7.atio” 
on a vrarly basis. 

Continuing. 

. 

a 
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Table lc. Somalia: Summary and Time Frame for Hacroeconon:~ and Structural Adjustment Policies, 19@?-SS Ic?“:ludrd, 

Objectives and Straregies and Timing of 
targets measures meaS”reS 

Commitmenrs for 
implementation 

in lQp.7 

Comrcitmen~s in 
198: for Imple- 

mentafioo in 
lSS8/S~ 

b. Fiscal Public sector Increase revenue* 

zneas”res. r.?SO”rCe by converting 
mobilization: specific excise 
eliminate current taxes to ad 
budget deficit. valorem basis; 

evaluate import 
duties using free 
market exchange 
rate and t-educe 
import tax 
exemotion. 

Cenrrallzr et the 
Central Bank a”y 
surplus counter- 
part funds over a 
ceiling of 
So. Sh. 10.5 bll- 
IlOll. 

Impose ceilings on 
transfers to 
public entrr- 
prlses and on 
current expen- 
ditures of mini- 
stries; limit 
payments of 
benefits-in-kind. 

Improve funding of Restructure 
recurrent current expendi- 

expenditures. tures to raise 
share of social 
and economic 
services. 

C. Credit and Hobilize domestic Observe ceilings 
interest savings and on growth rate8 of 

rate. improve credit total domes:ic 
allOCaCio”. credit, “et crcdir 

LO the Government 
and credit to the 
public enter- 
priW?*. 

Issue the decree 
allowing other 
commercial banks 
to operate. 

Raise interest 
r.szes LO enS”fC 
positive interest 
rates in real 
terms; mainrain a 
flexible interest 
rate poiicy. 

Initiate review 
of the tax 
sysrem with the 
aim of ration- 
alizing the 
structure and 
increasing 
revenues in 
relat LO” to 
GDP. 

Implemenr tar 
reform. 

Raise revenues 
by 70 percent in 
1987, R5 pereenc 

in 1988. and 90 
percenr in 1989. 

1987, l?RR, 
1989. 

All councerparc 
funds generated 

by donor assis- 
tance programs, 
in excess of so. 
Sh. 10.5 billion 
are to be subject 
LO a 100 percent 
reserve requirc- 

ment to be main- 
tained in a” 
esct-ou BCCOUOL. 

Conttnuing. 

1987, 1988, 
19R9. 

Ceilings on current C0ntinlIing. 

expenditure by 
ministries have 
been established 
for 19A7. 

A special allo- Continuln~. 
cation for main- 

tenance 1s included 
in the 1987 budget. 

Raise the snare uf 
social and economic 
services to 20 per- 
cent in 1988. 30 
percent in 1989. 

1987, 1988. 
1989. 

Domestic credit Credit progran to 
growth to be res- be established 
trtcred to 13.1 each year. 
percent in 1987, 
and net credit to 
the Government will 
decline by 8.2 per- 
cent. Credit to 
public enterprises 

to be limited mainly 
to those that are 
being rehabilitated. 

1987. Decree establishing 

Cooperative Bank 
issued o” . . . . 
allows the creation 

of other banks. 

1987 onwards. Interest rates on To be reviewed 
all but Lhe largest yearly. 
maruriry deposits 
Will be raised by 1 
percentape points, 
wirh most time 
denosit rates end 
the main lending 
rake reaching real 
positive levels in 
comparison Lo the 
targeted InflaLlo”. 
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l 
It appears that the rangelands in Somalia are rapidly approaching 

the limit to their ability to sustain additional animals. If the 
livestock sector is to contribute significantly to the growth of income 
in the medium term, improved rangeland management and other measures to 
raise productivity will be required. Studies will begin in 1987 to 
confirm the carrying capacity of Somalia’s rangelands. In addition, in 
order to improve the quality of the livestock on its way to market, 
projects are being implemented to provide fodder on stock routes and for 
the expansion of veterinary services. These projects include the 
setting-up of quarantine stations, which would allow Somalia to certify 
the health of the animals being exported, and hopefully open up markets 
in the Gulf which have been closed to Somalia since 1983. 

An expansion of the production of fruits and vegetables can have a 
significant impact on the growth of the agricultural sector and possibly 
exports. It will also increase the value of production in many of the 
irrigated areas. The authorities plan for an expansion of extension 
services for citrus, in 1987, and will promote their growth in the 
Shebelli irrigated area. Later on, efforts will be made to link farmers 
with foreign buyers in order to promote exports. 

The authorities are committed to maintaining the ADC’s functions as 
a price stabilization board that will guarantee minimum prices. Market 
forces will be allowed to set actual farmgate prices. In the past, the 
arrival of food aid has been counterproductive in maintaining the 
incentives to domestic producers because it has arrived mainly at 
harvest time, thereby depressing domestic prices. A management 
committee will be assuring that negotiations on commodity food aid are 
held in such a way that it would allow their arrival at a more 
propitious date. In addition, the early warning system established in 
1986 to prevent drought-related food shortages is being expanded. This 
will assist in more accurately establishing food aid requirements. 

The insecurity of present land tenure rights has been a handicap to 
increased private sector agricultural investment. The Government is 
presently studying the problem and will be preparing a revised land 
tenure law in 1987 for presentation to Parliament in 1988. 

(2) Industry and public enterprise sectors 

The Government intends to promote private sector activity in the 
industrial. sector, while, at the same time, improving the efficiency of 
the public enterprises through privatizing, restructuring and closing 
unprofitable ones. The opportunities for the private sector have 
already been expanded by a reduction in official monopolies, an increase 
in the availability of bank credit, the freeing of domestic prices, the 
removal of import and exchange controls, and the strengthening of the 
auction system. A new foreign investment act with incentives to attract 
foreign private investment was passed early in 1987, while a new 
department for the promotion of private investment has been established 
in the Ministry of Planning with technical assistance from a foreign 
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donor. Despite these efforts, a major improvement in industrial growth 
over the medium term will only be possible through the restructuring of 
public enterprises because they dominate Somalia’s industrial sector. 
In the short term the restructuring of enterprises is likely to keep the 
growth of industry at a low level. Industrial output has fallen since 
the late 197Os, and this has been reflected in a low capacity 
utilization of public enterprises. In order to improve the efficiency 
of public enterprises, the Government will undertake feasibility studies 
of enterprises and formulate a specific action plan for their 
rationalization. By July 1987, the Government will have agreed with the 
World Bank on a time frame for this work and on the list of public 
enterprises which will be studied in the first year. The Government has 
already closed down some enterprises, while others which are inefficient 
have ceased physical operations, although the enterprises have not been 
disbanded. With the help of the World Bank, the Government expects to 
strengthen its drive for reforming the public enterprises. To 
facilitate the Government’s immediate control over public enterprises, a 
unit is being set up in the Ministry of Industry to monitor developments 
in public enterprises. In addition, an effort is being made to limit 
domestic credit only to public enterprises which are in the process of 
restructuring. 

2. Benchmarks 

For the purpose of monitoring progress in the implementation of the 
first annual arrangement under the structural adjustment facility, the 
following benchmarks will be observed: (i) Limit net domestic credit to 
So. Sh. 14.85 billion on December 31, 1987 and So. Sh. 15.47 billion on 
June 30, 1988; (ii> continue to price petroleum products at import 
parity level; (iii) implement an enhanced foreign exchange auction; (iv) 

apply for a Paris Club rescheduling; (v) increase the role of the 
Accountant General in the expenditure process by June 1987; 
(vi) provide a plan of action for ADC, including provisions for the bulk 
importation of agricultural inputs and for the resale by private traders 
and farmers in the rural sector by December 1987; (vii> initiate a 
review of the tax system by September 1987; (viii) prepare a timeframe 
for the study and review of public enterprises with the World Bank by 
March 1988; (ix) implement an expansion of extension services for citrus 

by December 1987; (x) initiate discussions with major donors for the 
financing of the civil service reform; and (xi) review agricultural 
support prices in early 1988. On the basis of the expected assistance 
and other balance of payments developments, the Central Bank’s net 
foreign assets are targeted to improve by about US$50 million in 1987 
and by a further US$40 million in 1988. However, given the seasonal 
factors involved in the first semester of 1988 net foreign assets are 
projected to fall by about US$4 million from the beginning year level by 
end-June 1988. 
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3. Social impact of adjustment 

The adjustment process so far has had a very positive impact on the 
income of the rural sector. The trade reforms have enhanced the incomes 
of the population engaged in Livestock and crop production, while the 
liberalization of markets and the reduction of government regulations 
have reversed previously discriminatory policies which subsidized urban 
consumption at the expense of rural producers. The greater use of 
market allocation mechanisms has served to reduce economic rents 
accruing to a small class of the relatively well-off. Consequently, the 
urban sector has seen its privileges reduced through the adjustment 
effort, especially so, as wages have lagged considerably behind the 
increases in the cost of living. In addition, the transitional costs of 
the adjustment process including the Laying off of redundant government 
and parastatal workers will fall largely upon lower income urban 
groups. All income groups are affected by the removal of price controls 
and by the increased relative prices of imported consumer goods, but the 
urban sectors are likely to be affected the most. The fiscal measures 
will have a mixed social impact. The targeted increase in revenues will 
effect mainly the upper income groups, while the expected shift in the 
composition of recurrent expenditures in favor of more sociaL and 
economic services would have a positive social impact in both the short 
and the long run. Over the longer run, even those groups adversely 
affected in the short run are expected to benefit from the adjustment 
program, since it will enhance the longer-term prospects for growth and 
equity. In the transitional period, special provisions will have to be 
made and special training and placement programs will have to be 
formulated to enable the displaced civil service and parastatal workers 
to find employment elsewhere. This is an inherent aspect of the civil 
service reform. The Government will seek donor assistance to help plan 
and administer these programs. 

III. Staff Appraisal 

In 1985 and 1986 Somalia renewed its efforts to adjust and 
stabilize the economy, with mixed results. The magnitude of the initial 
imbalances and difficulties in developing and maintaining the necessary 
political consensus to persevere with the adjustment policies, which 
delayed the introduction of agreed upon policies, were detrimental to 
the success of the program. Despite difficulties in fully complying 
with the statistical objectives of the previous stand-by arrangement and 
temporary departures in the policy thrust of the program, significant 
progress has been made in adjusting the economy, especially in 
strengthening the initial progress made in reducing controls and 
liberalizing the economy. These actions represented a major reversal of 
the Government's economic philosophy, and were politically difficult to 
introduce and to maintain because they did not have universal support. 
In this setting, the Government was courageous in persevering with the 
reform movement. Progress in this regard was made possible by continued 
generous donor support for Somalia's stabilization efforts. Without 
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this support, the success achieved to date would not have been 
possible. 

Somalia continues to face difficult economic circumstances and its 
future is clouded, not only by large financial imbalances, but also by 
severe development problems, which arise from Somalia’s low income level 
and poor natural endowment. The financial imbalances are of Large 
magnitudes, and progress in their resolution will be slow and difficult, 
and will require additional sacrifices. To attain its present 
objectives, the Government will require generous donor assistance over a 
period of many years, including debt reli e 

assistance. 

The authorities’ program for 1987-89 
to further stabilize the economy by reduc 
to set the groundwork that will encourage 
growth, while protecting the level of rea 

!f and additional cash 

is a balance between the need 
ng financial imbalances, and 
long-term development and 

per capita consumption. 

The program does not have much margin of maneuverability. Delays 
in the implementation of agreed upon policies or in the release of 
foreign assistance will have negative implications for the attainment of 
the program’s targets. Because of this constraint, the program includes 
a strengthened reporting system and reviews, including those with the 
Managing Director. 

In view of the wide-ranging structural commitments in the program 
which are relying on the completion of studies, an unusual degree of 
responsibility will fall upon the Government and on the creditors 
helping the Government complete the studies to reach agreement on the 
required policies quickly and for their prompt implementation. The 
staff will follow the evaluation of the studies closely. 

The reform of the public enterprises is a key element in allowing 
for a more rapid expansion of the economy. The forthcoming discussions 
between the Government and the World Bank, which will establish the 
agenda for the work in this sector, should provide the necessary 
framework, and the authorities are encouraged, with the help of the 
World Bank, to move quickly to implement the necessary studies and to 
take the reform measures as quickly as possible. 

Substantial progress has been made in liberalizing the economy, but 
there are still some restrictive practices which inhibit the maximum 
development of Somalia’s export potential. Through the policies agreed 
in the current program, most of these restrictive practices will be 
terminated. 

An improvement in the domestic mobilization of resources is an 
important objective of the program. The present program provides a 
balance between the need to increase savings and to contain the level of 
aggregate expenditure. Financial imbalances will only be reduced in 
line with the authorities’ success in reducing the overall budgetary 
deficit, through improvements in domestic resource mobilization and in 
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the structure of government expenditure. The authorities’ objective of 
increasing revenues in relation to GDP is an important element in this 
regard. The constraint on credit and monetary expansion specified in 
the program will aid in reducing inflationary pressures, while the 
expected net government repayments to the banking system will provide 
the necessary financing for increased private sector activity. The 
expanded auction system, the increased credit facilities for the private 
sector, and the reduction of government intervention in the productive 
sectors will provide an enhanced environment for the private sector to 
improve its Level of economic activity. 

Somalia’s balance of payments will remain critical for a number of 
years, reflecting a small coverage of exports over imports and the very 
high debt service ratio projected for a number of years. However, the 
strengthening of production incentives and an improvement of the control 
on aggregate demand will promote further external adjustment, which, 
together with continued donor support, will allow the projected 
financing gap to be reduced over a number of years. The enhanced 
auction system recently Launched has substantially narrowed the 
difference between exchange rates and will play an important role in 
promoting the reduction of imbalances. By the end of 1987, the exchange 
system will be fully unified with the removal of the special accounting 
rate for petroleum. 

The balance of payments relies heavily on foreign assistance. 
Foreign aid finances a substantial proportion of external payments. The 
problems encountered in the past in preparing an accurate cash flow for 
this assistance clearly point to the need for the Government and its 
major donors to better coordinate the flow of this assistance. The flow 
of orderly payments is also hampered by an inadequate Level of gross 
foreign assets and by delays in reaching agreements with major donors on 
the modalities for debt relief. 

Not all official bilateral creditors have found avenues to grant 
Somalia debt relief. Only a small proportion of Somalia’s creditors 
participated in the 1985 Paris Club meeting. There is an urgent need 
for bilateral donors to find ways to grant Somalia debt relief during 
the proposed program period. The regularization of Somalia’s debt 
service is one of the main objectives of the current program, but it 
will require the imaginative and concerted participation of all 
creditors. The successful completion of debt reschedulings, or other 
arrangements which grant debt relief, is likely to release additional 
resources for Somalia’s development effort, and this would be highly 
welcome in assuring the success of the current development effort. The 
present foreign exchange availabilities are not sufficient to guarantee 
a minimum level of imports and to clear all outstanding arrears to 
multilateral agencies within the current calendar year. However, such 
arrears are expected to be liquidated by the end of 1988. In the event 
that foreign assistance is greater than previously projected, a more 
rapid schedule of payments will be effected. 
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Somalia’s exchange system has been progressively liberalized and 
simplified in recent years, with the elimination of the separate 
commercial bank rate for foreign exchange, the availability of foreign 
exchange through the recognized free market, and the reduction of 
external payments arrears. Somalia at present maintains an exchange 
restriction evidenced by the remaining commercial arrears, and multiple 
currency practices arising from the operation of the official, free, and 
auction exchange markets. A multiple currency practice is also expected 
to arise temporarily from the introduction and maintenance of a special 
exchange rate for petroleum imports until December 1987. In view of the 
authorities’ intentions to further Liberalize the system, merging the 
multiple exchange markets into the existing auction market in June 1987 
and by eliminating arrears and supporting policies, the staff recommends 
that the Executive Board grant approval for the maintenance by Somalia 
of the exchange restriction and multiple currency practices, until 
December 31, 1987, or the next Article IV consultation with Somalia, 
whichever is the earlier. 

Somalia’s medium-term prospects remain fragile and will rely 
heavily not only on the timely implementation of the policies included 
in the program, but also on the continuing reviews of developments to 
ascertain that the thrust of the program is maintained. 

Foreign exchange availabilities in Somalia are highly dependent on 
foreign assistance. Exports and remittances in 1987 are projected to 
cover only 35 percent of imports, while Somalia faces a high debt 
service burden. In addition, export earnings are concentrated in the 
second semester of the calendar year. Somalia has virtually no foreign 
reserves. Despite the authorities’ willingness to earmark a proportion 
of their export earnings to meet Somalia’s obligations to the Fund, 
which in 1987 are equivalent to 35 percent of export earnings, the high 
seasonality of exports and delays in the receipt of foreign aid in cash 
form are likely to result in Somalia continuing to incur overdue 
obligations to the Fund from time to time. The authorities give a high 
priority to discharging Somalia’s obligations to the Fund and in 1986 75 
percent of all debt service payments made by Somalia were to the Fund. 

The staff urges the authorities to put into place the necessary 
means to maintain their payments to the Fund current. 
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Dear Mr. Camdessus: 

APPENDIX I 

Mogadishu 
June 5, 1987 

We would like to take this opportunity to thank the Fund for the 
assistance it has granted to Somalia in the past, which has been 
important in supporting the Government's adjustment efforts, and in 
generating needed donor support. In view of our continuing balance of 
payments difficulties, we would like to continue with the close 
relations that exist between the Fund and Somalia. 

The Government of Somalia has prepared an economic and financial 
policy framework that contains the objectives of government policy for 
the three-year period 1987-89. The programs and the policy initiatives 
have been discussed with the staffs of the World Bank and the Fund. 
Under this policy framework, the Government's plans for 1987 are 
detailed in the attached memorandum on economic and financial policies. 

The Government of Somalia requests that the program contained in 
this document be supported by Fund resources under a structural 
adjustment facility loan and a stand-by arrangement. The details of 
policy measures contained in this document are for calendar 1987. A 
program for the remaining period of these arrangements will be discussed 
with the Fund at an appropriate time. 

The Government would like to request that the stand-by arrangement 
cover a period of 20 months, or through January 1989, to allow the 
program to serve as a basis for a rescheduling of Somalia's debt service 
obligations of 1987-88. 

The Government of Somalia intends to consult with the Managing 
Director on the auction system, budgetary policy, petroleum pricing, and 

. 
the interest rate policy, p rior to the end of July 1987. In addition, 
it intends to review and reach understandings with the Fund prior to 
end-December 1987 on the exchange system, the financing of the balance 
of payments gap for 1988, budgetary policies, and the performance cri- 
teria for the remaining period of the stand-by arrangement. 

During the program period, the Government of Somalia will continue 
to maintain a liberal exchange and trade system and will not introduce 
any new or intensify existing restrictions, and will remain current on 
all its financial obligations with the Fund. 

Somalia will provide the Fund with such information as the Fund 
requests in connection with its progress in implementing the policies 
and achieving the objectives of the program. 
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The Government of Somalia believes that the policies outlined in 
the memorandum on economic and financial policies are adequate to 
achieve the objectives established for 1987, but will take any further 
measures that may become appropriate for this purpose. The Government 
will consult with the Fund on the adoption of any measures that may be 
appropriate at the initiative of the Government, or whenever the 
Managing Director requests consultation because he considers that 
consultation under the program is desirable. 

Sincerely yours, 

Dr. Mohamed Sheik Osman 
Minister of Finance 

Dr. Omar Ahmed Omar 
Governor, 
Central Bank of Somalia 

Mr. Michael Camdessus 
Managing Director 
International Monetary Fund 
Washington D.C., 20431 
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Memorandum on Economic and Financial Policies 

1. In recent years the Government of Somalia has viewed its economic 
and financial policy in terms of a medium-term framework. This approach 
is being strengthened by the further integration of economic policies 
under the guidelines of a macroeconomic and structural framework that 
has been discussed with the World Bank and the Fund. On this basis the 
Government has strengthened economic policy in order to reduce the ex- 
ternal azd internal imbalances in the economy, while laying the ground- 
work for sustained economic development. The program detailed below 
represents a continuing effort by the Government to address Somalia's 
difficult economic situation. However, without continued strong donor 
support the program will have only limited success. 

2. As indicated in the policy framework paper, the basic objectives of 
the program for 1987-89 are: (a) to achieve an average growth rate of 
real GDP of about 4 percent per annum; (b) to reduce the growth of the 
cost of living from the 31 percent recorded in 1986 to about 22 percent 
in 1987, 15 percent in 1988, and about 8-10 percent in 1989; (c) to 
reduce further the external current account deficit, excluding official 
grants, Cd) to strengthen Somalia's development effort, while at the 
same time reducing the overall deficit of government operations to 
GDP. The program aims at maintaining the level of real per capita 
private sector consumption levels, while encouraging an improvement in 
private sector savings and an increase in private sector investment. In 
the public sector, government revenues are expected to increase their 
ratio to GDP in order to permit the reduction in the deficit of 
government operations. The development program will be strengthened by 
an improved and more efficient allocation of resources, including a 
"core" investment program that will emphasize the rehabilitation of 
existing assets, and increased capacity utilization in commodity 
production and exports. These government objectives will require a 
better allocation of current expenditures, which will increase the 
availability of maintenance expenditures and provide resources for a 
reform of the civil service. In investment, a higher rate of 
implementation of the development program is expected. Improved 
production incentives will also be implemented in order to allow the 
private sector to play a more meaningful role in the development of the 
country. In pursuing these objectives, the Government will implement a 
credit policy conducive to an expansion of broad money that is 
consistent with reducing inflationary pressures, but which because of 
government net repayments to the banking system, will provide ample 
resources for private sector activity. At the same time, the 
regularization of Somalia's debt service will be furthered through 
reschedulings and the payment of arrears to multilateral 
organizations. A more detailed description of the objectives of the 
three-year program is found in the policy framework paper and its 
matrix. Below are the details of the first annual program. 
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a. Sectoral policies 

3. The limitations to the more extensive use of the rangelands 
will mean that there will be reduced prospects for the growth of 
livestock, and that the expansion of the economy will only be possible 
through diversification. Grain production will be emphasized. The 
investment program will give a high priority to the rehabilitation of 
irrigation facilities and new investments. 

4. The fishing subsector has considerable growth potential. The 
existing fishing operations are of small size and the Government intends 
to imIrove these operations and to foster a more critical and commercial 
approach in the fishing parastatal, with priority given to artisanal 
privare sector undertakings. In 1987 a review of the sector’s opera- 
tions will be conducted and the development program strengthened. 

5. Manufacturing output will be promoted through the reform of the 
public enterprises, including the rehabilitation of viable enterprises 
and the closing of inefficient ones, and improved incentives to the 
private sector. 

6. A study of the marketing and pricing of hides and skins has 
recently been completed by LJNIDO. The authorities are reviewing the 
recommendations and will provide the World Bank, by June 30, 1987, a 
plan of action that will make the sector more efficient and expand 
exports. 

7. The investment program to be implemented in the next three years 
also includes projects that will improve Livestock quaLity in order to 
increase export earnings. In addition to rangeland improvements, these 
projects include the provision of fodder supply on stock routes and the 
expansion of veterinary services. 

b. External policies 

8. Since September 1986 a twice a month foreign exchange auction 
has been held for imports Largely from resources arising from the 
Agricultural Sector Adjustment Program (ASAP) financed by IDA. 
Beginning in February 1987, assistance from the U.S. and Italy has begun 
to be channeled through the auction, which during its several months of 
operations has attracted considerabLe participation and has functioned 
well. The Government has temporarily enhanced the existing auction 
market, which will simplify the existing exchange arrangements, and 
greatly unify the exchange markets. All export proceeds will be 
surrendered to the Central Bank at the auction rate. The auction rate, 
defined as the weighted average rate of successful bids, will be 
published regularly by the Central Bank, and will apply to all 
transactions except as specified below. Together with foreign commodity 
import assistance, up to 50 percent of export proceeds will be auctioned 
for imports, with the remaining export proceeds reserved for debt 
service and official transactions. The auctions will aim to provide 
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US$lOO million in 1987 distributed as uniformly as is consistent with 
seasonal factors. The Government of Somalia and the Fund will consult 
from time to time on the operations of the auction at the request of 
either party. Inward transfers by individuals and private and public 
enterprises will continue to be received freely through external 
accounts at the Commercial Bank. All transfers of other entities shall 
accrue to external accounts at the Central Bank and shall be transacted 
at the auction rate. Holders of external accounts at the Commercial 
Bank may continue to use them for their ow-n purposes through the 
Cozrme‘rcial Bank. Transfers between external accounts will no Longer be 
permitted, but holders may sell the proceeds to the banking system at 
the service auction rate. The Commercial Bank may be allocated foreign 
exchange at the service auction at the weighted average rate of 
successful bids for resale between auctions. Petroleum imports (about 
haif of which are being provided through aid agreements in 1987) will be 
transacted for a temporary period not to exceed December 31, 1987, at a 

rate of So. Sh. 105 per U.S. dollar. Domestic petroleum and fuel prices 
will be fixed according to the stipulations of the International 
Development Association (IDA) ASAP credit and the Treasury will receive 
any exchange gains that may arise after the Central Bank has been 
reimbursed for any exchange losses that it may incur in these 
transactions. 

9. Holders of export promoting accounts and import accounts may 
continue to use the balance in their accounts for imports, but not to 
add to their balance as from . . . . . . . 1987. 

10. Somalia has made considerable progress in recent years in moving 
towards a liberal trade and exchange system and will continue to main- 
tain a liberal system. The minimum export surrender value for livestock 
will be reviewed periodically to ascertain that they reflect current 
market conditions. 

C. Fiscal policy 

11. In 1986 administrative improvements were largely responsible 
for the more than 80 percent increase in revenues, which allowed the 
ratio of revenues to GDP to reach 6.9 percent, compared to 5.4 percent 
in 1985. A further increase to 7.5 percent is expected in this ratio in 
1987. In order to bring about this increase, Government will be 
implementing revenue measures that will generate 0.4 percent of GDP in 
the three-quarters that remain in the fiscal year. The measures 
detailed in Attachment 1 will be implemented for this purpose. On the 
basis of these measures, total revenues are now projected to reach 
So. Sh. 12.70 billion (7.5 percent of GDP) in 1987. Grants are pro- 
jected to reach So. Sh. 27.95 billion (16.4 percent of GDP), of which 
about So. Sh. 5.46 billion are for budget support and So. Sh. 24.49 bil- 
lion for projects. However the revenue and grants are likely to be 
larger, and a mid-year review of the budget will be undertaken in July 
together with the Fund. If at that time the revenue performance is 
better than presently estimated, a reduction in the Government's net 
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external and domestic indebtedness will be sought. Conversely, addi- 
tional measures will be adopted if the review indicates the need in 
order to maintain the overall deficit target. 

12. In the last few years investment outlays have been growing sub- 
stantially, increasing their ratio to GDP to about 9 percent per year in 
1985-86. Maintenance expenditures have not grown as rapidly to the 
detriment of the capacity utilization of government assets. The 1987 
budget includes a special allocation for maintenance. In 1987 Somalia 
hds suffered several armed incursions from a neighboring country, which 
have been repulsed, but which have increased defence requirements. 
These higher expenditures have come at a time when military aid to 
Somalia has been reduced drastically. 

13. These factors, together with a general wage increase (the first 
since 1982 and averaging 30 percent), and the impact of the exchange 
rate adjustment, will account for an increase in ordinary expenditures 
in 1987, despite economies which have been made in other categories of 
outlays. Ordinary expenditures are now estimated at So. Sh. 17.95 bil- 
lion (10.6 percent of GDP). A system of monthly reports will be 
instituted, and a review of ordinary expenditure will be held every 
quarter, with the help of the Fund’s Resident Representative. 
14. A three-year Public Investment Program (PIP) has been reviewed by 
the World Bank. The 1987 budget incorporates the first tranche of this 
program, including the projects being financed by emergency assistance 
from Italy (6.4 percent of GDP). Investment expenditures are projected 
to reach 19.3 percent of GDP, compared to an estimate of 9 percent for 
1986. All of these expenditures are being financed by foreign donors, 
largely through grants or concessional financing. Most expenditures 
will be on on-going projects, with priority being given to projects that 
rehabilitate existing facilities. About 86 percent of the projects are 
in the productive sectors. Transport, communication, and agriculture 
each will account for about 29 percent. 

15. The overall budgetary deficit (including grants) will decline to 
6.0 percent of GDP in 1987, compared to 6.6 percent in 1986. Excluding 
grants the ratio will rise from 14.2 percent of GDP to 22.4 percent, 
largely because of the large Italian emergency grant. However, the 
deficit will allow for a small reduction in net domestic indebtedness, 
as prospective foreign financing, including the estimated debt relief, 
will more than finance the expected deficit. 

16. Further improvements are to be implemented in the budgetary process 
during 1987. Only expenditures that have a duly authorized voucher that 
has been passed through the office of the Accountant General will be 
paid by the Central Bank. The counterpart funds from foreign assistance 
programs have become an important financing item for the budget. These 
are expected to finance 20.7 percent of total expenditures in 1987, 
compared to 29.3 percent in 1986. At the present time some of these 
resources are deposited in the Commercial Bank prior to the utilization 
for government expenditure, allowing the Commercial Bank to finance 
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credit operations in the interim. Funds received in excess of the 
budgeted amount will be deposited in the banking system and will be 
subject to a 100 percent reserve requirement, which will be kept in an 
escrow account. 

17. A review of the tax system will be initiated in 1987 aimed at 
improving the efficiency of revenue collection and at maintaining an 
increasing ratio to GDP. Assistance for this exercise has already been 
arranged with some foreign donors. On the basis of this review 

I additional measures will be implemented beginning in 1988, with the aim 
of gradually increasing the revenue performance and reducing the overall 
deficit. 

18. During the year discussions for the formulation of the basis for 
civil service reform will continue, together with foreign donors from 
whom indications of support have been received, with the aim of 
establishing a program of action. 

d. Monetary policy 
19. Monetary policy in 1987 will aim at limiting the credit 

expansion to constrain the growth of aggregate demand, at increasing the 
level of gross foreign assets, and at providing for interest rates that 
promote a more efficient allocation of resources and encourage financial 
savings. For calendar 1987 growth of net domestic credit from the 
banking system will be limited to 6.8 percent, which is consistent with 
a 13.1 percent growth in local currency deposits. In order to attain 
this objective net credit of the banking system, which totaled So. Sh. 
13.90 billion on December 31, 1986, will not exceed So. Sh. 14.36 
billion on June 30, 1987, So. Sh. 14.56 billion on September 30, 1987, 
and So. Sh. 14.85 billion on December 31, 1987. Within this total net 
credit to the central government will fall by 8.2 percent in calendar 
1987. To attain this objective net credit to the Government, which was 
So. Sh. 6.08 billion on December 31,1986, will not exceed So. Sh. 5.80 
billion on June 30, 1987, So. Sh. 5.63 billion on September 30, 1987, 
and So. Sh. 5.58 billion on December 31, 1987. The contraction of 
credit to the Government will allow for a more rapid expansion of credit 
to the private sector and public enterprises. Credit to the latter will 
be mainly available to those organizations that are in the process of 
being rehabilitated. In 1987 gross reserves of the Central Bank will be 
targeted to increase by US$8 million. The attainment of this target 
will be influenced by the implementation of the program's policies and 
by the amount of additional foreign assistance attained in cash form. 
The balance of payments financing gap presented at the Consultative 
Group meeting contains an allocation for this purpose. 

20. Under the thrust of the budgetary and credit policies described 
above there should be a significant lowering of inflationary pressures 
in the course of 1987. Already price increases have moderated con- 
siderably since October 1986, and the increase in the cost of living is 
expected to decelerate to 22 percent by the end of 1987, compared to 
31 percent in 1986. At this level interest rates for some time deposits 
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would be positive in real terms. However, to better align the structure 
of interest rates, the deposit savings rates will be increased by 2 per- 
centage points by April 15, 1987. 

21. The establishment of a Cooperative Bank has been approved by the 
Government, through a decree issued on . . . . and the Government is 
encouraging the opening of other banks. The above decree contains the 
necessary amendments to the Law that would allow establishment of other 
banks. 

e. Public enterprises 

22. To improve the allocation of domestic resources, major 
improvements in the management of public enterprises are required. For 
a number of years, the Government has pressed forward with this 
objective and several enterprises have been closed, while others have 
been rehabilitated, some under foreign management. Clearly the pace of 
reform has been slow, in comparison to the requirements. However, the 
Government has been severely handicapped by a shortage of trained 
personnel to conduct the necessary feasibility studies, a Lack of 
resources with which to promote the rehabilitation of the enterprises, 
and a private sector which does not have the management or financial 
resources to take over many of the enterprises. With the help of the 
World Bank, the Government expects to make substantial progress in this 
area in the next three years. This program of assistance will commence 
with the arrival of an industrial mission from the World Bank in the 
near future. The Government will agree with the World Bank on a 
timeframe and on the number of enterprises that will be reviewed. 

f. External financing gap 

23. Continued balance of payments difficulties, including 
important delays in foreign assistance, have resulted in Somalia's 
inability to meet its external debt obligations on schedule. At the end 
of 1986, arrears on debt payments amounted to LJSS143.1 million, of which 
USS48.6 million were to multilateral organizations. Somalia will be 
asking major donors and creditors for assistance in regularizing debt 
service obligations through debt relief and some assistance in cash 
form. In this regard, a Consultative Group meeting was held in early 
April and a meeting of the Paris Club will be requested for early 
June. Contacts are also continuing with other donors, who have not 
traditionally participated in the Paris Club, for the negotiation of 
debt relief. However, without the assistance which is being requested, 
it will be virtually impossible for Somalia to meet its external debt 
obligations. Institutional, marketing, and other measures are limiting 
export growth to about 13 percent per annum in the next three years, 
despite the structural measures being implemented, unless a traditional 
market for cattle, which has been closed since 1983, is re-opened. 
Moreover, a further contraction in imports to release resources for debt 
service would be counter-productive in maintaining an adequate pace of 
development and export growth. On the basis of the requested 
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assistance, which includes a necessary component in cash and petroleum 
products, Somalia expects clear its outstanding arrears by the end of 
1988. 

24. At the present time, a financing gaps in the balance of 
payments of US$lll million and LJS$103 million are projected for 1987 and 
1988. Debt relief could fill an overwhelming part of the gaps, but 
without a minimum assistance in cash or petroleum products of US$30-40 
million in 1987 and 1988, the regularization of the debt payments and 
the needed increase in foreign assets in the Central Bank will not be 
attained. 

25. Because of the current debt difficulties, the Government will 
not contract or guarantee any nonconcessional Loan with a maturity of 
l-12 years or any short-term credits other than import credits, with the 
exception of! arrangements that may emerge from debt reschedulings or 
bridge Loans that may be necessary to repay outstanding arrears to 
multilateral organizations. 

g= Performance criteria and benchmarks 

26. As indicated above, to monitor progress under the program, the 
following quantitative performance criteria will apply: 

(1) quarterly ceilings on net credit of the banking system; 

(2) quarterly ceilings on net credit to the Central Government; 

(3) An embargo on the contraction or guarantee of nonconcessional 
Loans with a maturity of L-12 years and short-term credits other than 
trade credits and arrangements that may emerge from debt reschedulings 
or bridge Loans that may be necessary to repay outstanding arrears to 
multilateral organizations; 

(4) an embargo on the introduction or intensification of exchange 
restrictions; 

(5) a review of the program prior to December 1987. In addition 
to consultations with the Managing Director no Later than July 1987 and 
July 1988 on the policies set forth in the Economic and Financial 
Memorandum. 

27. For the purpose of the first annual arrangement under the 
Structural Adjustment Facility (SAF) the following will serve as 
benchmarks for the timetable of specific policy actions under the SAF: 

(1) Limit net domestic credit to So. Sh. 14.85 billion on December 
31, 1987 and So. Sh. 15.47 billion on June 30, 1988; 

1987; (2) 
implement an enhanced foreign exchange auction beginning May 
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(2) apply for a Paris Club rescheduling; 

(4) review agricultural support prices in early 1988; 

(5) provide a plan of action for ADC, including provisions for 
bulk importation of agricultural inputs and for the resale by private 
traders and farmers in the rural sector by December 1987; 

(6) implement an expansion of extension services for citrus by 
December 1987; 

(7) continue to price petroleum products at import parity Level; 

(8) prepare a timeframe for the study and review of public 
enterprises with the World Bank by September 1987; 

(9) increase the role of the Accountant General in the expenditure 
process by June 1987; 

(10) initiate a review of the tax system by September 1987; 

(11) initiate discussions with major donors for the financing of 
civil service reform. 

On the basis of the expected assistance and other balance of 
payments developments, the Central Bank's net foreign assets are 
targeted to improve by about US$50 million in 1987 and by a further 
US$40 million in 1988. However, g iven the seasonal factors involved in 
the first semester of 1988 net foreign assets are projected to fall by 
about US$4 million from the beginning year Level by end-June 1988. 
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ATTACHMENT I 

Proposed Revenue Measures - 1987 

1. A contract is being negotiated with Compagnie General de 
Surveillance (CGS) through which the customs service will be provided 
with lists of minimum sales prices on a periodic basis for the most 
important import commodities. These Lists will be used to reduce the 
extent of misreporting of imports for customs purposes. 

2. Tariffs are being reviewed with the aim of raising at Least an 
additional So. Sh. 100 million in the second half of 1987. 
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SOMALIA - Stand-by Arrangment 

Attached hereto are a letter and annexed memorandum dated June 
1987 from the Minister of Finance and Governor of the Central Bank OF 
Somalia requesting a stand-by arrangement and setttng forth the policies 
and objectives that the authorities of Somalia intend to pursue for the 
period of this stand-by arrangement and understandings of Somalia with 
the Fund regarding reviews that will be made of progress In realizing 
the objectives of the program and of the policies and measures that the 
authorities of Somalia will pursue for the remaining period of this 
stand-by arrangement. 

To support these objectives and policies, the International 
Monetary Fund grants this stand-by arrangement in accordance with the 
following provisions: 

1. For the period from until January-, 1989, 
Somalia will have the right to make purchases from the Fund in an amount 
equivalent to SDR 33.15 million, subject to paragraphs 2, 3, 4, 5, and 6 
below, without further review by the Fund. 

2. (a) Purchases under this arrangement shall not, without the 
consent of the Fund, exceed the equivalent of SDR 5.53 million until 
August 1, 1987, SDR 11.06 million until November 1, 1987, SDR 16.39 
million until February 15, 1988, SDR 22.12 million until April 15, 1988, 
SDR 27.65 million until November 1, 1988. 

3. (a) None of the limits in (a) above shall apply to a purchase 
under this stand-by arrangement that would not increase the Fund's 
holdings of Somalia's currency in the credit tranches beyond 25 percent 
of quota or increase the Fund's holdings of that currency resulting from 
purchases of supplementary financ-lng or borrowed resources beyond 12.5 
percent of quota. 

4. Purchases under this stand-by arrangement shall be made from 
ordinary and borrowed resources in the ratio of 1 to 2, provided that 
any modification by the Fund of the proportions of ordinary and borrowed 
resources shall apply to amounts that may be purchased after the date of 
modification. 

5. Somalia will not make purchases under this stand-by arrangement 
that would increase the Fund's holdings of Somalia's currency in the 
credit tranches beyond 25 percent of quota, or increase the Fund's 
holdings of that currency resulting from purchases of supplementary 
financing or borrowed resources beyond 12.5 percent of quota; 

(a) during any period in which the data at the end of the 
preceding period indicate that 

(1) the limit on net domestic credit of the banking system 
described in paragraph 19 of the annexed memorandum, or 



- 48 - APPENDIX III 

(ii) the limit on net credit to the Government described in 
paragraph 19 of the annexed memorandum, 

(iii) the target of petroleum and fuel prices described in 
paragraph 8, 

is not observed; or 

(b) after December 31, 1987, if the adjustment to an import parity 
of the auction rate import price specified in paragraph 8 is not 
observed; or 

(c) if Somalia fails to observe 

(1) the embargo on the contracting of new public and 
publicly guaranteed foreign indebtedness of a maturity 
not exceeding one year, other than import credits or 
bridge loans that may be necessary to repay arrears to 
multilateral organizatlons, 

(ii) the embargo on the Government's contracting or 
guaranteeing of external borrowing on nonconcessional 
terms in the L-12 year maturity range, 

described in paragraph 25 of the annexed memorandum; and 

Cd) after October 31, 1987, until the review contemplated in the 
fifth paragraph of the attached Letter is completed and suitable 
performance criteria have been established, or after such performance 
criteria have been established while they are not being observed; or 

(e) during the entire period of this stand-by arrangement, if 
Somalia 

(1) imposes new or intensifies existing restrictions on 
payments and transfers for current international 
transactions, or 

(Ii) introduces new or modifies existing multiple currency 
practices, or 

(iii) concludes bilateral payments agreements that are 
inconsistent with Article VIII, or 

(iv) imposes or intensifies import restrictions for balance 
of payments reasons. 

When Somalia Is prevented from purchasing under this stand-by 
arrangement because of this paragraph 4, purchases will be resumed only 
after consultation has taken place between the Fund and Somalia and 
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understandings have been reached regarding the circumstances in which 
such purchases can be resumed. 

5. Somalia will not make purchases under this arrangement during any 
period of the arrangement in which the member has an overdue financial 
obligation to the Fund or is failing to meet a repurchase expectation 
pursuant to the Guidelines on Corrective Action in respect of a 
noncomplying purchase. 

6. Somalia's right to engage in the transactions covered by this 
stand-by arrangement can be suspended only with respect to requests 
received by the Fund after (a) a formal ineligibility, or (b) a decision 
of the Executive Roard to suspend transactions, either generally or in 
order to consider a proposal made by an Executive Director or the 
Managing Director formally to suppress or to limit the eligibility of 
Somalia. When notice of a decision of formal ineligibility or of a 
decision to consider a proposal is given pursuant to this paragraph 6, 
purchases under this arrangement will be resumed only after consultation 
has taken place hetween the Fund and Somalia and understandings have 
been reached regarding the circumstances in which such purchases can be 
resumed. 

7. Purchases under this stand-by arrangement shall he made in the 
currencies of other members selected in accordance with the policies and 
procedures of the Fund, and may be made in SDRs if, on the request of 
Somalia the Fund agrees to provide them at the time of the purchase. 

8. The value date of a purchase under this stand-by arrangement 
involving borrowed resources will be determined in accordance with Rule 
G-b(b) of the Fund's Rules and Regulations. Somalia will consult with 
the Fund on the timing of purchases involving borrowed resources in 
accordance with Rule G-b(d). 

9. Somalia shall pay a charge for this arrangement in accordance with 
the decisions of the Fund. 

10. (a) Somalia shall repurchase the outstanding amount of its 
currency that results from a purchase under this stand-by arrangement in 
accordance with the provisions of the Articles of Agreement and 
decisions of the Fund, including those relating to repurchases as 
Somalia's balance of payments and reserve position improves. 

(b) Any reductions in Somalia's currency held by the Fund shall 
reduce the amounts subject to repurchase under (a) above in sccordance 
with the principles applied by the Fund for this purpose at the time of 
the reduction. 

(c) The value date of a repurchase in respect of a purchase 
financed with borrowed resources under this stand-by arrangement will be 
normally either the 6th day or the 22nd day of the month, or the next 
business day IF the selected day is not a business day, provided that 
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repurchase will be completed not later than seven years from the date of 
purchase. 

11. During the period of the stand-by arrangement, Somalia shall remain 
in close consultation with the Fund. These consultations may include 
correspondence and visits of officials of the Fund to Somalia or of 
representatives of Somalia to the Fund. Somalia shall provide the Fund, 
through reports at intervals or dates requested by the Fund, with such 
information as the Fund requests in connection with the progress of 
Somalia in achieving the objectives and policies set forth in the 
attached letter and annexed memorandum. 

12. In accordance with the letter, Somalia ~111 consult with the Fund 
on the adoption of any measures that may be appropriate at the 
initiative of the Government or whenever the Hanaging Director requests 
consultation because any of the criteria in paragraph 4 above have not 
been observed or because he considers that consultation on the program 
is desirable. In addition, after the period of the arrangement and 
while Somalia has outstanding purchases in the upper credit tranches, 
the Government will consult with the Fund from time to time, at the 
initiative 0.f the Government or at the request of the Managing Director, 
concerning Somalia's balance of payments policies. 
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ATTACHMENT 

Somalia: Schedule of Purchases during Period of 
Stand-by Arrangement, June 1987-January 1989 

Amount 
Scheduled Conditions necessary 

availability for purchase l-/ 

SDR 5.53 million June , 1987 Board approval of program 

SDR 5.53 million After August 1, 1987 Compliance with quantitative 
performance criteria as of 
June 30, 1987 and completion 
of review with Managing 
Director 

SDR 5.53 million After November 1, 1987 Compliance with quantitative 
performance criteria as of 
September 30, 1987 and 
completion of program review 

SDR 5.53 million After February 15, 1988 Compliance with quantitative 
performance criteria as of 
December 31, 1987 

SDR 5.53 million After April 15, 1988 Compliance with quantitative 
performance criteria as of 
March 31, 1987 

SDR 5.53 million After November 1, 1988 Compliance with quantitative 
performance criteria as of 
September 30, 1988 

l! Other than generally applicable conditions under the arrangement and non- 
qu%titative performance criterfa (including the performance clause on the exchange 
and trade system). 
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APPENDIX IV 

Somalia: Three-year and First Annual Arrangements 
Under the Structural Adiustment Facilitv 

In the letter with an annexed Xemorandum on Economic and Financial 
Policies in Appendix I dated June 5, 1987, from the Minister of Finance 
and the Governor of the Central Bank of Somalia requesting from the Fund 
a three-year structural adjustment arrangement and the first annual 
arrangement thereunder, and setting forth 

(1) the ohjectlves and policies of the program to be supported by 
the three-year arrangement, 

and 

(ii> the objectives and policies of the program to be supported by 
the first annual arrangement. 

To support these objectives and policies, the Interntional Monetary 
Fund grants the requested arrangements in accordance with the following 
provisions and subject to the Regulations for the administration of the 
Structural Adjustment Facility: 

1. For a period of three years from , 1987 Somalia will 
have the right to obtain three successive loans from the Fund under the 
Structural Adjustment Facility in a total amount equfvalent to 
SDR 20.774 million. 

2. The first loan, in an amount equivalent to SDR 8.84 million, 
is available for disbursement at the request of Somalia. 

3. The second and third loans will be available upon approval by 
the Fund of the corresponding annual arrangements and will be 
disbursedat the request of Somalia. The amount of the second loan will 
be equivalent to SDR 5.967 million, and the amount of the third loan 
will be equivalent to SDR 5.967. 

4. Before approving the second annual arrangement, the Fund will 
appraise the progress of Somalia in implementing the policies and 
reaching the objectives of the program supported by the first annual 
arrangement, taking into account primarily: 

(a) the indicators described in paragraph 27 of the 
Memorandum of Economic and Financial Policies, 

(b) imposition or intensification of restrictions on and 
payments transfers for current international transactions, 

(c) introduction or modification of multiple currency 
practices, 
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Cd) conclusion of bilateral payments agreements which are 
inconsistent with Article VIII, 

(e) imposition or intensification of import restrictions for 
balance of payments reasons. 

5. In accordance with the seventh paragraph of the letter, 
Somalia will provide the Fund with such information as the Fund requests 
in connection with the progress of Somalia in implementing the policies 
and reaching the objectives supported by the first anrxal‘arrangement. 

6. In accordance with the eighth paragraph of -,he letter, 
Somalia will consult with the Managing Director on the adoption of any 
measures that may be appropriate at the initiative of rhe Government or 
whenever the Managing Director requests consultation because he 
considers that consultation on the program is desirable. These 
consultations may include correspondence and visits of officials of the 
Fund to Somalia or of representatives of Somalia to the Fund. 
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SOMALIA - Relations with the Fund 
(As of April 30, 1987) 

I. Membership Status 

(a) Date of membership: August 31, 1962 
(b) Status: Article XIV 

A. Financial Relations 

(Amounts in millions of SDRs, unless otherwise indicated) 

II. General Department 

.li shi 

Of which: credit tranches 

enlarged access 

44.2 
llings: 162.94 (368.64 percent 

of quota) 
118.73 (268.63 percent 

of quota) 
16.94 (38.32 percent 

of quota) 
69.19 (156.55 percent 

of quota) 

(a) Quota: 
(b) Total Fund holdings of Soma 

(c) Fund credit: 

compensatory financing 
facility 32.60 (73.76 percent 

of quota) 

III. Current Stand-By or Extended Arrangement and Special Facilities 

(a) Latest stand-by arrangement: 

(i) Duration from February 22, 1985 
to September 30, 1986 

(ii) Amount 
(iii> Utilization 

(iv> Undrawn balance 

20.1 
20.1 

(b) Previous stand-by arrangements during the 
last 10 years: 

(i) Duration from July 15, 1982 to 
January 14, 1984 

(ii) Amount: 60.0 
(iii) Utilization: 60.0 

(iv> Undrawn balance: -- 

(i) Duration from July 15, 1981 to 
July 14, 1982 

(ii) Amount: 43.1 
(iii) Utilization: 43.1 

(iv> Undrawn balance: -- 

(i) Duration from February 27, 1980 to 
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February 26, L981 
(ii) Amount: 

(iii) Utilization: 
(iv) Undrawn balance: 

11.5 
6.0 
5.5 

(c) Special f acilities (current year and past two years): 

(i> Compensatory financing facility 
(effective February 22, 1335) 

Amount: 32.6 
Utilization: 32.6 

IV. SDR Department 

(a) Net cumulative allocations: 13.7 
(b) Holdings: None 

V. Administered Accounts 

(a) Trust Fund loans 

(i> Disbursed: LO.69 
(ii) Outstanding: 8.57 

(b) SFF Subsidy Account None 

VI. Overdue Obligations to the Fund as at 517187: 
(millions of SDRs) 17.98 

VII. Somalia has used Fund resources since 1964. 

B. Nonfinancial Relations 

VIII. Exchange Rate Arrangement: 

On January 1, 1985 Somalia established a dual exchange rate system 
whereby the official rate applies to all official transactions and the 
surrendered portion of export receipts, and the market rate applies to all 
other transactions. The official exchange rate, which was set at So. Sh. 36 = 
US$l on January I, 1985, was pegged to the SDR adjusted for relative price 
developments vis-a-vis the five countries included in the SDR basket. The 
daily exchange rate was to be maintained within margins of 7.5 percent around 
the fixed real-term relationship to the SDR with indicative bands of 2.25 
percent. There was, moreover, to be an additional devaluation of So. Sh. 0.5 
per U.S. dollar each month of the official rate. For the second half of 1985, 
agreement on the exchange regime for the official exchange rate was not 
reached, and the rate remained at So. Sh. 40.6083 = US$l from June 5 to 
November 1, 1985. On November 2, 1985, the official rate was devalued by 
So. Sh. 1.8917 per U.S. dollar bringing it in line with the earlier agreement 
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to devalue by So. Sh. 0.5 per U.S. dollar per month. On January 21, 1986 the 
official rate was devalued by So. Sh. 12 per U.S. dollar, and for the months 
of March-November, the rate was further devalued in accordance with decisions 
reached in November and January to devalue the rate by So. Sh. 4 on the first 
of each month. These monthly devaluations continued to November 1986, at 
which time the official rate was So. Sh. 90.5 = US$l. This has been 
maintained through April 1987. 

The posted rate at the commercial bank, which had been maintained at So. 
Sh 84.4 per U.S. dollar since April 1985, was unified with the official rate 
on October 1, 1986. Beginning on September i, 1986, the Central Bank 
initiated bi-monthly foreign exchange auctions. The weighted average rate at 
the April 16, 1987 (Dutch) auction was So. Sh. 128.6 per U.S. dollar and the 
lowest successful bid was So. Sh. 127.0 per U.S. dollar. The free market rate 
during the first two weeks of April 1987 averaged So. Sh. 154 per U.S. dollar. 

IX. Article IV Consultation, Stand-By Review, and Discussions 
of 1987 Program 

Discussions for the 1986 Article IV consultation and final review of the 
1985 stand-by arrangement were held in Mogadiscio on July 9-21, 1986. The 
staff report (SM/86/225 and Correction 1) and the review under the stand-by 
arrangement (SM/86/217) were discussed by the Executive Board on September 22, 
1986. The decisions adopted were as follows: 

1986 Consultation 

Executive Board Decision - September 22, 1986 

1. The Fund takes this decision relating to SomaLia's exchange measures 
subject to Article VIII, Sections 2(a) and 3, and in concluding the 1986 
Article XIV consultation with Somalia, in the light of the 1986 Article IV 
consultation with Somalia conducted under Decision No. 5392-(77163) adopted 
April 29, 1977 (Surveillance over Exchange Rate Policies). 

2. Somalia maintains a restriction on the making of payments and 
transfers for current international transactions as evidenced by the 
accumulation of some commercial arrears, and multiple currency practices, 
subject to Fund approval under Article VIII, Sections 2(a) and 3, as described 
in SM/86/234. The Fund notes the intention of the Government of Somalia to 
eliminate the multiple currency practices, which were approved through 
December 31, 1986 (Executive Board Decision No. 8282-(86/81), adopted May 12, 
1986), in the context of the adjustment program described in EBS/86/93. The 
Fund grants approval of the restriction evidenced by the accumulation of 
commercial arrears through December 31, 1987 or the next Article IV 
consultation with Somalia, whichever is earlier. 
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Review of Stand-by Arrangement 

1. The Government of Somalia has consulted with the Fund in accordance 
with paragraph 4 of the stand-by arrangement for Somalia (EBS/81/1, l/2/85) as 
amended, and paragraph 35 of the letter attached thereto as modified by 
paragraph 20 of the letter dated April 22. 1986, from the Minister of Finance 
and the Governor of the Central Bank of Somalia, concerning deviations in the 
observance of the performance criteria under-paragraph 4 of the stand-by 
arrangement, and in order (a) to review progress made by Somalia in realizing 
the objectives of its program, (b) t o reach understandings on the balance of 
payments gap, exchange rate and budgetary and petroleum pricing policies that 
the authorities will pursue during the period through September 30, 1986, and 
(c) to establish suitable performance criteria for the rest of the program. 

2. The letter dated September 16, 1986, from the Minister of Finance 
and the Governor of the Central Bank of Somalia, setting forth policies and 
measures that the authorities will pursue, shall be annexed to the stand-by 
arrangement for Somalia and the Letters of November 8, 1984, and April 22, 
1986, shall be read as modified and supplemented by the letter dated 
September 16, 1986. 

3. Somalia will not make purchases under the stand-by arrangement that 
will increase the Fund’s holdings of Somalia’s currency in the credit tranches 
beyond 25 percent of quota, or increase the Fund’s holdings of that currency 
resulting from purchases of borrowed resources byeond 12.5 percent of quota, 
during any period in which the data at the end of the preceding period 
indicate that: 

(a) the limit on total domestic credit of the banking system 
described in paragraph 10 of the letter of September 16, 1986, or 

(b) the limit of net credit from the banking system to the Government 
described in paragraph 10 of the letter of September 16, 1986, 

is not observed. 

4. The Fund decides, pursuant to paragraph 4 of the stand-by 
arrangement, that the review contemplated in paragraph 35 of the letter of 
November 8, 1984, as modified by paragraph 20 of the letter of April 22, 1986, 
is completed and that no additional understandings are necessary; and that 
notwithstanding the nonobservance of the performance criteria on net credit to 
the Government for April 30, 1986, Somalia may resume to make purchases under 
the stand-by arrangement. 
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X. Technical Assistance: 

(a) FAD: 

(b) CBD: 

(c) Other: 

From December 1983 to March 1986 an 
Advisor from the FAD assisted the 
Ministry of Finance as tax advisor. 

Since October 1984 a consultant 
on'external debt has been 
assisting the Ministry of 
Finance. The Central Bank has 
been assisted by a research 
advisor since August 1985, and 
a training advisor since 
December 1985, both of whose 
assignments were terminated 
in 1986. 

XI. Resident Representative/Advisor: 

A Bureau of Statistics mission 
reviewed in May 1985 the 
coverage, sectorization, and 
classification of monetary 
accounts. In June 1986 tech- 
nical assistance for the 
auction market was provided 
by a staff member from ETR. 

Mr. Salvatore Schiavo-Campo assumed his post as resident representative 
to Somalia on March 27, 1985. 
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Table 1. Financial Relations of the World Bank Group with Somalia 

Date of membership, IBRD: August 31, 1962 

Capital subscription, IBRD: SDR 18.9 million 

Totai credits 1/ Disbursed 21 Undisbursed 31 - 
and outstan;?ing 

- 

IDA credits 41 - 

Agriculture, livestock, fisheries 
and rural development 
Of which: ASAP 5/ - 

Education and technical assistance 

Energy 27.2 

Industry 4.5 

Transportation 99.3 70.1 27.0 

Utilities 

Total 353.6 227.0 118.7 

IFC operations 0.9 0.9 . . . 

(In millions of U.S. dollars) 

170.1 
(66.7) 

31.5 

21.0 

89.4 
(14.6) 

28.3 

19.7 

4.5 

15.0 

80.3 
(52.1) 

2.8 

7.5 

1.1 

Source : World Bank. 

l/ Original principal of outstanding credits, including valuation adjustments, - 

less cancel lations and 
less cancellations. 

2/ Original principal, including valuation adjustments, - 
repayments. 

31 Undisbursed credits, including valuation adjustments. 
T/ Through November 30, 1986. 
T/ Agricultural sector adjustment program. - 
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Table 2. Somalia: World Bank Loans and Debt Service, 1983-88 

(In millions of U.S. dollars) 

1983 1984 1985 1986 1987 11 1988 l/ - 

Loans 
IBRD (net) 

Disbursements 
IDA (net) 

Disbursements 2/ 
Amortization - 

Total loans (net) 

se -- -- SW SW -- 
-- me -- -- -- -- 
-- -- -- -- SW -- 

17.0 24.6 21.8 47.8 43.5 41.9 
(17.0) (14.6) (21.8) (43.5) (41.9) 41.9 

(--I (--I (-1 (-1 (--> (--I 
17.0 24.6 21.8 47.8 43.5 41.9 

Interest payments 
IBRD 
IDA 

Total interest 

-- -- -- -- se -- 
0.9 0.8 1.2 1.4 1.5 1.60 
0.9 0.8 1.2 1.4 1.5 1.60 

Source: World Bank. 

l/ Projections. 
F/ Excludes Special Africa Facility disbursements of about US$lO million in 1986, 

and US$20 million and US$25 million in 1987 and 1988, respectively. In FY 1987 IDA's 
Board of Executive Directors approved a Ports Modernization Project (US$22 million), 
a Semi-Mechanized Rainfed Pilot Project (US$13 million), and an Agricultural Extension 
Research Project for US$12 million. For FY 1988, IDA envisage to bring to its Board three 
projects, namely for Power Rehabilitation (US$lO million), Bardhere Dam Preparation 
(US$lO million); and a 2nd Phase of the Agricultural Structural Adjustment Program 
(ASAP II) of about US$50). For FY 1989 two projects are planned, including an Irrigation 
Rehabilitation Project on the Shebelli River for an amount of abou US$20 million, and 
the Bardhere Dam Multipurpose Project (irrigation, flood control, power generation and 
transmission) for US$50. The total estimated cost for this last project is in excess of 
US$350 million. For FY 1990 IDA envisages a project to rehabilitate Somalia's Public 
Sector Enterprises for which about US$25 million has been earmarked. Also under 
active preparation is a Population/Health and Nutrition Project for US$25 million, while a 
3rd Phase of the Agricultural Structural Adjustment Program is scheduled for about 
US$45. 
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Area and population 

Area 637,700 square kilmters 
Population: Total (ndd-1985 estinmte) 5.8 million 

&-u&h rate 3.1 percent 

1982 1983 1984 1985 1986 1987 
Prelim. Est. prog. 
Actual 

QIP at factor cost 
(at 1978 prices) lJ 

Annual real rate of grwth 
(percent) 8.5 2.4 3.5 6.4 5.0 4.1 

Prices (percent change) 

Mo~discio consuw price 
itxiex(periodaverage) 22.6 36.4 92.2 37.8 35.6 18.7 

Governmzntfinsnce (In millions of So~li shillings) 

Total revenue 
Transfers from local 

authorities 
Grants (excluding direct food 

aid for refugees) 
Or&nay expenditureg 
Transfers tolokt 

authorities 
Investment expenditure 

Overall deficit (-) 
Change in dolnestic counterpart 

externalarrears 
Other-adjustment to cash basis 
Financing 

Foreign (net) 2/ 

2,588 4,075 3,774 5,220 9,500 12,700 

172 178 205 . . . . . . . . . 

1,056 1,106 1,980 6,620 10,418 27,948 
-2,750 -4,539 -7,965 -9,918 -16,234 -17,951 

-l55 -177 -175 . . . . . . . . . 
-2,461 -1,920 -3,124 -7,940 -10,433 -32,806 
-1,550 -1,277 -5,305 -6,018 -9,146 -10,109 

- 
. . . 

1,550 
1,724 

- 1,.800 -1,440 2,834 -1,898 
. . . l ‘- 300 . . . . . . 

1,277 3,505 7,158 6,312 12,007 
1,572 940 5,033 6,426 4,530 

11 Sormlia has no reliable series of national income data. These are staff estimtes. 
T/ 1985 and 19% on comdtxent basis. 
7. Includes loans-irkind. - 



Gwernnrznt Finance (cont'd) 

-174 1 
(-150) 
(-24) 

- 

(Inudllions of Somali shillings) 

lhestic 
Ranking system 
Cash balances 

Debt relief 

-295 2,565 1,045 -152 
(-295) (2,573 (875) (-152) 

(-1 C-8) (170) c-1 
- l,@Q . . . 

(Z) 
(-1 . . . 

. . . 
F1na-cit-g BP L/ . . . . . . . . . . . . . . . 7,977 

Fbney and credit (end of period) (Percent change) 

Dowstic credit 10.5 4.7 52.8 19.8 20.7 6.8 
Government (net) 4.7 -14.0 142.6 23.8 12.1 -8.2 
Other 27.3 18.2 51.6 16.4 28.4 18.5 

Money and quasi-wney 14.4 7.1 22.4 45.4 37.0 13.1 

Balance of payments / (Inrtdllions of U.S. dollars) 

Exports, f.o.b. 
Imports, c.i.f. 21 

Trade balance 
Services and private 

transfers (net) 
Current ace-t Mance 
Capital account (net) 

official 3J 
Private 

Allocation of SDRs 
Overall deficit 

137 loo 
-484 -450 
-347 -350 

59 55 
-288 -295 

244 209 
280 248 
-36 -39 

-44 436 

62 

-344 

25 
-319 

180 
220 
4.3 

-139 

93 
-367 
-274 

-35 
-3#3 

259 
278 
-19 

-50 

99 
-363 
-264 

-33 
-297 

210 
243 
-33 
- 

-87 

-289 

-24 
-313 

317 
317 
- 
- 
+5 

Gross official foreign reserves 
(end of period) 

In weeks of imports 

External public debt 

Disbursed and outstanding 4/ 
- (end of period) 

&bt service as percent of 
exports of goods, non- 
factor services, and private 
transfers 41 
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1982 1984 1985 1986 - - 
Prelim. Est. 

actual 

1987 
prog. 

14.3 15.8 

1.5 1.8 

6.3 34.6 

0.8 

11.6 26.6 

1.6 3.8 4.5 

856.2 958.5 1,023.3 1,229.7 1,277.7 1,340.7 

. . . . . . 57.2 58.3 93.2 94.8 

l/ Expected to be closed through debt relief. 
-ii I)n a cwnnitment basis from 1985. 
3/ Including loans and grants in kind. 
‘G/ Excludes special bilateral agreewnts wit!! the U.S.S.R. and Rulgaria, and loans from the 

Pezple's Republic of China and Abu Chabi that have been frozen by mdual consent. 


