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ACTION MEMORANDUM FOR THE ASSISTANT ADMINISTRATOR FOR AFRICA 

FROM: AAA/AFR/ John W. Koe rin5 

SUBJECT: Somalia Comi odity Import Program (649-0118) 

Problem: Your approval is requested for a grant to the Government of Somalia (GSDR) 
In the amount of $15 million from Economic Support Funds for the FY 1982 Commodity 
Import Program (CIP). It is planned that the entire amount will be obligated in the 
current fiscal year. 

Background: Since independence in 1960, economic progress in Somalia has been slow 
and uneven, with very little development recorded in the first decade. The period 
1969-1977 achieved some improvements in social services and education, but economic 
growth barely kept pace with population increases, and domestic food production declined 
as imports rose. In 1977 the conflict with Ethiopia resulted in the withdrawal of Soviet 
credits and the addition of a massive economic and human burden in the form of refugees. 

The next two years (1978-79) were characterized by growing balance of payments 
difficulties, budget deficits and severe inflation. In 1980, recognizing the failure of 
economic policies since the revolution, the GSDR entered into a stabilization program 
with the IMF which involves several strict monetary and fiscal policy measures, including 
a GSDR commitment to phase out inefficient public enterprises. If successfully 
implemented, and the IMF is reportedly optimistic about results so far, it may be 
possible to achieve significant improvements in the Somali economy in the next few years. 

The CIP grant is proposed as a short-term method of directly helping to alleviate 
Somalia's current balance of payment deficit, recently estimated by the GSDR at about 
$175 million annually. 

Discussion: The CIP grant will (1) provide support for the IMF stabilization program, 
(2) stimulate growth of the Somali private sector, and (3) provide the country with 
access to a portion of the imports needed to improve economic performance. 

Procurement under this grant will be restricted to commodities of Code 941 source and 
origin related to the agricultural and agro-industrial sectors, and to private manufacturing 

Approximatelyactivities, with the specific list to be agreed upon by the GSDR and AID. 

66% of the procurement will be for the public sector and 34% for the private sector.
 

Although $15 million will be authorized at this time in the PAAD, this amount is set 
by funding limitations rather than program needs. The PAAD includes an alternative 
program level of $20 million, with the additional $5 million to be added, if and when 
available, by amendments to the PAAD and Grant Agreement. The economic rationale 
fully supports a level of $20 million. The PAAD contains an illustrative list of 
commodities to be financed at both the $15 million and $20 million levels. Major items 
by sector include: 

A. 	 Public Sector - fertilizer, cement and , 'ated materials for canal repair, trucks, 
grain and fertilizer storage facilities, bulldozers, equipment for sugar and cotton 
plantatiops, factory and foundry machinery and spare parts. 



U. 	 Frivate sector - equipment for aluminum factory and oxygen plant, bulldozers, 
tractors and pumps. 

Somali local currency generated as counterpart by public and private imports will accrue 
to the GSDR for use in agreed priority development areas, including expansion of food 
product!on; agricultural research and extension; and improvement of the human resource 
base through training. Rehabilitation of existing irrigation systems and schemes to 
open up new lands to production through irrigation are among prospective activities 
eligible for counterpart financing, especially where a major objective is to enhance the 
productivity and welfare of refugee population3. In addition, local currency requirements 
related to AID's separate project to repair and rehabilitate the Kismayo Port could be 
met through counterpart generated by the CIP. Finally, based on negotiations with 
the GSDR, a small share of the local currency proceeds (not more than five percent) 
may be reiserved for use by the USAID Mission. 

The PAAD contains several covenants which call for special efforts by the GSDR in 
key areas of the economy and which are now being negotiated with the GSDR. These 
include: 

- Adherence to the IMF stabilization program. 

- Efforts to improve the efficiency of public enterprises in the agricultural and agro
industrial sectors, including progress in phasing out inefficient state enterprises. 

- Reform of investment code and other policy actions to encourage foreign and domestic 
private investment. 

- Economic incentives to encourage the retention of skilled personnel in agriculture 

and 	 related industries. 

- Policy reforms to stimulate private savings. 

- Steps to ensure the proper functioning of the foreign exchange allocation and import 
licensing systems. 

- Efforts by the GSDR to pursue with the World Bank the formation of a Consultative 
Group for Somalia under IBRD auspices to stimulate and coordinate future donor 
assistance to Somalia. (This covenant was added as a result of the ECPR meeting 
on this CIP grant.) 

The grant will be administered in accordance with AID Regulation 1, u.qing standard 
commodity financing procedures. The implementing agent for the GSDR will be the 
Ministry of Planning. However, the Ministry of Finance, in cooperation with the Central 
Bank, will control the disbursement of funds. The USAID/Somalia officer responsible 
for the CIP is Rene Daugherty; the Africa Bureau Project Officer responsible is Morgan 
Gilbert of AFR/DR/EAP. 

Commodities provided to the private sector will be financed by normal commercial 
banking procedures. Counterpart funds generated by these sales will be deposited into 
a special account(s) and used for development purposes, as illustrated above. 
Disbursement of the grant will be within a 24 month period from the grant agreement 
date and will be through standard AID Letter of Commitment/Letter of Credit 
procedures. The Project Committee is satisfied that implementation arrangements 



3
 

outlined in the PAAD are fully adequate, and no special problems are perceived In the 
disbursement of the grant. 

The PAAD contains an Initial Environmental Examination which determines that this 
activity qualifies for a categorical exclusion from environmental procedures. This 
finding is concurred in by the Bureau Environmental Officer. 

No Waivers are deemed necessary to implement this CIP grant. Since Somalia is 
recognized as a least developed country, commodities of Code 941 Source and Origin 
are eligible without waivers. 

This activity was included in the FY 1982 Congressional Presentation (Africa Annex, 
page 211) in the amount of $15 million. No further notification to the Hill is required. 

Recommendation: That you sign the attached PAAD, thereby authorizing the proposed 
CIP grant to Sfialia in the amount of $15 million. 

Clearances: 
AFR/DR/EAP, SCol 
AFR/EA, BKline ' "/Z-
GC/AFR, TBork. 
AFR/DP, TCornell- -
SER/COM/ALI, W I 
AFR/DR, NCohen 
AFR/DP, ICoker. 3,s v 

7s W.- Raven Norty 

Drafted:AFR/DR/EAP, MGilbert:dph:2/24/82 



Addendum 

As a result of the Africa Bureau's meeting of the Economic Committee for 
Project Review (ECPR) on January 12, 1982, the following additional points are 
incorporated in this PAAD and will be Included in the Grant Agreement. 

Add to Section I.C., Terms and Conditions (page 4): - Take steps to pursue 
with the World Bank the establishment of-a Consultative Group for Somalia 
under World Bank auspices. 

Add to Section VIII. A. Administrative Entities (page 31): 3. Evaluation 
- Within a 6-9 month period after execution or the Grant Agreement, tn 
evaluation mission comprising representatives of the GSDR, USAID/Somalia and 
REDSO/EA (Nairobi) will (1) assem progress in compliance with covenants under 
this CIP and (2) verify arrangements and procedures established to implement 
the CIP and programs generated by local currency proceeds. 
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Addendum 

As a result of the Africa Bureau's meeting of the -Economic Committee for 
Project Review (ECPR) on January 12, 1982, the following additional points are 
incrporated in this PAAD and will be included In the Grant Agreement. 

Add to Section I.C., Terms and Conditions (page 4): - Take steps to pursue 
with the World Bank the establishment of a Consultative Group for Somalia 
under World Bank auspices. 

Add to Section VIII. A. Administrative Entities (page 31): 3. Evaluation 
- Within a 6-9 month period after execution of the Grant Agreement, an 
evaluation miscion comprising representatives of the GSDR, USAID/Somalla and 
REDSO/EA (Nairobi) will (1)assess progress in compliance with covenants under 
this CIP and (2) verify arrangements and procedures established to implement 
the CIP and programs generated by local currency proceeds. 



SOMALIA:- cmoSDmITPlOT-,GRNT-

I. SIROMA AND RECM0IUDAXZO 

-A. Problem 

Although Somalia achieved independence in 1960, little was accomplished by 

way of development n the first nine years of Independence. Over this 
period the imbalance between the moder/urban sectors and the agriculture/ 

By the economynomadic sectors not only persisted but deepened. 1969, and 

society faced mounting unemployment, inflation and political tnest. On 
October 21, 1969, a group of senior military officers seized power and the 

following year proclaimed the Somali D-ocratic Republic to be a sociali t 

state founded upon scientific principles and Islam. 

During the period 1969 to 1977 soma progress was made in improving social 

services and education, and in correcting the economic imbalance between 

the modern and traditional sectors. Growth performance over the period, 

however, barely kept pace with population growth and there was little real 
food production stagimprovement in incomes or living standards. Domestic 


nated, banna production declined and food imports rose. In 1977, with
 
the i assive influx of refugees resultthe withdrawal of Soviet credits, and 

aing from the conflict with Ethiopia, the economy of Somalia entered into 

period of severe crisis. 

The years 1978 and 1979 were difficult ones for Somalia. They were character

ized by growing balance of paynents difficulties, and by growing budget deficits 

financed by bank borrowing with severe inflationary results. Over this period, 
since the revolutionthers was a growing real'zation that the policies followed 


had failed to produce the results expected particularly in terms of incomes,
 

living standards aud economic independence.
 

took some initial steps toIn 1980, in consultation with the Iff, Somalf.a 
deal with the crisis. The principal aims of the program adopted were to 

to improve the balance of payments/foreignreduce inflationary pressures, and 
reserve position by restricting government expenditure and borrowexchange 

ing. While the quantitative limits on expenditure and borrowing eventually 

were exceeded, the exercise, nnnetheless, had a positive impact. Government 
only slightly compared to previous years with the resultexpenditures rose 

moderated significantly.that inflationary pressures 

In 1981, the Government of the Somali Democratic Republic (GSD), again in 
ambitious stabilizationconcert with the IUf, embarked upon an even more 


exercise. The most important components of this exercise were:
 

- Abolition of the franco-valuta systeu/and the establishment of a 

two-tier exchange rate. 

access to foreign exchangeLI Under the franco-valuta system, imm.ortars with 
were allowed to use these resources to finance imports.outside of Somalia 

on'See detailed discussion in the section exchange rates. 



The Imposition of quantitative restrictions on governmnt borrang.-

- A comitment to contain governmnt expenditures and to improve taz 

collections. 

- A coumitment to raise Interest rates to more realistic levels. 

- A commitment to review agricultural producer prices an circunmtmce 
warrant.
 

- A commitment to phase out unprofitable and Inefficient public 
enterprises. 

These policy measures stand in sharp contrast to the policies and strategy 
of the pact. If fully implemented, they could lead to further ecronmic reform 

and a turn-around in Somalia's economic performance. 

The GSDR Is already moving on its couitments with respeet to interest rates, 

producer prices and public enterprises. Lending and borrowing rates vere 

Producer prices paid by the Agriculturalrecently raised by up to 50 percent. 


Development Corporation for staple comodities were raised by up to 
67 percent
 

and the price paid to banana producers was doubled. The public enterprises 

dealing with the importation of construction materials, kitchen 
utensils and 

textAea have been abolished and their functions turned over to the private 

There is also evidence that they are tightening up cn tax collections. r.ctoz, 


B. U.S. Response
 

In consideration of the problems of the Somali economy outlined 
above, the
 

GSDR response thereto, and the objectives of U.S. economic 
assistance to
 

Somalia, A.I.D. proposes to granc the Government of the 
Somali Democratic
 

million from the Economic Support Fund in Fiscal Year 1982.
 Republic $15 

This grant will be utilized through a Comodity import Program (CIP) to 

pro

vide short-term halance of payments relief through the 
financing of imports
 

The rationale for this
 
critical to the prot-ictivity of the Somalia economy. 


CUP rests on three key points.
 

CIP will provie u m-Lz-:: for the DIF otabilizaticu exercise. It
First, the 

oio h fiA..;incial support necessary (bothwLil do this by providin a ort 
the resource

in foreign exchange sad local counterpart genercti-) to bridge 

Map until the new policy measuras taUe effect. By focusing upon inputs neces

sary for Increased agricultura productivity, it wil" also contribute directly 
have a rather :nediatesactor. This willto investments in the agricult ,re 


economic impact and thus cdmonstrate the benefits of 
economic reform.
 

Second, the CIP will provide direct support for a 
renewed emphasis upon the
 

fiuunce private

private sector. We will reserve a portion of the CIP to 


investment projects 'lready submitted to and approved by the Somali Develop-


Bank (SDB), but which lack a foreign exchange resource 
to finance
 

ment 

required machinery and spa-a parts. Increasingly, the GSD is looking to
 

the private sector to support economic growth, a development 
that is fully
 



reflactdd in recent policy changes related te producer prices, more reasou
and the abolition ef certain public enterprises. A.I.D.able exchange rates 

seas the FY 1932 CIP ad an important tool. fo encouraging and supporting this 
tcand. 

-Third, the CIP wili provide general support for economic growth. Because of 

the inappropriate policies which eroded Lxport performance and expanded the 
not hale access to therequiremant for food imports, Somalia simply does 

formign exchange that it requil'"s to improve its econouic performance.
 

The CIP will generate counterp rt funds which will be deposited. in a special 

account in the Central Bank of Somalia. Their use will be jointly determined 
The majority of such funds will be utli-4zed to supby ArI.D. and the GSDR. 


port the development projects in the GSDR budget. This will provide a much 

needed, non-inflationary source of financing for GSDR development activities. 

A portion,will be utilized to support the local currency costs of Kismayo 

Port RehabiLttation, and to strengthen the capacity of the Somali Devalopment 

to make credit available to the private sector particularly for agri-
Bank 

cultural investment. 

C. Terms and Conditions 

The Government of the Somali Democratic Republic recognizes that, in recom

mending this foft of program assistance.to make financial resources available
 

for investment ft the economy, the U.S. Government, for its part, anticipates
 

strict adherence to the IMF stabilization exercise. Second, we have made
 

clear in our negotiations that continued efforts to expand the market economy
 

and encourage investment in the private sector were absolutely vital 
to econ

omic growth, given the limited capability of Somali public institutions and.
 

poor performance of public enterprises during the 1970's.
 

the CIP can become an important element of MuThe USAID Mission"believes 
multi-annual strategy in Somalia to increase production and productivi'ty 

in 

agriculture and agro-industrial enterprises. Thus USAID/Somalia has ini-
GSDR at the Ministry of industry level (seetiated discussions with the 


Annex VII) leading to performance standards which could 
be included as
 

covenants under the grant agreement. Therm performance standards will re

flect certain objectives which A.I.D. and the GSDR agree are consistent with 

and necessary to achieve economic reform and a greater 
reliance u~pon market
 

of the cove
forces and the private sector. Although the vpecific wording 


nants has not yet been agreed with the Ministry of Planning, 
the following
 

List is illustrative of the types of covenants which could be included in 

the grant agreement to serve as a basis for a continuing policy dialog. Dis

cussions with the Ministry of Planning are expected to begin shortly.
 

Covenants
 

- Adhere to the iMF stabilization program tq reduce goverment expan

ditures and borrowing, establish more realistic exchange 
rates, and 

align prices and interest rates to realistic market rates. 

- Raview the management of public enterprises in the agricalture and 

agro-indtistrial sector in order to determine ways to improve effi

ciency in operations, and investment policy decisions. 

Where indicated by such reviews and where considered necessary to
 -

achieve developmei objectives, make progress towards phasing out 

inefficient public enterprises with first priority on the agicul

tare sector which is vital to economic growth. 



rgfore and other 
- unertace ±vritial stay$ toward Lwneuent code 

policy masures in order to encoure.foreign and- m"eUc pr_
partiUlarly in av--ricultws.vwate investmint in developing the ec=,-,eY 

training programs end - Increase emphasis on management and technical 

establ sh economic incentives to encourage retention of tecbni±ally
 

qual;,fied personnel in agriculture and related industrfs. 

- Undertake a review o. government policy 7eforma necessary to
 

encourage increased private savings and investment.
 

Take necessary steps to assure that its foreign exchan~e allocation
 -

and import licensing systems work efficiently and permit private
 

Lporters, including small value importers, to participate fully
 

in this program. 

D. Grant Administration
 

The grant will be adi=nistered in accordance with A.I.D. Regulation. 1, using 

standard commodity financing procedures, be restricted to 
Code 941 source 

and origin procurement, and will strive for disbursement within 
24 months. 

Comodities procured under this grant may not be used in 
the production for 

citrus or sugar products. The grant is expected to have 
export of palm oil, 

of payments.

both.short and long term beneficial effects on the U.S. 

balance 

All statutory criteria have been met. 

O. The Exchange Rate Question
 

The IMP has, over the short term, sanctioned a two-tier 
exchange rate for
 

Under this system (see section on exchange rates) certain 
essential
 

Somalia. 

imports may be brought in under a preferential exchange rate 

(presently
 

The rationale behind this preference was to
 approximately SoSh 6.2 per $1). 

(food and medicines)


reduce the impact of devaluation on the lower income 
groups 


and to subsidize certain types of investment deemed critical 
to the economy
 

The GSDR

(chemicals, raw materials, spare parts and agricultural inputs). 


Is committed to move to a single higher rate at some 
point in the future.
 

so it is possible
are scheduled for this L rnth,Consultations with the 11! 

that the issue may be resolved before the implemwntation 
of the CIP begins.
 

If the two-tier system is applied to imports under 
the CIP, counterpart will
 

be generated at two different rates. USAID/Somalia believes that so long
 

as the dual rate system is official GSDR policy and 
law, and so long as the
 

I? sanctions the system and it in consistently applied to all donors and all.
 

Imports of a given class, A.I.D. should consider each applicable 
rate to be
 

not unlawful" and therefore consistent with the
the "highest rate that is 

bilateral and CIP provisions on exchange rates.
 

toi
 



r. Recomandations 

USAID/Somalia recnmands that a fifteen million dollar ($15 ,000,0WC) gant 

be authorized to the Guvernmsnt of the Scmpa. Democratic Republic. for finam
cing the iopor tation of selected coiunodiuies and counodity related services 

priarily to strengthen agricultural production and productivityl 

POLITICALCOESIDERAION 

A. Political and Social Overview 

Somalia became an independent country in 1960 when the former British Somal
iland Protectorate and the UN Trust Territory of Somalia (administered by 

Italy) were joined together to become the Somali Republic. In 1969, military 

otficers seized control of the government. 

The nrw government decreed that henceforth the couatry would be known as 

*tbe Samli Democratic Republic, closed the Hational Assembly, declared poli

ticail parties to be illegal, vestcd legislative and executive power in a 24
 

mem)er Supreme Revolutionary Council (SRC) which was composed of army and
 

police officers, and hoped to bring ethnic Somalis in Ethiopia, Kenya and
 

DJi)outi into association with the GSDR under one flag.
 

The only legal political party, the Somali Revolutionary socialist Party
 

(SRSP), was established in 1976, and in 1979 the current constitution was
 

put into effect. National Assembly electinns were held in December of 1979,
 

but real authority remains in the hands of the President and a few close
 

associates.
 

Operating under what the GSDR has described as a poliky of "scientific soci

ism", the government, at its inception, began strength,-ing its ties with 

the Soviet Union and the military assistance relationanip between the two 

countries expanded. A Treaty of Friendship and Cooperation between Somalia 

and the Soviet Union was concluded in 1974. 

Ethnic Somalis reside beyond Somalia's borders in Ethiopia, Kenya and Djibouti. 

Tensions with Ethiopia began increasing in the mid-1970's when Somalia, which 

does not recognize the 1963 internatinal boundary endorsed by the Organization 

of African Unity, set out to redeem the Ogaden area of Ethiopia. Government
 
commenced anew inbacked insurgencies, which had occurred in the mid-1960's 

late 1975, and in July of 1977 Somalia's regular army invaded and occupied 

most of the Ogaden. Subsequently the Soviet Union embargoed shipments of 

arms to Somalia, and in November of 1977, President Siad abrogated the Friend
then switched to Ethiopia,ship Agreement. The Soviets their full support 


was
supplying arms and Cuban troops. It enough to turn the tide, and in
 

1978, Somali troops were forced to withdraw.
March of 

1/ See Annex V for Illustrative list of comodities to be financed. 



3. U.S. -Somali Relations 

Somali troops from the Ogaden, President Siad 
olloying the withdrawal of 

for military equipmeat and economic aid, and
Rare looked to the West 

began to improve. Su58stantial U.S. econ-
U.S. - Somali ilate.:al relations 

1980, a U.S. - Somali were initiated. In August,omic assistnce programs 
armed forces to use facil--testhe United 	Statese"eWeint authorized 

For its part the Unitedof Berbea. and Mogadishu.at the air and sea ports 
Somalia with significant economic aid as well as 

States agreed to provide 
foreign military sales credits. In Kay of 1981 President Siad privately 

States and mat with Secretary of State Haig.
visited the United 

C. 	 U.S. Interests and Obectives 

Peace in the Horn of Africa1. 

conflict andof the Somali-Ethiopian Ogaden
A negotiated settlement 

foreign policy objectives. With
regional 	stability are major U.S. 

forces from the Ogaden was a 	 Congr:essional.
drawal of 	all regular Somali 

with Somalia's military assistance program,
condition 	 for proceeding 
and Somali officials have stated that they will 

not send troops back
 
a nego

into the Ogaden. However, no discussions aimed at obtaining 


-,-t been initiated.
tiated settlement have 

recently, and reciprocaland Somalia have warmedRelations between Kenya 

ministerial level visits have begun.
 

2. 	 H-mnitarian AssistancQ 

the needs of the large numbers of refugees
Assisting 	Somalia in meeting 

political 	instability, warfare 
who have moved into the country to escape 

is also an 	important U.S. objective. Accordingly, the U.S. 
and drought 

food aid and other refugee related 
has provided substantial amounts of 


comodities.
 

3. 	 Economic Stability and Growth 

the Somali economy has not been realized 
The development potential of 

In the pastrecognized 	weaknesses 
to date due to external factors and 

economy. 	 The GSDR is currently seeking to resolve 
management of the 

move toward self-sustaining economic 
its economic difficulties and 	 to 

in this effort constitutes an 	 important U.S. 
successgrowth. Somali 

sense.objective 	 in both a political and economic 

4. 	 Prorpects for 0il 

in 
U.S. 	 and foreign firms are exploring for commercial oil deposits 

geological
Somalia. 	 Although there have not yet been any vet holes, 

oil finds 	would provide
formations provide encouragement. Significant 


foreign exchange problems.
relief for Somalia's 



I32. U.S. ECON(MIC ASSISTANCE FROGM 

'A. A:I;D. -Seratesy 

focuses cm the agriculturalA.I.D.'e economic assistance program in Somaia 
sector. This concentration on agriculture is appropriate in that the sector 

both provides a livelihood for' 80 percent of the population (the vast major

ity ct whom are extremely poor), and conat-Itutes tbA economic bass upon which 
The 1984 CDSS now in draft clearly
Somalia's future development depends. 


identifies the poor performance of this sector as the key contributing factor 

In.Somalia's current economic difficulties, and as the highest priority which 

must be addressed to facilitate improved economic growth and well being in 

the future. 

The CDSS identifies several key constraints to the improved performance of 

the agricultural sector. These are: 

-A'Shortage of budgetary snd foreign-exchange resources with ich 
to support development;
 

- Inadequate information and data on which to base policies to.achieve. 
increased productivity;
 

An insufficient human resource base to support.incrqased 
agricul

-
tural productivity; 

- An imbalance between population, anlmals and the rangeland resource 

base; 

- Inadequate infrastructure, inputs and services; and 

- Inappropriate government policies with respect to the sector in 

particular and the economy in general. 

'R. A.ID. Program Elements
 

The present A.I.D. program for Somalia consists of the following four major 

assistance categories, including the proposed commodity import program. 

1. Development Assistance 

A.I.D. resumed its bilateral assistance program to Somalia in FT 
1978
 

with an obligation of $3.2 million for an agricultural extension and
 

training project. Development assistance obligations increased to $10
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zillion lu 1' 1979, with the start of five new projects, three in the 

agriculture and livestock scetora, one in rural helth and the fifth 

in a drought victims settlement activity. The obligation level was 

1980, as one new project in tha agriculture sector
$12.3 million In n 
began and second year funding was provided to projects started -te 

$12.6 million was obligated all forprevious fiscal year. In FY 1981, 
funding of previous years' projects. The .Lfeof-projectincremental 

United States Governnent coutribution to the seven development assis

ta ce projects started through FY 1981 totals $69,266,000. 

U.S, assistance in the agriculture sector focuses on strengthening the
 

institutional capacity of GSDR entities to carry out appropriate agri

culture and lvestock research activities, and to implement land and 

water resources management prograin with the objective of attaling 

Increased food self-sufficiency and its corollary benefit of improving 
Three of USAID's agriculture projects
the income of small-scale farmers. 


as having other donor
 are also co-financtd by the World Bank, as well 

nputs. 

In the health sector, AID projects are designed to diversify the avail

ability of health services to rural and nomadic populations in the field
 

Improving rural access to health
of preventive and curative medicine. 


care is to be achieved through the development of a comprehensive 
com

munity based health delivery system. Community based systems also are
 

intended to provide potable water for rural families.
 

No new development assistance projects are planned for FY 1982 
funding,
 
are


but two new activities presently in the preliminary design stage 

One of these projects, in the agricultural
being proposed for FY 1983. 


sector, is intended to strengthen the institutional capability 
of the
 

Ministry of Livestock to combat livestock losses brought on by animal
 

The second project is intended to address Somalia's mid
diseases. 

level trained manpower shortage through providing academic training 

in
 

the U.S. to various GSDR ministerial staffs in such fields as economics,
 

statistics, project design and rural development administration. It is
 
new
expected that the combined life-of-project comitments to these two 


projects will be in the 17 to 18 million dollar range.
 

2. P.L. 480 Assistance
 

P.L. 480 assistance to Somalia was resumed in FY 1978 along 
with develop-


Title I food assistance
ment assistance and continues through FY 1982. 


through FY 1981 aggregated to a value of $50.5 mil1ion, 
with the food
 

being used to partially offset food shortfalls affecting both 
the urban
 

and rural populations. Title II food assistance has been provided since
 

1978 to meet the emergency food needs of over a million 
refugees who

7! Title 11 refugee

have fled from the periodic conflicts in the Ogaden area. 


and food-for-work assistance since FY 1978, directly through 
A.I.D. or
 

through U.S. contributions to the World Food Frograme (WFP), 
total
 

$55 milion, exclusive of freight costs.
 



in 7! 1982sTitle I assistance, pTOgm uMd at $15 lon, w be used 

for the purchase of wheat flour, edible oil and rice. Though the level 

of Title nI refuge* assistance for the yeAr is not definitely knmm, as 

it 
it 

is dependent on the outcome of the refugee census, 
will have a value of between $10 to $20 miion. 

it 8 estiluated 

3. _*&h9MI Projects 

-centrally funded or regi:onal projects
Soali benefits from several 
viding assistance in: 

- Hknpower training. 

- Family health. 

- Poultry development. 

-- uEpnded program of ivunization. 

- Artificial insemination. 

4, Economic Support Pynds (ESF) 

ESF funding will be provided in IT 1982
lifteen million U.S. dollars in 

It wil makA foreign
under the Conmodity Import Program proposed herein. 

exchange available to support increased agricultural production, pruvide 

of support for the country's doestic budget and support policy 
a source 	 androle for the private sector 
reforms directed towards an enhanced 

market forces. 

were used for a Grain Transport urant 
In FY 1980, Economic Support Funds 

costs of Title I commoditiel 
of $5 mLllion to pay the transportation 

The GSDR, due to a severe foreign exchange shortage,
shipped that year. 

the shipment of comodities. was unable to pay for 

aalso will be requested to finance 
In F 1982, ESP dollar funding 

of port facilities at. ismanyo. ismeyo
portion of the rehabilitation 

serving the southern part of the country, a major 
Port is the only one 
agricultural area In Somalia. 

DONOR ACTIVITIES IN SCMLTA
IV. 	 OVERVIEW OF 0H-M 

In 1980, ca-nting 
Solia has attracted the interest of a wide variety of donors. 	

o., 15received technical assistance from 
one Somaliathe "UN family" as entity, 

Some 21 donors (=ltilateral and bilateral)
and bilateral donors.,,1tiational the sam year. A number of donors

coimodity assistance inprovided capital and 
also actively providing food aid in 1980. were 
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Italy and the United State. eeThe US fazily, the Federal Republic of Gazzomy, 
the ajor pruviders of technical assistance comcentrating upon aricultue, edu

cation, ndustry and health. 

I, Somalia received technica assistazce erdtmntsA Is indicatec in Table 
third of than conuitnants were

totaling $121 milliov in 1980. Assuming that. one 
inflow amouted to $40 m lin.disbursed in that year, the actual 

in the provision of capital and
The World Bank/IDA and various Arab donors lead 

and

comodity assistance related to agriculture, iufraatructure, agro-industrie 

petroleum supply. Table I J-adicates that, in 1980, Somalia had multiyezr comit

to $962 million. Assuming that one-fifth were disbursed in 1980 
mnts amounting 

Much of this, of corse,
this would have resulted in an inflow of $192 million. 


would have been earmarked for specific activities. Only a small number of donors,
 

in addition to the IMF, have offered commodity assistance or balance 
of payments
 

These include OPEC, the Islaz-c Development Bank, the Arab Monetary 
Fund,


support. 

Both the number of such donors and the level of support
West Germany and Iraq. 


s expected to grow as the stabilization exercise gains momntum.
provided 




y~SURVEV 0? TH! SemAi ECONCHY 

A. Structure and Development of the Somali Economy 

1. CnrAl Mavactedstics 

the latitudes 11 degreesSomalia is located on the Horn of Africa between 
dearta 30' S. The lenVh of its coastline is 3,000 kilometers30' N and 1 

and it area is 63.8 million linctaver. The coutry sipports an indig

enous popuLlation of about 4.2 millin of whom 60 percent are nomads, 20 

percent are settled rural dwellers and 20 percnt are urb.n. In addition, 

Soalia ha - huge refugee population with so,"4 650,000 (mostly women 

and children') living in camps and an estimated 300,000 - 700,000 living 

vith kinsmen or in the countryside. 

The Somali economy is dominated by the agricultural sector. While 

reliable statistics are difficult to come by, it is estimated that the 

agriculture sector generates 60 percent of Gross Domestic Product (GDP) 

and employs 80 percent of the labor force. Manufacturing, mining, con

struction and public utilities accouat for 10 percent of GDP and 7 

percent of the labor force, while services (mostly governmental) account 

for 30 percent of GDP and 13 percent of the labor force. 

Somalia clearly lacks the development potential o.. many other countries 

of Africa such as Sudan, Ni eria, Mozambique a=d Zaire. At the same 

the country is not without its asseta and advantagen. It hastime, 
large areas of land which have yet to be brought under cultivation and
 

a fisheries potential that is virtually unexploited. It also has a
 

homogenous ethnic pop'ilation and a favorable location in relation to
 

affluent Middle Eastern markets (with which it has close cultural and
 

comercial ties). Though not abundantly endowed with resources, Somalia 

has the potential to provide its population with a standard of living 

much higher than that which they now enjoy. 

Somalia is, however, among the very poorest countries of the world.
 

GNP per capita stood at $185 (astimatelD in 1978 and has vxy likely 
Life expectancy at birth is
stagnated or declined since that time.-


41.4 years for males and 44.6 years for females. Infant mortality is 

177 per thousand births and nutritional levels are deficient particu-

At 19, Somalia's Physical
Slarly among rural inhabitants and nomads. 

in thu world.
Quality of Life Index is among the lowest 

11 Based on a shadow exchange rate of SoSh 10.0 per U.S. dollar. At a more 
At SoSh 18.0realistic exchange rate, GNP per capita would be even lover. 


per dollar for examle, GNP pe: capita falls to $103.
 



2. Economic Potantial 

(Ivam its rewource indowment and gera-aphic location, SomalIA's futta 
of its apierJLeconoS. development is firmly tied _o the perforece 

tural sector. Here tr_ prospacts look reassnably good. 

Some 540,000 hectares now are cultivated under rainfed conditions. 
With @"propreate nvastimnts and the provizin of improved inputs and 

agricultural aervi, the productivity of this land cmild b2 consi4er

ably increased. In addition, there are at least 500,000 bectires of
 

land vjth good quality soiLs nd in rainfall zones that could support 

%farmig aystem aimi'lar to that presentl7 practiced in cultivated 

areas. Significant incrweses An product±u and productivity, however, 

would requira extensive investment in infrastructure, particularly 

access roads and domestic water aupply. Provision would also have to 

be made for gocial services, agricultural services and agricultural 

inputs.
 

160,000 hectares are presently under cotrolled and uncontrolled
Some 
Again, with appropriate investment in infrastructure,
irrigation 

and services, this land could be made more productive. It isInputs 
estimated that the area under controlled irrigation could be expanded
 

to 250,000 hectares.
 

The known
Fisheries also have a considerable unexploited potential. 


resources of Somalia are believed capable of sustaining catches of up
 
offto 180,000 tons per year through artisanal inshore and corcial 


shore fishing. This compares with a 978 fish production of only
 

4,000 tons.
 

The productivity of the livestock sector could also be increased with 
of social and productive services
additional :Investment and the provislo 


to increase offtake rates. The livestock sector, however, is near its
 

potential in terms of the number of individuals who earn their liveli

hood from it, and the number of anizals it can support. Presently some
 

2.4 million nomads earn their livelihood from livestock, and with curremt 

population growth rates and trends in rural-urban migration, their numbers
 
Somalias rangelands
will grow to 3.4 million or more by the year 2000. 

cimot absorb such increases without becoming degraded and losing thefi 

productive capacity. Accordingly, new opportunities In rainfed and 

irrigated agriculture and In fisheries will have to be found for the
 

incremental nomadic population.
 

3. Productive Sectors 

a. Ariculture (See q.eables III-V) 

Livestock and bananas, Somalla's most Important exports, produce 
of the nation's foreign exchange easnings.

between 80 and 90 percent 
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term. of value over the periodLivestock exports increased in 
1971 to 1980. By 1980, however, on17 in the case of cattle did 

export volumes exceed their 1972, pre-drought level. (See 

Tabla 111.) Banana production and exports continued to decline 

in terms nf volume. (See Table IV.) Production of staples 

(maize, rice, sorghum and beans) declined from 294.0 thousand 

matrc tons in 1970 to 277.0 thousand metric tons in 1980. This 

was racorded in the face of an estimated population growthdecline 
sugar cxe appearra.e of 3.1 percent per annum. Only rice and 

to hbve performed well over the last few years. (See Table V.) 

b. Industry 

Manufacturing, mining, construction and public util-ties account 

for 10 percent of gross domestic product and employ 7 percLat of 

the labor force. The composition of this sector reflccts the. 

GSDR policy of establishing import substitution industries and 

on livestock, fisheries and agriculturalexport industries based 
products. 

The most important import substitution industries are involved In 

the production uf textiles and sugar. An oil L.-finery opened in 

February of 1979, but was forced to close in the fall of 1980 when 

war broke out between Iraq and Iran. Other import substitution 

industries include grain processing, the manufacture of edible oil, 
packaging materials,uatches, cigarettes, leather and footwear, 

aluminum utensils, pharmaceuticals, detergents and electrical 

fittings. 

fish and tinnedThe main manufactured exports are meat, processed 
for expanding such activities,fruits and veetables. There is scope 

to.but this is very clearly dependent upon the economy's capacity 

expand agricultural production. 

While there is some private ownership in the industrial sector, 

the bulk is publicly owned. The public enterprises have been 

plagued by poor management and both forms of ownership have suf

feed from input shortages (both domestic and imported) and excess 
of this sector has'capacity. Accordingly, overall performance 

been poor in recent years.
 

In the past, most modern private sector activity has been directed 

toward the import trade, particularly in consumables, through the 

With the abolition of franco-valuta and thefranco-valuta system. 
growing desire to minimize its involvement in thegovernment's 
as a regulator and producer, new manufacturing opporeconomy both 

the private sector.tunities should open for 
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a. portion of -the CIP ilU be directed,As has already been noted, 
with the cooparation of the Somali Develcpment Bank, tovard the 

revitalization of the private sector. The public sugar, cotton 

and foundry enterprises will also receiv2 soma limitad CIP support, 

the cotton and sugar enterprises because of their potential as 
savers of foreign exchange and the foundry because of its potential 
as a supplier of simple agricultural inputs. USAID/Somalia is 

generally concerned, however, about the economic afficip'nc of 

many of Somalia's import oabstitution industries and wil be 

cautious of its inVoLvement in this area. 

The refinery construction and operat1ois ware financed with Iraqi 

aid, and Iraq we the sole source of crude oil until the supply 
vas Interrupted by conflict with Iran. 

C. Foreign Trade 

Somalia's principal exports are livestock and bananas. "These 

accinted for 79 percent and 6 percent, respectivaly of 1980 export 
and skins and myrrh. Majorearnings. Other exports include hides 

imports (1979) includc food and tobacco (19 percent) interediate 

goods (27 percent) and capital goods %34 percent). Though not 

reflected fully in the import statistics,petroleum imports are 
are running et analso substantial. Currently refined imports 


annual rate of $120 million. Principal trading partners are Italy,
 

Saudi Arabia, the United Kingdom, and West Germany. The United
 

States currently plays a minor role in Somalia's foreign trade.
 

Be ECOtNG(IC DEVELOPH!ENT 1969 - 1977 

Somalia's adherence to socialism officially began on October 21, 1970 with 

President Siad's proclamation of a socialist state. At that time the govern
to be composed three elements: The President'sment proclaimed its ideology of 

conception of comunity development, a form of socialism based on scientific 

principles, and Islam. 

the period 1969 to 1977, the GSDR took stern measures to reduce cor-During 
ruption. It reduced civil service salaries and produced for the first time 

be utilized for development. It a surplus on the ordinary budget which could 

mounted crash programs to increase food production, create public works, resist 

erosion and reduce urban unemployment. It launched and completed literacy 
school enrollments and made moreand inunization campaigns and increased 

to deal with the 1974-1975opportunities available to women. It mobilized 


drought and provided relief and resettlement to large numbers of nomads.
 

industries sufferedGrowth performance, however, was poor. The nationalized 


from problems related to management, input i upply and efficiency. Food
 

and banana production declined while food imports rose.
production stagnated 
base that was subjectThe economy remained overly dependent upon an export 

growth
to climatic and external influences beyond Somali control. The rate of 

in Gross Domestic Product amounted to only about 2.5 percent per annum in real 

tarma over the period 1972-1978, a rate below population growth. Even more 
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Important, the gromth rate munted to only about one percent per anun In 
the productive sectors while services (government employment) vim at 6 
to ? percent per annum. 

with the withdrawal of Russian assistance in 1977, and the =assivecordingly, 
influx of refugees resulting from the conflict with Ethiopia, the economy of 
Somalia entered into a period of severe crisis. 

C. RECENT TRENDS IN ECONOMIC PEROMNCE 

1. Recent Growth Trends 

In recent years, Somalia's economy has been characterized by rapidly 
Increasing btdget deficits, sharply rising prices and increasing bal
anca o2 payments difficulties which have led to a critical lose of 
foreign exchange reserves and an inability to sustain a level of imports 
essential to development. It has already been noted that from 1972 to 
1978, real growth in Gross Domestic Product was less than population 
growth. While no data on GDP or GNP perfozmance are available for 
1979-1982, there is little reason to expect that there has bea- an 
improvement in the growth performance of the economy over this period. 

On the contrary, it seem likely that growth performance weakened. 

2. Factors in Recent Economic Performance 

a. Poor Performnce of the Agricultural Sector 

Several factors external to Somalia can be cited as contributing 
to this poor economic performance. These factors include the rise 

in petroleum prices over the decade of the 1970's, the severe 
drought of 1974-1975, the massive influx of refugees resulting from 

the conflict with Ethiopia, and the inadequate rainfall of the 1979 

crop year. 

These external factors however were imposed upon an economy that 
was veakening over time as a result of the poor performance of 
the agricultural sector both with respect to food crop production 
and to exports. The poor performance of this sector in quantitative 

terms has already been reviewed. The reasons behind this poor per
formance, however, remain to 'e considered. 

.It is generally agreed that a key factor is the failure of the 
GSDR to provide adequate price incentives to producers. In the 

case of food crops, the GSDR has attempted in the past to keep 
food prices low for the benefit of urban consumers. Accordingly, 
it held producer prices down and &..times (through the Agricul
tural Development Corporation) resorted to compulsory deliveries. 

The short-term production impact of such price policies is debatable. 
It is Likely that small Somali producers are constrained in the 
short run by a lack of access to technology and inputs which inhibits 

response to price changes. 
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Over the Longer run, however, it is cler that producer prices 
Low producer prices reduce a producer's indo have an impact. 

cow and thus reduce his ability to tnvest in the physical and 
It is here thathuman capital necessary to expand his output. 


impact.

the price policies of the past have had their most severe 

recently raised th3 producer prices of food crops pur-The GSDR 
chased by the Acicultural Davelopmmt Corporation by up to 67 

levels
 
percent. Though these prices remain below world market 

at realistic exchange rates, the increases are an 
e.couraging 

step, particularly in light of the fact that simultaneous 
with 

their implementation, cetain restrictions on marketing 
were 
abolished.


eliminated and the -tilization oZ compulsory deliveries 

In the case of bananas, producar prices were held low until 1980 

in order to mobilize rescurces for dwrelopment. Thisfact, coupled 

with shortages of inputs and reluctarce of expatriate 
(Italian) 

farmers to replace or expand their investments led to 
a rapid
 

decline in production and exports.
 

In recent xonths, the GSDR has indicated a strong interest in
 

A banana Development Unit within

revitalizing this sector. 

the
 
April of 1980. This
 

National Banana Board became orerational in 

unit is seekin to improve cultivation practices and to promote 

the more intensive use of fertilizers, pesticides 
and agricultural 

Though the degree to which it can be attributed 
to the
 

machinery. 
of this unit is unknown (as prices were also 

raised in
 
operation 
1980), it is encouraging to note that banana yields 

were nearly
 

(See Table IV.) Substantial price increases were
 doubled in 1980. 

also announced in April 1981 and June 1981 

with the June increase
 

doubling the April price of SoSh 820 per metric 
ton.
 

Only .1nthe case of livestock have prices been 
left to the deter-

This no doubt accounts, in largemination of market forces. 


Measure, for the relatively superior performane 
of this sector
 

vis-a-vis food crops and bananas.
 

Another key factor in the poor performance of 
the agricultural 

shortage of domestic budgetary resources and 
sector is Somalia's 

Given its budgetary position, Somalia remains
 foreign exchange. 

dependent upon donors to make available both 

foreign exchange and
 

local currency contributions to projects, 
as well as technical
 

assistance.
 

the balance of payments constraint precludes 
the impor-

Likewise, 
critical to increased agricultural productivity.

tation of items 
A recent study undertaken by the Ministry of Agriculture revealed 

tons of 
th&%while Somalia could productively use 

over 200,000 

ffxtilizer annually, only about 5,000 tons 
are currently imported 
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because of foreign exchange limitations. Other inputs such as 
agricultural equipment and spares, construction machinery and 

ceent remain in short supply and are s4milarly affected by 

foreign exchange shortages. 

The poor performance of the food-crop portioa of the agicultural
 

sector coupled with a rapidly increasing populatio haz resulted 

in a growing food import bill. As can be seen I Table VI, non
refugee food imports have been rising rapidly in recent ywaas. 

Given the poor performsnce of the export sector, the rising import 

bill for consumables further weakened the balance of payments posi

tion and reduced the capacity of the economy to afford imports 

critical.to capital investment n agriculture. Thus, from a 

balance of payments - food production viewpoint, Somalia is caught 

in a vicious circle which must somehow be broken.
 

Vast distances and a sparsely distributed population also raise 

costs and compound the problem of agricultural development. The 

*issue is further complicated by a weak human resource base. The 

population at large lacks critical skills and there is a shortage 

of middle level manpower to desis;n, mnage and implement agricul

tural development activities. Both GSDR attention and financial 

resources have been devoted to the massive refugee influi /wbichhas 

reculted from drought and border coaflict with Ethiopia.

b. GSDR Development Philosophy
 

A good portiov of the responsibility for the economy's poor per

formance in recent years can be assigned to the large role of the
 

government in the economy both as a regulator and as a producer.
 

Quite simply put, the GSDR had neither the financial, or more
 

the human re -rces that would be required to begin
importancly, 
to implement a centrally directed development strategy with any
 

The attempt tbit was made accordreasonable prospect of success. 

resulted in declining gricultual piccd-ction and in theingly 

investment of scarce development resources in agricultural and 

industrial enterprises of questionable efficiency and productivity. 

Incomes and living standards failed to increase as expected and 

the country became more, rather than leis, dependent upon extemnal 

resources for its survival. 

_/ Defense expenditures, while still increasing are no longer accelerating at 

the rapid rate of 1977-1978. In 1981 they very likely declined in rial terms 

r)(I 



- 18 -


Yoe2 "chang Reserves and3. ,lnce of P-Z_-ts, xang- Ralt. 
Itiernl. Debt 

a. Balance of PaYmnts 

Table VII gumarizes Somalia's balance of 1ay nts performnce over 

the period 1976-1980. Exports grew significantly over thk period 

1976-1980, in large measure a result of the continued recovery 
of
 

the livestock herd from the 1974-1975 drought. Impor:t5, however, 

grew at a mch more rapid rate resulting in an ever increasing trade 

balance deficit.
 

growing import bill, however, was sustainedA good portion of this 
In 1980 for example imports

by external grants and loans in kind. 


rose to 18 percent above their 1979 level but 
one quarter of this 

was financed by external giants and loans in kind 
larger import bilL 1979 level. 
while official cash imports fell 4 percent below their 

Indeed, the most striking feature of this balance 
of payments state

meut is that it reveals an increasing dependence 
upon external donors
 

for grants (Government Transfers) and loans (Official 
Capital Move

ments). 

1981 riains uncertain at the 
The balance of payments position for 

in the picture, appear
 
present time. External grants, a key element 

If this is the case, the balance of
 to be holding their 1980 level. 

ancould improve considerably with overall deficit 

payments picture 
ell below 1980 levels.
 

St-tistical improvemeones in a country's balance 
of payments none

Somalia's overall
 
theless ne2d to be interpreted with caution. 


foreign exchange reserves) declined in 1980
defic$ (and loss of 
and may do so again in 1981 and as such the 

balance of payments may
 

Behind th- numbers, however, will remain
 be said to have improved. 


an economy that does not have access to sufficient 
foreign exchange
 

in agriculture, and to 
to mount a sustained investment program 

A more correct
 
mupport and sustain economic growth in general. 


description of the current situation would 
be to say that the balance
 

a better degree of "balance", in terms of 
of payments is showing 
reserve losses but at a very low level 

of economic activity.
 

b. Exchange Rate
 

In the mid-1970's., in an effort to take 
advantage of the herd currency
 

who had migrated to the
 the large numbers of Somalia
earnings of 
Middle East in search of highet wages, 

(and the overseas hard currency
 

earnings of livestock exporters) the GSDR 
allowed the creation of a
 

parallel free market for foreign exchange 
known as the franco-valuta 

system, traders purchased foreign exchange 
from 

system. Under 6.
warkers 2ad livestock exporters at a price 

determined by supply and
 

•(/'*
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and then used the foreign currency thus obtained to finance
demand 
the importation of certain comumodities into Somalia. 

As can be seen in Table VI, this system did make substantial amounts 

to the Somali economy, particularly
of foreign exchange available 

The system also produced serious problems. 
over the 1978-1980 period. 

a public sector which, functioning
First, it divided the economy into 

less favorable official rate of exchange, was 
starved for hard 

at a 	 while relatively 
currency resources and a private trading sector which, 

Secondly, the imports
 
prosperous, was largely consumption oriented. 


financed by the franco-valuta system were 
largely of a luxury/con

suer nature with the result that the developmental 
potential of 
Substantial 

these foreign exchange resources was largely 
lost. 


amounts of foreign exchange were also channeled 
into housing construc

tion and foreign bank accounts rather than 
being invested in pro-


At the same time, public sector investment
 ductive enterprises. 

projects languished unless directly tied 

to foreign grants or loans.
 

growing private sector foreign exchange requirements for 
Similarly, 
capital investment were unmet unless commercial 

or concessiona1 

cradits could be obtained directly from 
foreign sources by importers. 

As of July, 1981, the 	franco-valuta system 
was abolished although
 

All imports

it was tolerated up until the end of October 

1981. 


entering Somalia must not,be paid for with 
an official letter of
 

credit.
 

estab ished 
a two-tier acxchan e rate sstem was 

Simultaneously, 	 rate of SoeS 1.232 per
The first tier operates at the all o 

These importi
 
U.S. dollar and will apply only to essential 

imports. 


are food, medicines and chevicals, manufacturing 
raw materials and
 

agricultural inputs, agricultural equipment 
and parts and spares
 

The second tier operates at a rate of
 for industrial machines. 

SoSh 12.465 per U.S. dollar and will apply 

to non-essential imports
 

invisibles, workers remittances and export 
earnings.
 

It is still too soon to assess the impact of 
this system upon
 

It is, however, a step in
 
Somalia's foreign exchange receipts. 


the right direction and, if inflation 
can be contained or exchange
 

should result in a greater availability
rates frequently adjusted, 

for the Somali economy. It has been 
of foreign exchange resources 

that there are 70,000 	 Somali working abroad and that 
estimated 
at an average wage of 	$10,000 per annum, 

they earn a total of $700
 

If even a fraction of 	these earnings 
could be
 

million each year. 


repatriated, they could constitute a source 
of foreign exchange
 

comparable to livestock exports.
 

.I.D. policdyfor hadliiigthe
I/ See Section I (E)	for a discussion of proposed 

rate system as it applies to the CIP. 
two-tier exchange 
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a. atl Ezchane Reserves 

somalia'a gross official foreign exchange reserves nov typically 
mount to less than one month's worth of imports, compared to 
nine weeks worth at the end of 1979 and eight months worth at the 
end of 1978. Given another drought or another massive I.nflux of 
refugees, (continued next pap) 
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A level of 	reservesthe economy would be In serious straits indeed. 
equa' to six months of imports would seem zinimaly appropriate 

for an economy such as Somalia's, but the prospects for a return 

to such levels In the Immediate future are not bright. 

d. External Debt 

to borrow on long andGiven its poverty, Somalia has been able 
Even with the high degree of 	concessionhighly concessional terms. 

debt service burden is expected to rise from
ality, the 	country's 
3.7 	percent of export earnings in 1979 to 13.8 percent in 1981 as 

result of Limited export earnings and the expiration of gracea 
periods. 

4. Central Government Budget 

gove=ment budget over
Table VIII 	sumnrzes the position of the central 

1976 to 1981. As the table indicates, Somalia's overall bud
the period 

getary deficit rose each year over the period 1976 to 1979. By 1979,
 

of earlier years had 
even the small surpluses on the ordinary budget 

well. Total revenue performance over this period wan 
become a deficit as 

each year.
Impressive, 	 however, rising at an average rate of 31,5 percent 

was
In 1976 and 1977, however, a 	good portion of the overall deficit 

(to such a degree that in 1977 the GSDR
financed by external sources 

it had been for several years
was a net creditor to the banking system an 

in ordinary expand
prior to 1976). In 1978, hcwever, with a rapid growth 

and a simultaneous decline in 
ditures largely related to defense outlays 

was forced 	to the banking system to a much
foreign financing, the GSDR 
larger degree. By 1979 the use of bank financing amounted Lo 60 percent 

to say, this credit dependency resulted in 
of total revenues. Needless 

the Somali economy. The Mogadishuuponconsiderable inflationary pressure 
price index rose by 40 percent in 1979 and by 68 percent in 

consumer 
1980.
 

concert with the IMF, attempted io improve Somalia's 
In 1980, the GSDR, in 
budgetary position. While total revenues declined by 6.9 percent mainly 

import duties, total expenditures rose by 
as a result of a decline in 

from an austere expenditure policy which 
only 1.8 percent. This resulted 

percent at mid-year and 
reduced ordinary non-salary expenditures by 5 

wages and sa3Aries. Development
from continued restraints on 	government 

Thecontainment 	policy.also reduced as a part of theexpenditures were 
above its 1979 level, was less 

overall 1980 deficit, while somewhat 
financing permitted a reduction 

inflationary as an increase in external 


in bank borrowing.
 

Total revenuen are projected to increase significantly in 1981 as a 

of the devaluaticn upon import duties, the imposi
result of the impact 
tion of a 25 percent ad valorem tax on livestock exports, increased lix 

and improved tax administration and enforcement
revenues from sugar 

the base 
/ a a result of protests from livestock exporters, the GSDR may, reduce-. 

of this on revenue is not known 
to which this tax is to be applied. The impact 



The projected increase In ordinary expenditure for 1981 results mainly 
from direct and indirect costs associated with devaluation, higher pro

to infla ion, and an average salary increase of-.curement costs related 
20 percent for civil servants,.3 Development expenditures are also 

the real declines Inexpected to increase due to an effort to reverse 
development expenditure of recent years and the increased coats of 

imports resulting from devaluation. 

The overall deficit projected will be somewhat reduced in 1981. More 
importtntly, an increase in external financing will permit a level of 

bank borrowing well below the 1980 level. 

Table VIII thus reveals a considerable improvement in budgetary perform
ance over the last two years. It also reveals, as does the table deal

ing with the balance of payments, an economy that is highly dependent 
upon external donors for its continued viability and future development. 

5. Money. Credit and Prices 

As a result of GSDR attempts to restrict expenditure, broad money ) 
1979 to 1980 as against increasesincreased by only 20 percent from 

of 33 and 37 percent in 1977-1978 and 1978-1979 respectively. Given 
the substantial rate of inflation, liquidity in real terms declined In 
1980. 

The GSDR recently announced an across the board increase in the structure 

of interest rates. Interest rates on deposits were raised from a range 

of 4-7 percent to a range of 6-9 percent. 1he official discount rate 

and the rate charged on central government borrowing were both raised 

from 4 to 6 percent. Rates charged by the comercial bank were raised 

from a range of 6-12.5 perceut to a range of 10.0-12.5 percent. Interest 

rates charged by the Somali Development Bank were doubled. Given the 

rate of inflation, these rates are still negative in real teims though 

they may become less so over time as the stabilization ex-mzcise begins 

to take hold. 

The GSDR has attempted to channel credit into productive and export 

related activities. This effort, however, has been only partially 

successful. In 1980, agriculture (the major productive sector) received 

only 16 percent of all credit to private and public sector enterprises 

as against the 53 percent received by the trading sector. 

tax may have. been 
at the present time. There is evidence, however, that the 

set too high originally to allow exporters an adequate profit. 

the policy of serving as the employer of
2/ The GSDR has decided to phase out 

last resort for secondary school graduates. This should, over time, result 

savings. In 1981 the GSDR's wage bill, exclusive of thein considerable 
to 21 percent of ordinary expend-Ministry of Defense, is projected to amount 

itures. 
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soma 68 percent in 19R' ashe aoedishu consum price ndex rose by 
1979. Inflation at such ratescompared to a 40 percent increase in 

pressure upon the 	two-tier exchange rate system andwould put severe 
overuske the real interest ,ate structure increasingly negative time. 

and Central Bank borrowingefforts to contain expendituresMha GSDR's 
an Impact. The price indexsince 1980, however, appear to be having 

percent from January to Angust 1981, as against a 
rose by only 15 

1980.54 percent incraase over the same period in 

6. Economic Planning 

of the Three Year Plana. Implemtation 

for the years 1979 to 1981
The Three Year Development Plan (TY D) 
focused mainly upon the completion and consolidation of projects 

begun during the previous Five Year Development Plan (CPMD) plus 

nev projects considered to be of high priority. ALthough it pro

insights into GSDR priorities and intentions, it was
vided some 
more a list of problems and projects than a phased conitent of 

and social goals. While it forecast 
resources to meet 	economic 

and 10 percent, it did not 
a ratee of economic growth of between 5 

to the level and composition of invest
clearly relate this growth 

mnt.
 

the TYDP gave priority
spite of its general and tentative nature,In 	

and social sectors of the economy. Agriculture
to the productive 

35 percent of planned expenditure. The goal
was to have received 

the expansion and 	diversification was self-eufficiency in food. grains, 
and the reduction 	of agricultural imports, all

of the export base 
of which are critical goals from the point of view of Somalia's 

future development. 

of the plan might
it was clear from 	the outset that implementation 

The plan was highly ambitious, projectingprove difficult. 
over twice the actual level of the earlier FYDP.

expenditures, at 	 for its finansourcesIt was also highly dependent upon external 
some 64 percent of the plan's

cing. Donors were expected to provide 
and -loans. Athe form of concessional grantstotal cost mostl7 	in 

from a surplus
large amount of financing was also expected to come 	

ingiven past trends
In the ordinary budget, an unlikely prospect 


budgetary performane.
 

of the Plan amounted to only 51 percent in
Actual implementation 

available. Particularly1979, the only year for which data are 
the fact that the 	impleu_,ntation rate for agri

discouraging is 

culture amounted to only 24 percent.
 

number of reasons
The Ministry of National Plaoning has cited a 

These are: a lack of fin
for implementation problems of 1979. 	

of bulilinsand foreign, shortagesboth domesticancial resources 
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and other materials, a shortage of technical and managerial staff, 
and poor project preparation. Not specifically mentioned, hut 
most certainly a very real factor, was the massive influx of 
'rifusees and 'the overall security situation. Given the persis
tance of these factors over time, the rate of implementation can
not be expected to have improved significantly in 1980 and 1981.
 

b. The New Five Year Plan and Its Priorities
 

While the new Five year Development Plan for 1982-1986 has not yet
 
been officially published, certain preliminary information regard
ing it has become available. It appears that the plan will mark
 
a significant improvement over plans of the past.
 

First, in contrast to previous plans, it has been forulated with
in the context of a macro-economic framework. Projects proposed
 
therein will be subjected to feasibility studies and assessed
 
against the macro-economic tarZgets proposed by the plan. Thus, for
 

the first time in Somalia's planning history there will be an attempt
 

to relate the level and composition of investment to plan goals. The
 

recurrent costs of projects will also be taken into account for the
 

first time in assessing project feasibility.
 

The Five Year Plan projects a irowth rate in Gross Domestic Product 
(at factor cost) of 4.4 percent per annum. Household consumption
 

With the
Is also projected to incre&se by 4.4 percent per annum. 

3.1 percent population growth rate assumed in the plan, this vould
 

allow for some improvement in economic welfare.
 

The plan is less ambitious than its predecessor. Total investment
 

is expected to amount to SoSh 16,299 million over the plan period
 

(in constant 1980 prices). When one compares this projection with 
what would have resulted from actual 1979 TYDP expenditures over 

a five year period after adjusting for inflation (SoSh 11,495 million), 
and allowing for devaluation and its impact on shilling costs, the 

level of projected expenditures seems realistic. 

The Five Yeav Development Plan places a greater emphasis upon the
 

productive sectors than did the TYDP. Agriculture is to receive
 

50 percent of planned expenditures as opposed to 35 percent under
 

the TYDP, (ashare which would have been even larger had the two

tier exchange rate not been used in the calculations). Clearly
 

the plan recognizes the importance of the agricultural sector as
 

an exporter, a producer of food which is now imported, and as a
 
Onlysource of employment for future entrants to the labor force. 


5.9 percent of total plan resources are to be devoted to the social
 

sectors as against 12 percer:; in the TYDP (a share which would have 

been even smaller had a two-tier rate not been used in the calculations) 
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particularly coian8 is the ephasis give to the private 
sector. This sector I&expected to contribute 16 pemt of the 
domstic funding for the plan over the period of its iWplenm
tatian. A ccusiderable emphasis is given to providing it with 
appropriate opportunities amd incentives through better exchange 
rates, higher prices and access w intermediate and cital goods. 

31 
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VI. -pRopoSE=~N N ITS'RAflCK&LZ 

A.. The Proposed Grant 

In consideration of the problm of the Somali economy outlUned 
above, and the objectives of the U.S. economc assistance progru 

to Somalia, AID proposes to grant the Government of the Somali 

Democratic Republic $15,000,000 from the Economic Support Fund 

in Fiscal Year 1982. This grant will be utilized through a 
Comodity Import Program (CIP) to provide short-term balance of 

payments relief through the finScing of imports critical to the 

productivity of the Somali economy.
 

B. Grant Raional& 

1. Sppport for Policy Reform
 

In 1978 and 1979, trends in food production, export performance and 

food imports converged with several external factors to produce an 
this crisiseconomic crisis of severe proportions. So savere was 

was evident that, unless it could be reversed, Somaliathat it 
would be caught up in a downward epiral of falling living standards 

and ever increasing dependence upon the international community. 

Faced with this reality in 1980, the GSDR, in concert with the MH, 

took the initial steps neceseary to begin to deal with the crisis. 

This was an important development because it marked the first tims 
pragmatic look at the
that the Revolutionary Government had taken a 


coutry's economic problems and the politically difficult steps 

necessary to deal with them.
 

The principal objectives of the 1980 stabilization program were to 

reduce inflationary pressures and to improve the balance of 

payments/foreign exchange reserve position by restricting govern

meat expenditure and borrowing. Quantitative performance criteria 

were established for the uet domeetic assets of the Central Bank, 

net credit to Government, and external borrowing with maturities 

of 1 to 12 years. Agricultural prices were also increased in an 

effort to increase agricultural productivity. 

While the quantitative targets of this exercise were exceeded, the
 
As has been noted in earlier sectionsexercise did have'an impact. 

of this paper, government expenditure rose by only 1.8 percent in 

1980. As a result, inflationary pressures moderated considerably 

over the first eight months of 1981. 

In 1981 the GSDR, again in concert with the IHF, embarked upon 
an
 

The key components
even more ambitious stabilization exercise. 


of this exercise were:
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- TWabolition of the franco-valutaN1btem and the sa
establishment of a two tier exchange rate (with a com
miment to move to a single ezchange rate in the futur). 

- The Imposition of quantitative performance criteria for: 

- Net domestic credit.
 
- Not credit to goverment.
 
- External payments arrears.
 
- )sedium term debt. 

- Losses from the two tier exchanse rate system. 

A commitent to improve tax administration and collection 
with new revenue measures to be added over trin. (A 
25 percent ad-valorem tax vas also to be Imposed on live
stock exports though as noted earlier this tax may be 
reduced somewhat). 

A cotmiment to contain government expenditures, including 
a phaseout of the policy of providing goverment employ
ment to all secondary school graduates. 

- A comLtment to raise interest rates to more realistic 
levels. 

- A coitment to review agricultural producer prices as 
circumstance warrants, and to eliminate certain maketing 
controls. 

- co mitment to phaseout unprofitable and inefficient 
public enterprises unless social velfare aspecta justify 
their continued operation. 

in return, the UT agreed to make available to Somalia, Special 
Drawing Rights 43.13 million In trenches over the period July 1981 

to July 1982. The first review of Somalia's implementation of this 

stabilization program wil take place by December 31, 1981. 

The stabilization agreement represents considerable progress away 
from the policies and strategy folloved in the past. Properly 

to further economicsupported by the external donors, it could lead 
reform and a real turn-around in Somalia's economic performance. 

.The Comnodity ITmport Program proposed herein would provide sub-
In the firststantive U.S. support for these 1,licy reforms. 


instance, it will supplement the foreign exchange resources
 
policyprovided by the nff to "bridge the gap" 'until the new 

to take full effect. Secondly, by focusingmeasures have time 
upon key Inputs necessary to expand food production and agricultural 
exports, it will contribute ro a rather iimediate capital invest
mert program in key agriculture related Industries. 
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2. Support for the Private Sector 

The GSDR, as has already been noted, has realized that heavy state 
involvement in the Somali economy, both in terms of controls and 
direct production, has not led to either overall economic growth 

The GSDR is looking
or an improvement in the standard of living. 

...- easingly to the private sector to play a more active role. 
This emphasis is fully reflected in the previously discussed policy 
developments related to increased agricult:ural prices, more 

reasonable exchange rates, and the abolition of certain public 
enterprises.
 

USAID/Somalia sees the 7! 1982 CIP as an important tool for. 
It wil be accomplishedencouraging and supporting this trend. 

through the inclusion of covenants in the grant agreement related 

to an expansion of the role of the private sector in the Somali 
economy. It will also be accomplished by the reservation of 

$3.9illon to meet the needs of Somali entrepreneurs (identified
 

by the Somali Development Bank) whose otherwise viable investment 

proposals would fail in implementation for lack of foreign ex

change. The investments supported will be in. the areas of 
agriculture, agro-ndustries and manufacturing.
 

In addition to the commodities programned through the Somali
 
will also benefitDevelopment Bank, other resources of the Cfl 


large numbers of small farmers who do not currently have access 
to fertilizer. The private sector will also benefit from the 

rehabilitation of irrigation schemes. 

n addition to the foreign exchange provided, the private sector 

will also benefit from the use of the local currency counterpart. 

A portion of this will be utilized to increase the ability of 
institutionsthe Somali Development Bankc and other domestic banking 

to make domestic credit available to private agriculturalists.
 

3. Support for Economic Growth
 

It is clear that Somalia, through its own resources, does not hag 

access to the foreign exchange necessary to improve its economic 

performanceo This is reflected in the large amount of leternal 

financing that is postulated In the new Five Year Plan'in the 

balance of payments crisis, and in the shortages of criticalcurrent 
The Commodity Imcomodities currently visible in the economy. 


port Program will play a signific nt role in meeting the neds of 

the economy for critical growth related inputs.
 

performance is an ex-Key to improving Somalia's overall economic 
pansion of domestic food production and an improved performance 

on the part of Somalia's agricultural exports. Accordingly, the 

commodities chosen for financing under this CIP (See Appendix 
on 

commodities to be financed) have been selerted with 3uch 
an impact 

in mind. 

An adequate supply and distribution of fertilizers, for 
exmpe,
 

While
would allow for an immediate increase In food crop yields. 

total planned investment../ Estimated at 80 percent of 
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insufthis has been documented by in-country research results, 

ficient foreign ezchange has prevented the importation and distri
the requisite quantities.

bution of fertilizer in any where nea 

resources has prevented the
 Somali's shortage of foreign exchonge 
capital goods to keep ezisting irriga

importation of sufficient 
tion schemes in good repair and at maximnum productivitY. Barrages 

have deteriorated, canals hi-e become cic.gged 
and water control 

Making foreign exchange available to devices have broken down. 

assist in the rehabilitation of such schemes 

could have a considera

ble impact on production and economic growth.
 

Investment by the Vrtvate sector has also been 
constrained by the
 

While the Somali Development Bank
 shortage of foreipn exchange. 


Identify otherwise vlable potential investments by the
(SDB) can 
private sector in agriculture, agro-industries and manufacturing 

which would create both output and employmient, their implementation 
For 

precluded by an absence of sufficient 
foreaip exchange.


Is 
demand for credit from SDB by the private sector has


exmple, 
increased rapidly during CY 1981, with 

the number of outstmading,
 
These pro

approved loan applications having increased ten fold. 
shortage.

jects cannot be .mplemented because of foreign exchange 
have 

foreign exchange to meet such investment 
needs could 

Providing and regsnerate
impact upon Somalia's economic growth, 

a considerable 
sector in critical industries. 

the long stagnant private 
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VlT. MAKE ANAYSIS 

A. 'Invort'Commuwity 

1. Private Sector 

Approximately 5,: t) private Importers and exporters are registered 
by the Chamber of Comrce. Capital requiremnts to qualify as a 
licensed importer and exporter are large smounting to the equiva
lent of $40,000 of which 3/5 must be in real property and 2/5 in 
cash.
 

A large segment of the private (non-trading) zactor ismade up of 
relatively amall firms and individuals. Because of their small 
size, they caot meet the capital requirements for an Import 
license as these small entrepreneurs usually have cash/capital of 
less than $40,000. In order to allow this large segment of the 
private sector to participate and benefit from the grant, these 
private importers will combine their import requirements with a 
licensed private importer. This method will allow tham to par
ticipate and slowly increase their working capital and equipment.
 
Within a few years, individuals within this group should be able 
to qualify for an Import license under their own ume. Accordingly, 

$3.9million of the grant will be made available to private sector 
Individual firms identified by the 3oali. Development Bank. 

2. Public Sector
 

The public sector consists of the central government and local 
government at the regional, district and municipal levels. There
 
are also numerous public enterprises, with uajority government 
participation. These are involved in manufacturing of various 
types, agriculture/agro-industry and public utilities. :2 the 
public sector, there is not an import liceuring problem; howelier, 
public agencies and enterprises must apply for foreign exchange 
allocations. Public enterprise impo-ts must be reviewed and 
approved by the National Purchasing Agency. We do not foresee,
 
therefore, any obstacles to procurement under the CIP by public
 
sector entities.
 

B. Import Statistics 

Import statistics by major comnodity categories (plus a more de
tailed breakdown) are provided in Table XI of Annex T, for the 
years 1973-1979. The Table also provides data on imports from 
the U.S. in 1979. Clearly evident is the fact that in the past, 
the U.S. has not been a significant comercial supplier. 

Worldwide, major imports in 1979 included food and tobacco (19 

percent), intermediate goods (27 percent) and capital goods (34 
percent). The data of Table XI is deficient however in that it 
does not reflect refined oil imports currently running at about 

ad~
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$120 million per year. They also do not reflect franco-valuta 
imports which played a significant role in the past in supplying 
the canuimr goods eactor. The operation of the franco-valuta 
system and recent exchange rate developuments have already been 
discussed In an earlier portiuu of thb paper. 
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VU~A? WNITRATI AND MIaEUTAEICU 

,A. -Aduistrative Entities 

1. GSDR 

The adunistrative responsibility for the grant, which vll Include pre

paration of all reports as wl a assu-Ing compliance with all A.I.D. 

requiremnts, will rest with the Ministry of Planning. Hovever, the 

Ministry of Finance, in cooperation with the Central Bank will control 

the disbursement of funds through the issence of a Financing Request 
be responsible for coordinatingto A.I.D. The Ministry of Planning vili 


the Issuance of a Financing Requtest by the Kinistry of Finance. 

2. A.I.D.
 

The admnistration of the program by A.I.D. will be through a Supply 

)knageint Officer under the direction of the USAID Director, with 

support from REDSO/EA and AID/Washington. The Supply Management Officer 

will be the responsible agent for all matters pertaining to policy, pro
of the Comodity Import Program. All guidanceceduras and implementation 

and advising host government officials and private businessmen on A.I.D.
 
funds will beregulations and proper use of Commodity import Project 

the responsibility of the Supply Management Officer. 

3. A.I.D. Import Procedures 

1. Procurement and Financing Procedures 

h.I.D.

A.I.D.'s Standard Comnodity Financing Procedures, as set forth in 

All procurement will beRegulation 1, viii be followed for this grant. 


carried out under formal competitive procedures, except in certain cases
 
more appropriate and justifiable.where negotiated procurement will be 

2. Codities to be Financed 

Although all commodities in the A.I.D. Comodity Eligibility Listing 

(1981 as revised) are acceptable for A.I.D. financing, utiliZation of 
more restricted.the resources made available under this grant will be 

grant vll be restricted to conoditiesSpecifically, procuremnt under the 
related to the agricultural and agro-industrial sectors, and to 

privats 
the Somali Development Bank. It

mnufacturing activities idantified by 
that the grant ftmds will be used primarily for the pro

is anticipated 
curament of fertilizers, agricultu:al and manufacturing equipuent, machinery 

and spare parts, travaport equipment, and cons.ruction mterials 
for 

See Annex V for detailed list.Irrigation rehabilitation. 
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3. Procurement Restrictions/Limitations 

This grant will be restricted to Coda 941 source and origin for con
modities and related incidental services. Local agents are not required 
by Somali regulation. Thus, there is no conflict with A.I.D. Regulation 
I requiremnts that U.S. suppliers may sell direct to importers. All 
provisions of A.I.D. Regulation 1 regarding commodity eligibility review, 
price eligibi1ity, and both prior review and post audit will apply to 
all transactions. 

C. Disbursement Period 

The proceeds of the grant are expected to be disbursed within a 24 month 
period after the grant is expected. The terminal disbursement date, there 
fore, will be set 24 months from the grant agreement date and the terminal 
date for requesting disbursement authorizations will be set at 18 months 
from the grant agreement date. 

of Comthe method of disbursement will be through A.I.D.'s standard Letter 
Direct A.I.D. Letter of Commitent tomitment/Letter of Credit procedures. 

suppliers will be used for the procurement of fertilizers and/cr other 
selected commodities. The approved applicant for the Letter of Commitment 
will be the Central Bank of Somlia, which is wholly owned by the GSDR. 

D. Port Clearance and Inland Transportation 

Due to the heavy influx of refugees from the Ogaden, Somalia's main ports, 
Mogadishu and Berbera are often crowded. In addition, available in-country 
transport is periodically comitted to foodstuffs arriving for the refugee 
population. This problem has been a factor in compounding the normal pro
blems in port clearance and availability of vehicles to move the usual com
mercial goods from the port. To further exacerbate transpo-tation, over the 
past year there was limited availability of diesel fuel and pev.-ol in country. 
The fuel problem limited the use of mobile cranes and trucks to move Soods 
around and out of the port areas. Even with these problems, ocean vessels 
have normally been able to obtain berthing space for off-loading within a 
few days after their arrival, and the off-loaded goods clear the port areas 
within a few weeks. 

The standard A.I.D. 90 day port clearance and the 12 month utilization period 
requirement will apply. There will be continuous follow-up by USAID and the 
host government with th buyers to assure compliance with these requiremnts. 

Z. Arrival Accounting and End-Use Monitoring 

Since 1974, the Somalia Shipping Agency has been appointed by the GSDR to 
handle the monitoring and accounting of all imported goods. It is the 
agency's responsibility to notify the public and private importers when their 
goods arrivs, as well an provide notification as to quantities and types -f 
goods. Afrer the importers have been notified, it is their responsibility 
to arrange for clearances and movement of goods out of the port. Public 
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sector importers normally have their own vehicles and manpower to ezpedite
 
thetr goods. The private importers use either their own resources or aire
 

-a-frteight forwarder to-clearo and move the-,goods. 

7. Commodity Import Procedures 

1. Licensing System 

ft present, all private and publicly owned industries in Somlia are 
subject to import license control; whereas, the government Ministries 
are not. Applications by public corporations and government agencies 
are reviewed for technical (price, quantity) adequacy by the National 
PurcLasing Agency. Import licenses can be obtained by an7 private 
corporation or individual if they can meet GSDR requirements for lic
ensing as an importer/exporter. To obtain an import/export license, 
privat-e importers must have total assets valued at SoSh 500,000 minims 
composed of at least SoSh 300,000 in real property and SoSh 200,000 in 
cash. They submit documentation to the Inland Revenue and Financial 
Investigators. After receipt of approval as an importer/exporter the 
private or public importer can apply to the Director of Licensing and 
Hard Currency Control, Ministry of Commerce, for approval of the requested 
Imports. This application is reviewed for technical (price, quantity) 
accuracy, and if everything is in order, approved. 

2. Import Controls
 

Once the application is approved, the importer requests a Letter of 
Credit from the Somalia Commercial and Savings Bank. Depending upon 
the amount of foreign exchange made available by the Central Bank and 
the priority of the imports requested, the Commercial Bank either 
opens a Letter of Credit, or place-! the application higher or lower in 
the Letter of Credit pending queue. At present a high priority is 
being given to foodstuffs, pharmaceuticals and petroleum in the utili
zation of Somalia's own foreign exchange. Other critical needs are 
largely going unmet due to the scarcity of foreign exchange. 

G. _GSDR Allocation and Control of CIP Funds 

lhs Mnistry of National Plar.lng will specify dollar amounts to individual
 
government units. A suingle llar amount will be specified for private
 
sector use through the So-mali Development Bank. The Ministry of Finance
 
and the Central Bank cf Somalia ll. control A.I.D. foreign exchange accounts. 
Goods financed under the CIP will be licensed in accordance with usual GSDR 
procedures and requirements. 

The actual disbursement of any funds will be dependent upon the suppliers
 
providing a full set of payment documents. This will include both Form 11
 
(Commodity Eligibility Approval) approved by A.I..D. (SER/CO4) and A.I.D.
 
Form 282 (Supplier's Certificate and Agreement) which. attest to compliance
 
with A.I.D. Regulation 1, and provide evidnca of shipment. Follow-up by
 
USAID and the Ministry of National Planning will assure that goods are
 
received and being utilized.
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U. Tle-ntation 	Schedule and Pipeliue Analysis 

I. Iulentatiou Schedule
 

February, 1982 Agreement Signed
 

May, 	 1982 Conditions Precedent Mat
 

First Letter of Comitmant Issued
August, 1982 

September, 1982 First Shipments Made (Port of Exit) 

August, 1983 Grant Fully Committed 

January, 1984 Probable Final Shipmenta 

1984 Probable Final DisbursenentTebruary, 

2, Pipeline Analysis 

Presented below is a tentative couitment/disbursemnet schedule. 

Jun Sept Dec Aug Jun Sept -Dec Feb 
82 82 82 .83 83 83 83 84 

20Comitments 	 5 15 18 

1 5 10 12 15 18 19 2Disbursements 

IZ. OTM CONSIDERATIONS 

A. 	 Impact on U.S. Balance of Payf'ts 

on the U.S. Balance of Payments positiozThe short-run impact 	of this grant 
will be minimal, and deapends on the source of coumodities imported. Ferti

(cement and rebar) probably will be Codelzser and construction 	materials 
941 source from nearby wast Africa. Virtually all machinery, heavy equip

spare parts frorts will be U.S. source and origin. In the long
ment and 
rin, the CIP may assist U.S. exporters to establish market positions in 

Somalia. 
B. Counterpart Generation
 
The Somalia shillings 	counterpatr generated by private and public imports 

to the GSDR for allocation to development activities in the
will accrue 
GSDR budget related to increased food production, improvement of human re-

Programs to achieve 
source base, and agricultural research and extension. 

inputs (fertilizers, 	seed, fara imple
better distribution 	of production 

Rehabilitation of existing irri
ments and machinery) will be stressed. 

as well as opening up 	new lands to production will be eli
gation systems 

In the latter case, 	 new agriculturalgible for counterpart 	 financing. 
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eprojects which "st in riving the refugee Population into 
productive uployment wil receive special consideration. local currency 

movement a moregenratons also will be progruned to encourage toward 
already have discuased with GSDR theol 	 market-oriented ecoromy. We 

pos .bility of reserving sms counterpart for agricultural credit to pri

vate farms. We will also explore the potential for increasing cedit 
through existing institu ions to stimulate private agricultural industries 

involved in production/d.strbution of farm inputs. 

linally the U.S. Is engaged in a special effcrt to repair the Kismayo port 
facility, initially constructed mnder AID financing in the mid-1960's. 

Foreign exchange costs under a separate FY 1982 grant for Kismayc pot will 

be matched with local currency counterpart generated fron this CP. Som 
for AID use, 	 the trustcountera~r~tmay alao be programmed 	 probably through 

fund. 

The GSDR will establish a separate account in the Central Bank of Somalia 

for the counterpart generated by the grant funds. The counterpart will be 

deposited by importers under the opening of the Letter of Credit. Counter

part deposits will be made applicable to the financed imports under the 

apsits.	 Both public and private importers will make 
1 

h ttr exchanse rate system. 

C. Internal Financial Effects 

The counterpart expenditures should not have an inflationary impact upon 

the economy as they will largely be spent for items already in the GSDR 
the impact could be deflationary to the degreedevelopment budget. Indeed 

that they finance expenditures which would otherwise have been deficit fin

anced. To the extent that budgetary provisions have not been made to cover 

the counterpart costs of public sector procurement under the CIP, rea~locationi 

will be made such that the quantitative targets established under the I's 

stabilization exercise will be achieved. 

D. Use of U.S. Government Excess Prnperty 

A.I.D. will review the possibility of the financing of excess property under
 

the grant. However, it is unlikely such property will be appropriate givn
 
the nature of the commodities to be purchased. 

Corporation (OPIC)E. 	 Relationship to verseas Private Investment 

ad U.S. Export-Import Bank Activities
 

Somalia. To theNeither institution currently supports any activities in 

extent that it contributes to a revitalization of the Somali economy the
 

CIP will be supportive of their future involvement.
 

F. Use of Procurement Consultant 

The grant 	 that may be used to finance theagreement provides grant proceeds 

services and support of a U.S. individual or firm to assist the GSDR In the
 

the preparation
preparation and issuance of IFBs, the analysis of aards, 

and execution of supply contracts, etc. Although the GSDZ has no current
 

plans for utilization of a proc~ement consultant, A.I.D. will encourage
 

the GSDR to do so if appropriate.
 

lt
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WZATISTICAL'TABLEM 

A I T ial mAssistanceCos- 1980 

TAUSE XI Capital and Comodity Assistance C ti ts*1980. 

T=BL I Nuw and Value of Livestock Exports 

TABM V P oduction and Export ef Baaa 

TABLE V Production of Agricult.>:. Crops 

TAZE Vz Major Food Imports 

TABL VII Balance of Paymts 

TAIL 1= Somlia: Budget at a Glance 

TABLE Ix Actual and Projected Debt Service Payments 

TA Z I Imports by ComodiCy 

TABIZ XI The Percentage Shares of Somlia's aMt Suppiers In the. 
Total Value of Imports 

TBLE. II Composition of Zports 
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TOILE I 

TEMIAL ASMSTANZC 
1980 

(UtS. Dollars) 

Development S'rategies, Policies and: Mann~n 908,900 
Natural Resouces 4,851,100 
Agriculture, Forestrvi and Fisheries i1M68464 

Industry 7,079,300 

Transportation & Communications *,653,i00 

International Trade & Development Finence 80,350 

Population 471,000 

..ealth 59,882,293 

Education 16,o061,131 

624,000Wiployment 

Humanitarian Aid & Relief 65t827,022 

Social Conditions and Equity 209800 

Culture 89,500 

Total 121,229,960
 

Covers commitments clearly identified as being made in 190./ 
Actual disbursal would cover several years. 

Source: "Report on Development Cooperation to Somalia in 1980", 
UOP, August 1931. 



TABLE 11
 

CAPIA! AND cavDiTY ASSnia CEav=~ 

198o 
(Milliona of U.S. Dollars) 

M.ltilateral
 

International Fund for Agricultural Development 17.0 
African Develrpment Fund 23.2 
Eropean Economic Community 116.0 
Arab Fund for Economic & Social Development 5i.A 
Ialemic Bank 28.5 
OPBC Spec.al Fund 10.5 
OPZC Fund For International Development 90 
Arab Monetary Fund 6.o 
International Monetary Amd 27-4 
Total 4o6.7 

Bilatercl 
Peoples Republic of China 43.8 
Federal Republic of Germany 77.0 
Iraq 38.o 
Italy 51.8 
Kuwait Fund 21.0 
North I:orea 18.7 
LIbya 15,0 
Saudi Arabia 82.0 
Sweden 3.4 
United Arab EIirates 202.3 
Turoslavia 2.3 
Total M5 

Grand Total 962.2 

. Life of, project costs of commitments in effect in 1980 

Source: "Report on Development Cooperation to Somalia in -19B01 
UNP, Aucust 1981 



TABLE III 

zMMM AM VALE OF LIVESTCK WORTS 

Bho.:-VOWxx)) 

1971 622 
1972 816 

1973 709 

1974 663 
197 793 
1976 385 
1977 465 
1978 739 
1979 717 
1980 745 

Sources "Somal-

Value 
Tota F.O.B. 

Goats Cattle Camels numbers H1lons ol(,1oM) (1000) ,,,1000). So.Shy 

164 59 26 1is7 123.3
 

819 81 22 1,78 16.0
 

679 68 29 1,485 157.2
 

575 31 24 1,293 222o5
 

743 *401 34 1,s61 364.
 

381 58 34 8j8 301.8
 
461 55 33 1,014 299.5
 
715 77 .27 1,58 570.6
 
705 68 13 1,503 474.1
 

.736. 143 17 1,641 685.4
 

Recent Economic Developents", If July, 1981. 



TABLE IV 

rDUmflO AND mMORT 01 BAWAMW 

- VALUES 
...	 _cni.
,OCr_ o." 


(.T. per (ThousmAds ofMmm" of (TMumands of 
of Soh)
aruic Tons) toAduc$ng Itatric TCPs)

Nectars) 
Hectare) _______

112.0 67.7
168.3 23.7
1973 7.1 

73.6
107o3
23.5
137.5
1974 6.7 

80.9
81.8
17.4''
106.0
1975 6.1 

88.2
72.5
18.21
96.6
1976 5.3 


53.2 64.7.1/
12.5
65.2
1977 5.2 

70.2 L_
57.5
13.7
69.7
1978 5.1 


1979 5.8 72.2 12.5 55,5 	 68.5
 

45..
46.6 1I
23.2
60.4
1980 2.6 


SomeSz "Samli I Recmat Eoa4.c DevelopUmrt", Dh', Ju.y.1981o
 

Data in this table based on
 
Does not aPee with data :Ln Table VIT.1_/ 

exchange control data.
 



TA IS V 

lmamc_' o7 AoRLR CROPS 
Tumsands of Hat"ic Tomr 

1970' 1975 1976 1977 1976 1979 1980 

122.1 103.6 107.6 111.3 107.7 108.2 110.5 

Rie 2.9 4.9 5.4 8.4 12.1 13.4 16.7 

SoroSm 158.1 134.7 139.3 145.1 141.1 140.1 140.5. 

Bamw 10.9 9.4 9t3 10.2 10.1 8.2 9.3 

Sesm 43.4 37.3 38.8 40.6 40.0 40.6 . 38.4 

rouadaut 3.0 2.6 2.7 2.8 2.8 2.8 2.9 

V.ptables. 28.8 24.7 25.7 26.9 26.5 26.6 27.2 

Cotton 3.5 3.0 3.1 3.3 3.2 3.3 3.3 

Sugar Cam 450.4 370.0 333.3 320.0 311.5 265.0 419.5 

Sector Ravii.w - )ki Report", IBD, SPtu.. 1960
Siwcaa "ASocmultua 

Developmnts" flf,#July 1981"Samlia - Recent &=adl@c 



TABLE VI
 

H4AM0 
(Thousands 

%O.= IP07CS 
of So,:l± h17"lnz,) 

1974 19?5 1976 17 98 1 

whit,/Flour 

.ce 

Suprz 

Tea 

Edible 0..1 

Total 

15,430 

55,531 

604~83 

8,959 

19,701 

158t204 

49,451 

37,731 

43,0600 

15,06 

36,657 

182,14 

58,218 

31,374 

57,854 

15,122 

36,759 

199,327 

322,946 

58,36 

42,867 

179037 

58,362 

209,076 

43,181 

81,115 

261,356 

7,278 

82,458 

541,388 

78,673 

204,808 

84,926 

8,763 

i8o,568 

557,738 

a,9992 

135,841 

60,169 

13,432 

10 1,4oi 

o10,70 

-ported by'IDcludes comercnli concessions! un-' fran.-co vuluta imports im. .C-

Doom n in clude --.m.4.or't for r:",,-9- - , 4ef, 

Source: IVC Data tn. "Somalia, - Recent Econo.ric Developcpmot":IIM J 1081i 



ThDLE VII 

EBAWIE OF PADMMIT
 
(In Hillone of U.S.Dollars)
 

Ib m Vrs t feo o 
hvestfok)
OI v.tc) 

Imports c.i.f. 
(Franco Valuta) 

Trade balance 

8ervices 

Balance on Goods and services 

Transfers (Net) 
Govermeq 
Prtvate-

Current Accourt Balance 

Capital Movements (list) 
Private 
Official 

e rust Fund Loan) 


Errors and Omissions 

Counterpart to Valuation 


Adjustment
 

Overall Balance 

Change in fier'Forein 


Assets -w Inease
 

1261 
(47.9)
(14.o) 

.176.1 
(-3.1) 

-95.0 

-15.1 

-110A 

43.9" 
39.7 
4. 


-66.2 

67.9 
.4 

67.5 
w 

.7 

24 
-24 

1 3?1M 109 -3 
(47.6) (90.6)
C8.4) (9.4) 

-2o6.0 -275.2 
(-10.8) (-75.9) 

-134.7 -165.9 

-6.4 -4.9 

-141.1 -170.8 

119.0 105.7 
105.9 27.7 

13.1 78.0 

-22.1 -65.1 

71.8 78.7 
15.4 
56.4 

e2 
78.5 

- . . 

-3.8 5.4 

. 2.4 

45.9 21.4 
-43.9 • -21.4 

106 .- o 
(75.3) (108.9)
(11.6) C7.8) 

-394.1 -463.2 
(-34.5) (.54.9) 

-288.1 -326.2 

-11,6 .6.8 

-299.7 -333 . 

94.0 198.8 
58.1 142.6 
35.9 56.2 

-205.7 -134.2 

87.6 87.0 
3.9 -01 

83.7 	 87.1 
.. 01( ) 

15.6 18.4 

4.0 1.1 

-. 3 ,-27.7 
98. 5 27.7 

Iluding offsetting entry for franco-valuta imports.r 

So e "BSoeLia - Recent Zoonemic Develoement", Mf, July 19010 



SWLI: D AT A GLA1UO 
.OUNICW of Soali Shiling ) 

X AcLW Estimate 

Total Revenue 0.7 843.4 1,419.6 1,526. 1,,21.4 2,520.0 

s evew e 52991 617o2 1,154,2 1-314.8 1,192.6 22700 

lak-Tax Revenue 1416 1962 265.4 211.2 228,8 250.0 

Ordinary xenditur 9J. 1,061. 1,573.1 ,618.3 2,4Oo.O. 769.6 

Ordinary Surplus,/.4 7,.8 ,8. 1 .7.1 -196.9 
Deficit214 78381 .71 -901M 

Budgetary Develoment
 
Expenditure 165.4 21194 186.9 221.2 2006 350.
 

IOo.oOther k e=naiturXe 797 0 69.3 82.7 1,3Y.5 1,372.1 

Overall Deficit 941.,' 746.9 931.5 ,8.8 1;,7096 " ,0. 

Financing of Deficit 
Fre:. Financing
(,o1et 582.0 IWO0o. 56.0 1,375.0, 797.6 

Bank Borrowing (Not)362*. -22.2 408.9 920.2 671.0 M5oO 

Cash Balances .3.6 16.0 -19.4 -109.0 93.3 
(. increase) 

-

Tholudes foreign financed apital. expenditure, Other Otrs-buigetaz7 
expenditue and not leading to public antn.prises. 

Includes cash grants, aid in kind except food grants and external loans. 

Some.: "Somela.- Recent Eonomic Developments"o D0 July 1981 

3 



AC ALM PRWOWZE DEBT SEWICE PAYMTS 

(In aUJI.org of SOiaU Shl.l4lp) 

54.5 24.7 42,.9 24,o. 249.4 33...8Total 36.0 

30.9 39.4 18 318.1 189.5 295.7AmotizStLon 

I ,terest 5.1 15.1 6.2 6.7 58.9 9.9 58.1 

hatio to Heruhndise 

k ,artsOn 8. .. .19 7 5, 18 

1Pr'ojections based upon coaitmets at the end of 1980.
 

jActual
 

5aoes "Somla *Recent Zoonado Developments"i 13w, Jay~ 1981 

http:aUJI.org


TAIX X
 

SGIALIA: WMORTS BY CCUBIDI'flh/
 

COINSUM. GOODS 

Food 

Cereals, Cereal Products 

Fruits and Vegetables 

Sugar and Sugar Products 

Dairy Products 

Coffee, Tea and Cocoa 

Oil Seeds, etc. 

Animal and Vegetable Oils 

Other Food 


Beverages and Tobacco 

Hedicinal/Pharmacutical Prod. 

Personal/Household Toiletries 

Textile Articles 

Clothing and Footware 

Other Hanufactured Goods 


MINERAL FUELS! 


Petroleum/PetroleumProducts 
Other 

TrTET EDIATE GOODS 

Fertilizers, Kfd. 

Other Chemicals 

Rubber Products 


1973 
(In millions of 

TOTAL 
197? 

!487.1 

305.6 
191.4 

6.3 
1.6 


23.9 
20.7 

5.2 

51.4 

5.1 

19.9 

47.5 

2.0 

52.0 

24.7 

35.4 


62.5 


61.4 

1.1 


359.0 


3.9 

9.1 


43.4 


TOTAL 
1978 

588.7 

250.5 
31.1 
7.9 

78.4 

66.3 
32.4 


-
32.0 

2.4 

64.2 

20.0 

4.4 


68.2 

54.3 

127.1 


100.8 


100.5 

.3 


347.7 


-
49.6 

21.4 


TOTAL 
1979 

529.0 

213.9 
73.1 
9.8 
11.0 

54.8 

32.2 


.9 
25.6 

6.5 


77.6 

34.2 

7.2 

91.4 

44.8 

59.9 


84.7
 

78.8 

5.9 


410.2 


-
90.4 

18. r8 

1U

U.8. 
1979 

17 

.4'
-
-
-

-
-

-
-
-

-
.3 
-

-
-

-

-
-

SIB 

2.2 

TOUAL 
1973 

300.7 

134.0 
57.5 
12.3 
42.3 


1.2 
11.0 

.1 


7.9 

1.7 


19.8 

37.2 

9.1 


56.5 

21.5 

22.6 


28.8 


28.6 

.2 


165.6 

5.4 

25.6 

8.6 


TOTAL 
1974 

352.9 

175.7 
71.5 
13.2 
61.5 


1.5 
13.9 


-
12.8 

1.3 

7.3 


24.2 

6.5 


95.2 

20.2 

23.8 


60.3 


60.1 

.2 


288.9 

3.1 
33.7 

16.0 


- 1979 
Saalia Shlulinp) 

TOTAL 
1975 

349.5 

235.0 
161.0 
18.8 
4.4 

7.4 

12.3 

.1 


29.5 

1.5 


18.4 

25.3 

1.2 


29.4 

7.8 

31.9 


667.0 


59.4 

.6 


253.6 

5.9 

27.6 

15.9 


TOTAL 
1976 

361.4 

221.2 
134.1 

5.0 
1.4 


12.5 
22.4 

1.5 


41.4 

2.9 


22.9 

27.9 

1.0 


33.9 

11.4 

43.1 


66.5 

.5 


269.3 


.1 
38.0 

22.5 




TOTAL TOTAL TOTAL TOTAL TOTAL TOTAL TOTAL pi. 
1973 1974 1975 1976 1977 1978 1979 1979 

11tM MDIAtU GOODS, contd
 

27.1 51.7 16.2 24.2 .2
Paper, Paper Products 36.4 49.2 45.5 
Wood, Lumber, Cork and Products 10.8 24.5 13.5 17.3 20.5 9.9 22.9 

10.3 29.9 46.1 3v.9 55.5 42.1 64.5-- -
Cement and Building Materials 
Iron and Steel 18.3 68.2 22.9 2"i,1 53.3 26.3 40.0 

36.9 37.0 42-,8 43.1 121.1 73.3 2.6Metal, Mineral Manufactures 30.1 
27.4 5705 88.5 61.1 76.5 -Other 20.1 39.2 


308.7 2760 510.2 470.8 521.8 11.0CAPITAL GOODS 180.4 193.8 


88.1 152.1 93.9 196.7 112.7 138.4 4.0Non-Electrical Machinery 69.6 

26.3 37.8 36.2 31.9 118.5 59.8 66.0 2.1Electrical machinery 


67.9 120.4 150.2 195.0 298.3 304.54 4 9Traesportati quipument 84.5 

2.5 2.4 .3 14.0 10.9 130 1.1OTHER IMPORTS 1.9 


973.7 978.0 1,432.8 1,518.9 1,545.7 18.6TOTAL nePORTS, C.I.F. 677.4 898.4 

1 Exclude. franco-valute inports. 

2/ Does not include crude petroleum imports. 

3/ Hay include more than cement and building usterials. 

4/ Solely comierc-; l sales. 

SOURCE: "Melnrandum an -he Econouy of Somalia", l=,D, arch 1981 and MKiistry of Pluamng date. 



TABLE X 

1973 - 1979 

5122- 487 9&o J84 6M._42. 

31.3 27.7 32.0 251 2T.3 30.2 3473 
*
6. 6.9 5.2 10.5 7.2Germary (F) 	 562 3.4 

5.? 9.2 9.7 1-.4U.1te1 n.dom 	 4.8 3.5 5.4 1.4 1,3 .7 '1.7Pru.,ce 	 4o2 34? 1.6 
3.8 4.4 6.v 8.9 4.0 7.3 7.1Other 


USW-'. 12..5 7,9 1?,* 12*2 .. 

Or in 1.4 1," 0.1 2.1 2.8 .4 ,1 

4 112 	 in~1 4 
_____1111 	 7.3 2.9a, 	 3.9 

1.3 	 2.5 2.5 2.0 2.9KEnh 	 1.9 '.3 
5.3 3.2 1.7 1.4 5.7 6.0
Other 	 .4 

,)SZ 4~I.~ 20 1 2. 
r'a Peoples Rep, 1, 6r3 7.3 7T 2.1 

M 3.7 7.3 4.1 4.7 	 alThailand 
3.7 .6 1.2 .9 2.6 .9Japan 	 3.7 

.6 03 J3 2.4 .9 A6Hong- KcnC 

Other 3.1 9 .505 4.8 6,4 6.7 5.1
 

I~ fa. 	 6A6 ~ 6Kiddle Mact 4.v0 

Sau. i hrnbia .9 1.5 .9 JI 1.0 5
 
Yemen PDR 1.9 1.8 .8 .6 o7 .6 .3
 

2.6 4.7 1.2 4,9 4.9 4.91.2
Other 


2.5 12'ted States 	 22 
100 al 1.4 2.8 -Other .3 	 01 


. .1AS -
Other .1 

Total 100.01 100.0 100.0 100.100 10000 

at Excludes Fvvico Valuta Imports. 

Bouroe: "lemorcndum or the Economy 	 of Soma" ZBRD, Jianncii 1901 



TAMSE II 

• 1975 1976 1977 1976 1979. 

0. 8.2 531 59.0 73.2. 

14w hnnla ,364,. 301.9 '299.1 570.4 474.A 

Neat and Ykat products 59.3 37*.2. 320. .77. 

aides and Sk:is 20.7 44.4 23.6 29.7 56.4 

lab and Fish Products '7. 23.3 21.2, 4.3 2 

13 11.7 14.8 21.0claims 14.4 

6.3 4.1 7.8 10.2 32.7Other 

TOUL 563.4 51003 449.0 689.1 667.4 

1/ Basud on !=cm.s Ccontrol Data. 

Saes "Hamoandhm an the lcOnmy of SomlUi 33RD, January 1981 



STATUTORY CRLIST
 



3A(1) - COUNTRY CHECKLIST
 

and shouldIrhe-crteria listed in Part Aare applicable generally to FAA funds, 
source. In Part B a distinctionbe used Irrespective of the program's funding 


is made between the criteria applicable to Security Supporting Assistance and
 
the criteria applicable to Development Assistance. Selection of the appropriate 
criteria will depend on the funding sou'rce for the program. 

A. GENERAL CRITERIA FOR COUNTRY
 

1.. FAA Sec. 481. Has It been deter- No. 
mined that the government of the
 
recipient country has failed to take 
adequate steps to prevent narcotics
 
drugs and other controlled sub
stances (as defined by the Compre
hensive Drug Abuse Prevention and 
Control Act of 1970) produced or
 
processed, inwhole er in part, in
 
such country, or transported through
 
such country, from being sold ille
gally within the-jurisdiction of
 
such country to U.S. Government
 
personnel or their dependents, or
 
from entering the U.S. unlawfully?
 

2. FAA Sec. 620(b). Ifassistance Yis
 
Is to a government,has the Secretary
 
of State deteimined that itisnot
 
controlled by the international
 
Communist movement? 

3. FAA Sec. 620(c). Ifassistance No,
 
is to a government, Isthe governmant
 
liable as debtor or unconditional
 
guarantor on any debt to a U.S.
 
citizen for goods or services fur
nished or ordered where (a)such
 
citizen has exhausted available
 
legal remiedies and (b)debt isnot
 
denied or contested by such gcvern
ment?
 

4. FAA Sec. 620 e)(1). If No.
 
assistance Isto a government, has
 
it (including government agencies
 
or subdivisions) taken any action
 
which has the effect of naticnal
izinj, expropriating, or otherwise
 
seizing ownership or control of
 
property of U.S. citizens or entities
 
beneficially owned by them without 
taking steps to clischcige its ,bli-
Sgtivrs tcuard such citizens or 
entities?
 



. . FAA Sec. 620(f); App. Sec. 100. No. 
Is recipient country a communist 
country? Will assistance be provided 
to the Democratic P~publtc of Vietnam
 
(North Vietnam), South Vietnin, 
Cambodia, or Laos? 

6. FAA Sec. 620(1).. Isrecipient NO.
 
country in any way involved in (a)
 
subversion of, or military aggression
 
against, the United States or any
 
country receiving U.S. assistance,
 
or (b)the planning of such sub
version or aggression?
 

7. FAA Sec. 620(j). Has the country N. 
pemitted, or failed to take adequate 
masures to prevent, the daage cr
 
destruction, by mob action, of U.S.
 
property?
 

8. FAA Sec. 620(l Ifthe county , No. 
h failed to ititute theinvestent 
guaranty program for the specific
 
risks of expropriation, inconvertibility
 
or confiscation, has the AID Adminis
trator within the past year considered
 
denying assistance to such government
 
for this reason?
 

9. FAA Sec. 620(o); Fishermen's Pro- Somalia has taken no such action 
tective Act, Sec. 5. Ifcountry has 
seized, or imposedany perilty or 
sanction against, any U.S. fishing 
activities ininternational waters, 

a. has any deduction required
 
by Fishermen's Protective Act
 
been made?
 

b. has complete denial of assis
tance been considered by AID
 
Administrator?
 

10. FAA Sec. 620(Q); Ppp. Sec. 504. a.No.
 
(a) Is the recipient country Indefault b.No. 
on interest or principal of any AID
 
loan to that country? (b)Iscountry
 
more than one year in default on 
interest or principal ,jr, U.S. loan made 
pursuant to prcgram f-jr %htch furds 
appropriated under Approp. Act. unless 
debt was earlier disputed, or appropriate
 
steps taken to cure default?
 



.	 11. FA Sec. 620(s). What per-
cehtoe of country budget is for 
military expenditures? How much 
of foreign exchange resources spent 
on military equipment? How much 
spent for the purchase of sophis-
ticated weapons systems? (Con-
sideration qf these points is to be 
coordinated A'tth tie Eureau fcr 
Program and Policy Coordinaticn, 
Pegional CccrCinators and Military 
Assistance Staff (PPC/RC).) 

12. FAA Sec. 620(t). Has the 

couiltry severedUplomatic relations 
with the United States? If so, have 
they been resumed and have new bi
lateral assistance agreements been 
negotiald and entered into since 
such resutption? 

13. FA Sec. 620(u). What isthe 
paymntstatus of the country's U.N. 
obligations? Ifthe country is in 
arrears, were such arrearages taken 
into account by the AID Administrator
 
In determining the current AID 
Operational Year Budget?
 

14. FAA Sec. 620A. Has the country 
granted sanctuary from prosecution 
to any individual or group which 
has comitted an act of international 
terrorism? 

15. FAA Sec. 659. If (a) military 
base islocated 7n recipient country, 
and was constructed or is being main-
tained or operated with funds fur
nished by the United States, and (b) 
U.S. personnel carry out military 
operations from such base, has the 
President determined that the govern
ment of recipient country has 
authorized regular access to U.S.
 
correspondents tc such tase?
 

16. FAA Sec. 669. Has the country 

delivered or reived nuclear re
processing or enrichment equipment,
 
materials or technology, without 
specified arrangements on safeguards, 

Somalia spent 36% of its recurrent 
expenditures on defense in 1980. 
Little is known about the amount 
of foreign exchange spent on 
military equipment, though most 
such expenditures were no doubt
 
covered by grants or long term 
loans. Somalia has not purchased 
sophisticated weapons systems.
 

No.
 

Current
 

No, 

"The hcst country pemits access by 
U.S. correspondents to U.S. facilitie
 
located inSanalia.
 

No.
 



A. 17. FPA Sec. 670. Has the country 
delivered or received nuclear re-
processing, equipment, material or 
technology? Is the country not a 
"nuclear-weapon state" as defined In 
Article IX(3) of the Nuclear Non-
Proliferation Treaty and on which 
detonates a nuclear explosive device? 

No, 
No. 

18. FAA Sec. 901. Has the country 
denied Its citizens the right or 
opportunity to emigrate? 

No, but it discourages emlgration 
through passport controls. 

B. FUNDING CRITERIA FOR COUNTRY 

1. Security Supporting 
Country Criteria 

Assistance 

a. FAA Sec. 5023. Has the Department 
of State made findings which indicate 
that the country has engaged in a 
consistent pattern of gross violations 
of internationally reccgnized himan 
rights? If so, is program in accor
dance with policy of this Section? 

No. 

b. FAA Sec. 531. Isthe Assistance 
to be furnished to a friendly country, 
organization, or body eligible to 
receive assistance? 

Yes 

c. FAA Sec. 609. Ifcomnodities 
are to be granted so that sale pro
ceeds will accrue to the recipient 
country, hav . Special Account (counter
part) arrangements been made? 

Yes 



3(2) - OPROJECT ASSISTANCE CHECKLISI
 

The-criteria listed inPart A are applicable generally to FAA funds, and should be 
InPart B a distinction ismadeused Irrespective of the program's funding source. 


etteen the criteria applicable to Security Supporting Assistance and the criteria 
applicable to Development Assistance. Selection of the appropriate criteria will 
depend on the funding source for the program.
 

CROSS-REFERENCES: ISCOUNTRY CHECKLIST UP TO DATE? 

ITEM CHECKLIST BEEN REVIEWED?
 

A. GENERAL CRITERIA FOR NONPROJECT ASSISTANCE
 

1. pp. Unntbered; FAA Sec 65M(b)
 

(a)Describe how conmittees on Appropria-
tions of Senate and louse have been or 
will be notified concerning the non
project assistance; 

L)is assistance within (Oper-

ational Year Budget) country or
 
international organization alloc
ation reported to the Congress (or
 
not more than $1million over that
 
figure plus IC%)?
 

2. FAA Sec. 611(a) (2). Iffur-
therTlegislative action isrequired 
within recipient country, what is 
basis for reasonable expectation 
that such action will be conpleted 
intire to permit orderly accomplish
ment of purpose of the assistance?
 

3. FAA Sec. 209, 619. Isassist-

ance more efftciently and effectively 

given through regional or multi-

ateral organizations? Ifso why 


is assistance not so given? Informa-
tion and conclusion whether assist-
ance will encourage regional develop
ment programs. If assistance is for 
newly independent country, isitfur
nished through multilateral organiza
tions or inaccordance with multi
lateral plans to the maximun extent 
appropriate? 

IDENTiFY. HAS STANDARD 

Proposed CIP was included inthe.
 
.FY 1982 Congressional Presentation
 

Yes.
 

No further legislation Isrequiredt
 

This program isrot susceptible
 
of executior as part of a regional
 

Itisno'
or multilateral program. 

expected to encourage regional devi
 
lcprenf: proranis. Somalia is not 
a newly independent ccuntry.
 



A. 	 4..FAA Sec. 601'a];(and 
Sec. (.f) or devel opment 
loans). Information and con-
clus-tns whether assistance will 
encourage efforts of the country 
to: (a)increase the flcw of 
international trade; (b) foster 
private initiative and competition; 
(c) encourage development and use 
of cooperatives, credit unions, 
and savings and loan associations;
 
(d)discourage monopolistiP prac
tices; (e)improve technical
 
efficiency of industry, agriculture,
 
and comnerce; and (f)strengthen
 
free labor unions.
 

5. FAA Sec. 601(b). Information 
and conclusion on how assistance 
will encourage U.S. private trade 
and investment abroad and encourage 
private U.S. participation in 
foreign assistance programs (in-
cluding use of private trade 
channels and the services of U.S. 
private enterprise), 

6. FAA Sec. 612(b); Sec 636(h). 

Describe steps taken to assure 

that, to the maximum extent pos-

sible, the country iscontributing

local currencies to meet the cost 
of contractual arid other services, 
and foreign currencies owned by 
the United States are utilized to
 
reet 	the cost cf cntractual and 
other services.
 

7. FAA Sec. 612(d). Does the 
Unite tates own excess foreign 
currency and, ifso, what arrange-
ments have been made for its 
release?
 

Program will increase the flow of 
international trade by providing 
the necessary foreign exchange for 
importation of goods. A portion 
of the program assistance is 
earmarked for the Somali private 
sector and will tend to foster 
private initiative and ccopetition. 

The coiro<dites firanced by the 
program will contribute to a 
revitalization of the Somali 
economy. This, plus the require
ment that U.S. manufactured
 
commodities be procured with grant
 
proceeds and the resulting
 
increased familiarity with U.S.
 
products should lead to further
 
trade with the U.S. 

N:ot applicatle. Prcgram Frovides
 
fcreign exchange assistance for
 
ccnm,.c~ity imports. io otther con
tractual or ncn cofmodity related
 
services are being financed under 
the grant. 

At present Somalia is not a 
country inwhich the U.S. owns 
excess foreign currency.
 



B. FUNCING CITERIA FOR IMpRoJECT ASSISTMCE 
1. lonro~lect Critria for Secur'ity 

SUPPO~rttng-Assistance 

a. FAA Sec. 531. How will this 
assistance support promote economic 
or political stability? Is the 
country among the 12 countries in 
which Supporting Assistance may be 
provided in this fiscal year? 

The program will provide com
mdities necessary to the 
increased production of food 
and agricultural exports and 
thus contribute to the revitaliz
aton of the Somali ecorc-y,a 
key factor in future economic 
and political stability. Somalia 
isone of the countries eligible 
f-r assistance frn, Economtic 
Support Funds. 



3A(3) - STANDARD ITEM CHECKLIST 

Listed below are statutory items which normally will be covered routinely in 
those provisions of an assistance agreement dealing with its Iplementatiol. 
or covered inthe agre nt by exclusion (as where certain users of funds are 
perfftted, but other uses not). 

the general headir.gs of (A) Prccurenent andThese items are ar-arged under 
(B)Other Restrictions.
 

A. P44MUREM^NT 

1. FAA Sec. 602. Are there arrange-

ments to pemlt U.S. small business 

to participate equitably inthe fur
nishing of goods End services financed? 

2. FAA Sec. MOO. Will all com-
mdi procuremet financed be from 
the United Statcs except as other
wise determined by the President 
or under delegation from him? 

3. FAA Sec. 604b1. Will all com-
modities inbulk be purchased at 

prices no higher than the market
 
price prevailing inthe United
 
States at time of purchase?
 

4. FAA Sec. 604(c). Will all 
agricultural cbmOdities available 
for disposition under the Agricul-

tural Trade Development & Assist
aunce Act of 1S54, as amended, be
 
procured inthe United States
 
unless they are not available in 
the United States insufficient
 
quantities to supply emergency
 
requirements of recipients?
 

5. FAA Sec. 604d). Ifthe cooper
ating country d scriminates against
 
U.S. marine insurance companies,
 
will agreement require that marine
 
Insurance be placed inthe UMtted
 
States on conodities financed?
 

Yes, AID Regulation 1 procedures 
will apply. 

Yes, including code 941 countries.
 

Yes. AID Regulation 1 procedures 
'Mill apply. 

No procurement of agricultural
 
comoditles will be financed under 
the program.
 

http:headir.gs


A. 6. FAA Sec. 604 . If off-
.shore 	 procurement of agricultural
coUmdity or product is to be 
financed, is there provision 
against such procurement when the 
danestic price of such commodity
is less than parity? 

7. FAA Sec. 604f). Are there 
arrangemen -heeby a supplier 
will not receive paynent under 
the cumodity import program unless 
he/she has certified to such in
fornation as the Agency ty regula
ticn 	tas prescribed? 

8. FAA Sec. 608(a). Will U.S. 

Goveirment excess personal pro
perty te utilized wherever
 
practicable inlieu of the pro
curefrent of new its? 

9. MMASec.901M. (a)Com-
pliance with re-T0-rement that 
at least 50 per centum of the gross 
tonnage of comodities (computed 
separately for dry bulk carriers, 
dry cargo liners, and tankers) 
finane.d shall be transported on
 
prlvateily owned U.S.-flag ccmniercial 
vessels to the extent that such ves
sels are available at fair and rea
sonable rates.
 

10. 	International Air Transport. 

Fair Competitive Practices
 
Act. 1974 

Ifair transportation of persons or
 
property is financed on grant basis, 
w11 	 provision be made that U.S. 
-flag carriers will be utilized to
 
the extent such service isavailable?
 

ft procurnt of agricultural 
codtfes 11 be financed 
under the program. 

Yes, using AID Regulation I 
procedures. 

Ye.
 

Yes
 

Vyi.
 



1. FA Sec.620(h. Do arrange-
nts -preciudapromtng or 

assisting the foreign aid projects 
or activities of Commnist-Bloc
 
countries, contrary to the best
 
Interests of the United States?
 

2. FA Sec. 636(1. IsfinanCing 
prohi i trom uses without waiver, 
for purchase, long-term lease, 
exchange, or guaranty of sale of 
motor vehicle manufactured outside
 
the United States'
 

3. Will arrangement preclude use 
of financing: 

a. FAA Sec. 114. to pay for per-

formance of abortions or involuntary 
sterilizations or to motivate or
 
ccerce persons to practice abortions?
 
to pay for performance of involuntary
 
sterilizations as method of fanily
 
planninSj or to coerce or provide
 
any financial incentive to any per
son to practice sterilizations?
 

b. FAA Sec. 620(gl. to compensate 

owners for exproprlated national
ized property?
 

c. FAA Sec. 660. to finance police
 
training or othMir law enforccent
 
assistance, except for narcotics
 
programs?
 

d. FAA Sec. 662. for CIA 

activities7
 

e Ap. Sec. 103. to pay pensions, 

etc. for military personnel?
 

f. App. Sec. . to pay U.N.
lo 6
 
assessments?
 

g. APP. Sec. 107. to carry out 

provlo
sThis oF Sections 209(d)
 
and 251(h)? (transfer to multi
lateral organization for lending).
 

Yi 

Ye errant Agretnt Provisic 

Yes;
 

Yi. 

Vii 

Yii4
 

Vi. 

.Vs
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SUIJECTi CIP PROGRAM
 

HEREIN FOLLOWS THE TEXT OF e OECEER 160t LETTER %ECEZVEO........
 
PROM VICE MINISTER OF NATIONAL PLANNING REOUEIT:NG COMMODITY
 
IMPORT PROGRAM FOR SOMALIA. TEXT SHOULD SE INCLUDED AS
 
ANNOY III TO SUBJECT PAAD. QUOTE DEAR MR. ELL'f: WITH
 
REFERENCE TO THE DISCUSSION WE HAVE HAD ON THE ASSISTANCE
 
UNCER COMIAOOITY IMPORT PROGRAM AND THE AREAS TMAT THIS PROGRAM
 
COULD 0E OF GREAT VALUE, THE AREAIJ MAINLY REQUIRED FOR
 
THIS ASSISTANCE ARE IN THE FIRLD OF AGRICULTURE. INDUSTRY AND
 

UNOERTAKEN BY THE PRIVATE SECTOR. IPARAURAPM)
 
THEREFORE, IT WOULD HZGHLV 8E APPRECZATEO IF YOU WOULO KINDLY
 
CONVEY OUR REQUEST FOR ASSISTANCE OF USCOLS 20 MILLION UNDER
 
CIr TO YOUR GOVERNMENT AND OBTAIN THEIR APPROVAL. YOURS
 

ACTIVITIES 

SINCEREL Y, MOHAMSO OMAR JAMA, .VZCE MINISTER, MNISTRY OF
 
NATIONAL PLANNING UNQUOTE.
 
PETTERON 

ONCOLASS IFiEO
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k6j"t County: lamalia 

Project Titlte: Camodity Import Gant 

]UCJAh.ng: 2 Dolars'].11.tcn 

Period of Fund&ig: •IT 82-83 

MEE Prepared bys: Sharn A. Fee, USAID/Somalia 

,21oiomental Actica Recwktended: Categorical Exclusion'=nder 
F.g3ulatic 216.2 (c)(2): (IX). 

Cocurrece: *~VJMtanAl'.n E irectt USUMM 

Date: ...... __,_"/ 

airw3~fanirtt Officer's DPcisan~ 

Approved: 'J., 

Disapproved: ......... 

Date: 4...A "4

iiC
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rtamination of Nature, Scope a Magnitude of Envirnmental -mpact 

X. Description of the Project 

The project proposes to provide a c=odity import grant
of 15 million to the Government of the Somali Deoc=atic
Republic. (GSDR) from Economic Support Funds on .standard
A.Z.D. terms. The primary purpose of the grant is toprovide balance of payments assistance by financing raw
materiaZz, Spare parts, fertilizer azd capital equipmant
required by the agriculture/livestock sector. 

Commodities will be selected from the list of eligible
cc~odities (Handbook 15, app. B). No pesticides will
be imparted under the propiosed project and the Mission
will inform GSDR of any potentiallyhzardous materials 
or'usei once these become known. 

U. kincrxmpenaea ,.nvironmen. Action 

Xn accordance with A.I.D. Regulation 16 Sectic'& 216.2
(C) (IX) assistance under a Comodity Import Peogra
in eligible for categorical exclusion from environmental
procedures when, "prior to approval, A.I.D. does nothave knowledge of the specific cocodities to be financed
and when the objective in furnishing such azsistncn
requires .neither knowledge, at the time the assistance
is authorized, nor control, during implementation, of
the cmmodities or their use in the host country." 

As the subject assistance fulfills both the qualifications
cited above it should be granted a categorical exclusion
and be exampt from any further environmental procedures. 
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AN= V 

S TO BE FIANCDULUSTRATRVE LIS? OF CODIrrTnD 

below was developed in consultation with an inter-The coimodity list in colum one 
the Vice Minister of Agriculture. It was dramVInisterial committee chaired by 

a total of $20 million would be available for the Comdityup in anticlpation that 
WUe such a Lvvel of funding is needed by the economy, the levelTL ,ort Program. 

could be scaled down if $15 million is all that can be made available. The il1us

trative progran at this level of funding Is shov in column 2. 

Col. 1 Col.2 
Value Value 

Public Sector Procuremut 

A. Agricultural Sector. 

Tertilizer-i/ 31 2.00 2.00 

Cenant (canal repair) 2.00 Lid 

Rebar (cancl repair) Ad0.3 

Stel Sheetins (caal repair) A0 JO 
Trucks (grain and fertilizer distribution) 1.00 1.0 

eta. Storage Facilities (grain and 2L00 1.00 

fertilizer distribution) 

1.501*0BIlldozers/Backhos (rsmal repair)2' 


Excavator (canal repair)V *30630
 

strial 

Heavy Eqidu t (sugar and cotton pla.

. A.O.E _ Sector 

10tation) 

Factory Machinery (suar m) 150 100 

Spare Parts (tractors and equlpuuzt)V i0 1*00 

1.0 .30JFoundry Nachinery/Raw Materials 

3.00 3.50 

/ Procured by the Ministry of Agriculture for resale to public and private 

agricultural units. 
2/ Imports likely to receive preferential 6 to I exchange rate. 



IL Private Sector Ptocuemat 

Squtpment. for Somsal Cmrcs.Alo -mi 

Zqipmt for OWWp Plant5O.5 
++100Bulldozers/+1 

1.30,: LOOTractorsm 1 


Watrpu .p(forhrand anlaa mp:17) .05
 

~
Uaterpumps (irrigatian) 

3.1901 

+j 

~/Developed in'cooperation with the Soumal Development Bank. 
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Gant Nuber 

Tb.511 DmoMtl RepubULc 

The Uited States of Azerica, acting throuh the
 
Agncy for International Development ("L.I.D.")
 

Article 1: The 	 Grant 

To finsnce the foreign exchange costs of certain counodities and conodity-" 
economic developmentrelated services ("Eligible Items") necessary 	to prowote 

the Foreign Assistance Act of 1961,and stability, the United States, pursuant to 

as manded, agrees to grant the Government of the Somali Democratic Ppubllc under 
States Dollars

the term of this Agreement, not to exceed Fifteen Million United 

($15,000,000) (the "Grant').
 

Conditions Precedent to Disbursement
Article 2: 

Prior to the first disbursement under
Section 2.1. Conditions Precedent. 


the Grant, or to the issuauce of A.I.D. of documentation pursuant 
to which
 

the Grantee will, except as the Parties may other
disbuasemet will. be made, 

fur=Lsh to A.I.D., in form and substance satisfactorywise agree in writing, 
to A.I.D.:
 

(a) An opinion of counsel acceptable to A.I.D. that this Agreevent 

has been duly authoried snd/or ratified by, and executed on behalf 

of, the Grantee, and that it constitutes a valid and legally binding 
its terms;in accordance with all ofobligation of the Grantee 

(b) 	A statement representing and warranting that the 
named person or
 

authority to act as the representative or representatives
persons have the 

of the Grantee pursuant to Section 7.2, together-with 

a speciment sign

of each person certified as to its authenticity.ature 

the procedures by which all procure
(c) A procurelent plan including 

will be carried out, the criteria and 
mot financed under this Grant 

procedures for determining importer eligibility and foreign exchange 

allocations, and 	the mechanism for publicizing procurement 
and making
 

awards. 
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A section required by handbook 4, Chaptww SosC, b t not included in the standard1. 

agreement form, was inadvertentli cmitted from the draft agrement.
 

the draft prevLion entitled eligible Lte. and substitute the2. Please delete 

followingb
 

Section Eligible $!cems
 
- (A) The commodities eligible for financing under this grant shall be those
 

specified in the A.I.D. commo~ity eligibilitz listing as set forth in the imple

mentation letters and commodity procurement instructions issued to grantee. Com

nodity-related services as defined in A.I.Do vegulation 1 are eligible for financing 
eligible for financing only with theunder this grant. Other items shall become 

to finance any specific comoditywritten agreement of A.T.D. A.I.D. may decline 
ounh financing would be inconor commodity-related service when in'£ts judgement 

sistent with the purpose of the grant or of the foreign assistance act of 1961,
 

as amended.
 

- (B) A.I.D. reserves the right in exceptional situations t delete commodity
 
schedule B codes or
categories or items within commodtty categories described by 

a point inthe coew.Aity eligibility listing. Such right will be exercised at 


time nu later than commodity prevalidation by A.I.D. (Form 11 approval) or, if
 
on which an irreno ccmnodity prevalidati6h is required, no later than the date 


vocable letter of credit is confirmed by a U.S. bank in faVor of the supplLer.
 

- (C) If no prevalLdation is required and payment is not by letter of credit, 
no later than the date on which it expends fundsA.I.D. will exercise this right 

made available to the grantee, under this agreement for the financing of the
 

commodity, In any event, however, the grantee will be notified through the A.!.D.
 

mission in Its country of any decision by A.I.D. to exercise this right pursuant
 
orto a determination t_at financing the camuodity would adversely affect A.I.D. 

States or could jeopardize the safety or
foreign policy objectives of the United 


health of people n the mortIng countzy.
 



Section 2.2. Notification. When A.I.D. has determined that the coLitions 
specified In Section 2.1 have been met, It will promptly notify the Grantee. 

Section 2.3. Termina1 Date for Conditions Precedent. If a1 the coai

tious specificd, in Section 2.1 have not boen met within ninety (90) days 

frou the date of this Agreement, or such later date as A.I.D. may specify 
In writing, A.I.D,, at its option, may terminate this Agreement by written 
notice to Grantee.
 

Azrticle 3. Procurementr EliSblIty, and Utilizatin ofE Comodities 

Reulation 1. This Grant the procurement and utilizatioSection 3.1. A.I.D. 
of comoditie and comnodity-related serviceo f.inanced under it are subject to 

as from time to time amendedthe terms and conditions of A.I.D. Regulation 1 

and in effect, except as A.I.D. may otherwise specif in writing. If any 

provision of A.I.D. Regulation 1 is inconsistent with a provision of this Agree

ment, the provision of this Agreement sha.ll govern. 

Section 3.2. Eligible Items. The coimnoditic4% eligible for financing under 

this Grant shall be those mutually agreed upon by the Parties and specified 

In the Implementation Letters and Connodity Procurement Instructions issued 

to Grantee in accordance with Section 7.1 of this Aareement. Conodity

related services as defined in A.I.D. Reglation 1 are eligible for financing 

under this Grant, as well as the services and reasonable support costs of 
a
 

procurement advisor to assist the Grantee in such matters as the preparation
 

and issuance of bid documents, the analysis of bids and the preparation 
and 

Items 11 be subject to the requireexecution of supply contracts. Eligible 
cad III of the A.I.D. Commodityments and Special provisions of Parts 1, II, 

ImplemmtationEligibility Listing which will ba transmitted with the first 

Letter. Other commodities or services shall become eligible for 
financing
 

only with the written agreement of A.I.D. A.I.D. may decline to finance any 

specific commodity or comodity-related service when in its judgment 
such 

financing would be inconsistent with the purposes of the Grant or of the 

Foreign Assistance Act of 1961, as amended. 

Section 3.3. Procurement Source. All Eligible Items shall have their source 
the A.I.D. Geographlc

and origin in the "Selected Free World" (Code 941 of 

Coda Book), except as A.I.D. may specify in Implementation Letters 
or as it 

may otherwise agree in writing.
 

No commodities or commodity-related services
Section 3.4. Eligibility Date. 

orproctured pursuant to orders 

may be financed under this Grant if they were 
Agreement,


to contracts firmly placed or entered into prior to the date 
of this 

except as A.I.D. may otherwise agree in writing. 

With respect to procurement
Section 3.5. Procurement for Public Sector. 


this Grant by or for Grantee, its departments and instrumentalities, 
the


under 
I regarding formal competitive201.22 of A.I.D. Regulationprovisions of Section 

A.I.D. otherwise agrees in writing.
bid procedures will apply unless 
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Sectio 3.6. Procuremt 	for Private Sector. Procurmnt by private 
to the negotited procurw, .4t procedures ofImporters will be subject 

etion 201.22 of A.I.D. Regulation 1, except aw A.I. - may otherwise 

ages In writing or the importer elects procurement through the formal 
that nocompetitive procadures of 	Section 201.22. It is m-ticipated 

lass than one-third of the Grant will ha allocated to private sector 
procurmnt. 

Section 3.7. Specia. Procure nt Rules. 

(a) None of the proceeds of this Grant may be used to finne the 
purchase, sale, long-term lease, exchange or guaranty of a sal c of 
motor vehicles unless such motor vehicles are manufactured in the 
United States, except as A.I.D. may othervise agree in writing. 

(b) The source and origin of ocean and air shipping will be deemed 
to be the ocean vessel's or aircraft's country of registry at the 
time of shipment. 

(a) All nternational air shipments financed under this Grant will 

be on carriers holding U.S. certification to perform the service,
 
be delayed byunless shipment would, in the judgment of the Grantee, 


an unrasouable time awaiting a U.S.-flag carrier either at point of
 
origin or transshipment. The Grantee must certify to the facts in the
 

vouchers or other documents retained as part of the Grant records.
 

Section 3.8. Financin S Physical Facilities. Not more than $100,000 from
 

the proceeds of this Grant shall be used for the purchase of comodities or
 

commdity-related services for use in the construction, expansion, equipping,
 

or alteration of any physical facility or related physical facilities without
 

prior A.I.D. approval, additional to the approvals require, y A.I.D. Reg

ulation 1,except as A.I.D. may otherwise agree inwriting. "Related phy

sical facilities" shall mean those fac~litien which, takine into account 
geographic proximity, and mwersuch factors as functional interdependimce, 


ship, constitute a single enterprise Li the judgment of A.I.D.
 

Section 3.9. Utilization 	of Commodities 

(a) Grantee will assure that commodities financed under this Grant will 

be effectively used for the purposes for which the assistance is made
 

To this end, the Grantee will use its best efforts to assure
available. 

that the following procedures are followed:
 

accurate arrival and clearance records are maintained by
(;L) 

customs authorities; conmodity imports are promptly processed 
through customs at ports of entry; such commodities are removed 

from customs and/or bonded warehouses within ninety (90) calendar 

days from the date the comodities are unloaded from the vessel 

at the port of entry, unless the importer ishindeted by force 

majeure or A.I.D. otherwise agrees inwriting; and 
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(1) the coueditiag are cansmd or used by the Importer not 
Laer than one (.1) year from the date the conmodities are 
removed from custom, unless a longer period can be Justified to 
the satisfaction of A.I.D. by reason of force majeure or special
market conditions or other circumtances. 

(b) Grantee will assure that commodities financed under this Grant 
will not be reexported in the sam or substantially the em form,
ias a specifically authorized by A.I.D. 

Sektion 3.10. Shipping 

(i) Comodities which are. to !e transported to tt~va territory of the
Grantee may not be financed under this Grant if tmansported either: 
(1) on an.ocean vessel or aircraft under flag registry of a country
which is not included inA.I.D. Geographic Code 935 as in effect at 
the tirm of shipment, or (2) on an ocean vessel which A.I.D., by written 
notice to the Grantee has designated as ineligible, or (3) under an ocean 
or air charter which has not received prior A.I.D. approval. 

(b) unless otherwise authorized, A.I.D. will financa only those transpor
tation costs incurred on aircraft or ocean vessals uoder flag registry
of a country included in the Geographic Codet authorized in Section 3.3 
of the Agreement, except that when Code 941 is authorized, A.I.D. will 
finance only those transportation costs incuxred on aircraft or ocean 
vessels under flag registry of the United States and the cooperating 
country. When Code 941 is authorized and there i a general unavail
ability of cooperating country flag aircraft ot .. an veoels, A.I.D. 
will apecifically auchorize in Lfflementation Letters the financing of 
transportation costs incurred on aircraft or ocean vessels of any country
Included in Code 941. 

(c) Unless A.I.D. dete-mines that privately owned United States-'flag
comercial ocean vessels ara not available at fair and reaonable rates 
for such vessels, (1) at least fifty percent (50) of the gross tonnage
of all goods (computad iseparately for dry bl.k carriers, dry cargo liners 
and tanker3) financed by A.I.D. which may be transported on ocean vessels 
will be transported on privately aiied United States-!lag coumrcial 
vessels, and (2) at least fifty percent (50%) of the gross freight revenue 
generated by all shipments ftn~.ced by A.l.D. and tranported to the 
Somali Democratic Republic on dry cargo liners shall be paid to or for 
the benefit of privately owned United States-flag comercial vessels. 
Copliance with the requirements of (1) and (2) of this subsection must 
be achieved with respect to both cargo transported from U.S. ports and 
cargo transported fuom non-U.S. ports, computed separately. 
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Section 3.11. MfepnMd-

Nlrne Insurance on commodities fiuuced by LI..D. under this Grant my 
that such insurance is placed

also be financed under this Grant provided 
In a country included in the Geographic Code authorized in SectUn 3.3 

of this Ageemnt, or if Geographic Code 941 is authorized, alo in the 

Grantee country, in accordance with the applicable provisions 
of A.I.D. 

Aegulation 1, Subparts R and C. 

Artl3 4: Disbursemt 

Section 4.1. Letters of Cnunitment to United States Banks. After satis
the Grantee may obtain disbursemntsfaction of the conditions precedent, 

to A.I.D. for
of funds under this Grant by submitting Financing Requests 

to one or more 
-the issuance of letters 	of commitment for specified amounts 

the United. States designated by Uantee and satis
banking .ustitutions i, 

A.I.D. to reimburse the bank 
factory to A.I.D. Such letters w.l comnit 

or banks on behalf of the Grantee for payments made by the tm.ks to suppliers 

or otherwise, pursuant to such doc
or contractors, under letters of credit 

incurredas A.I.D. may prescribe. Banking charger
untation requirements 

of commitment and disbursements shall be fo% the 
in connection with letters 


of Grantee and may be financed by this Grant.
account 

Disbursements of
Other of Disbursement Authorizations.Section 4.2. Forms 

means the Parties may 	agree
th Grant may ilso be nade through such other as 


to-in ;-r-tting.
 

for Requests for Disbursement Authorizations.
Section 4.3. Terminal Date 

commiteunt or other disbursement authorization will be issued in 
No letter of 

request received after eighteen (18)months from the date of 
response to a 

A.I.D. may otherwise agree in writing.
signing of this Agreement, except as 

for Requests for Dtsbursev-nt. No disbursement 
Section 4.4. Terminal date 

of Grant funds shall be made against documeatation 
received by A.I.D. or
 

in Section 4.1 after twenty-four (24) months from the 
any bank des:,rihed 

as A.I.D. may otherwise agree in 
date of sigWang of this Agreement, except 


writing.
 

by A.I.D. shall be deemed
Date of Disbursement. DisbursementsSection 4.5. 

the data on which A.I.B. 	 makes a disburoement to the Grantee, or 
to occur on 

a Letter of 
its designee, or to a bank, contractor or supplier pursuant 

to 


cr other form of disbursement authorization.
Couitment 

A.I.D. Regulation I specifies in 
Section 4.6. Documntation Requrevents. 

to substantiio disbursements under this Agree
detail the docunrits required 

other method of financing. The document 
mant by Letter of Commitment or 

othtr disbu=sine authorization on the Ltte of CoumUiment ornumber shown 
sbLl be the number reflect&d on all disbursement documents sub

document 
the Grantee shall maintain records 

mitted to AI.D. In addition to t1e above, 



ea uate to establish that comodities financed heremnder hae been utilized 
In accordance with Section 3.9 of this Aeemnt. Additional documents my 
also be required by A.I.D. with respect to specific commodities, as mry be 
net forth in detail in !mplementation letters. 

Aiticle 5: General Covenamte 

Section 5.1. Use of Local Currency. 

(a) Grantee will establish a Special Account in the Central Bank of 
Somalia and deposit therein currency of the Government of the Somali 
Democratic Republic in amounts equal to proceeds accruing to the Graatee 
or any authorized agency thereof as a result of the sale 
of the Eligible Items. Funds in the Special Account may be used for 
such purposes as are mutually agreed upon by A.I.D. and the Grantee, 
provided tht such portion of the funds in the Special Account as may 
be designatad by A.I.D. shall be made available to A.r.D.to moet the 
requirements of the United 2tates.
 

(b) Deposits to the Special Account shall becoma due and payable 
quarterly upon advice from A.I.D. as to disbursements made under the 
Agreement. 

(c) Any unencumbered balances of funds which rrmain in the Special 
Account upon termination of assistance hereunder shall be disbursed
 

for such purposes as may, subject to applicable law, be agreed to 
between Graeute and A.I.D. 

Section 5.2. Taxation. This Agreement and the Grant will be free from any 
taxation or fees imposed under laws In effect in the Somali Democratic Republic. 
To the extent that any commodity procurement transaction financed hereunder 
Is not exempt from identifiable taxes, tariffs, duties and other levies 
imposed under laws in effect within the Somali t mocratic Republic, the 
see shall not be paid with funds provided under this Grant
 

Section 5.3, Reports and Recorls. In addition to the requir nts tn 
AID, egulation 1, the Grantee will:
 

(a) Furnish A.I.D. such reports and information relating to the goods
 
and services financed by this Grant and the performance of Grantee's
 

obligations under this agreement as A.I.D. may recsonably request;
 

(b) Maintain or cause to be maintained, in accordance with generally 

Accepted accounting principles and practices consistently applied, such 

books and records relating to this Grant as may be prescribed in 

I 

http:A.r.D.to
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InspectedIM tan Letters. Such books and records may be 
by A.I.D. or any of its authorized representativs at all times as 
h.I.D. my reasonably require, and shall be maintained for three yeas 

aster the date of last disbursement by A.I.D. under this Grant; and 

(c) Permit A.1.5. or any of its 	authorized representatives at all 

reasonable 	 times during the three-year period to inspect the commodities 
point, including the point of use.financed under this Grant at any 

Section 5.4. Completeness of Information. The Grantee confirms: 

(a) that the facts and circumstances of which it has informed A.I.D., 

or caused A.I.D. to be informed, in the course of reaching agreement with 

A.I.D. 	 an the grant, are accurate and..complete, and include all facts 
affect the Grant and the dischargeand circumatances that might materially 


of responibilities under this Agraement; and
 

(b) 	 That it will inform A.I.D. in timely fashion of any subsequent facts 
affect the Grant and the dischargeand xcumstinces that might materially 


of responsibilities under this Agreement.
 

or
Section 5.5. Other Payments. Grantee affirms that no payments have been 

;fficial of the Grantee in connection with the proor will be received by any 

curement of goods or aerviceo financed under the Grant, except fees, taxes,
 

or similar payments legally established in the country of the Grantee.
 

foreign exchange allocationSize of Transactions. No 	 or
Section 5.6. Minimu 
letter of credit issued pursuant to this Agreement shall be in an amount less 

than Ten Thousand Dollars ($10,000), except as A.I.D. may otherwise agree in 

writing. 

Article 6: 	 Special Covenants Concerning Program Implemntation and AMIievement of 

Program Objectives 

covevants to adhere to the
Section 6.1. IMP Stabilization Program. Grantee 

to reduce goverument xpendituras and borrowing,DII stabilization program 
and e ,ign prices and interest rates

establish more realistic exchange rates, 


to realistic market rates.
 

Section 6.2. Efficiency of Public Enterprises. Grantee covenants to review 
of public enterprises in the agriculture and agro-industrialthe management 

sectors in to determine ways to izprove efficiency in operations, andordor 
investment policy decisions; and where indicated by such reviews and where 

to phase out ineffi
considered necessary to achieve development objectives, 

on 	 sector which
cient public enterprises, with first priority the agriculture 


is vital to economic growth.
 

to undertake investment
Section 6.3. Foreign Investment. Grantee covenants 

code reform and other policy measurus in order to encourage foreign and 



domestic private Investmt In devaloIng the economy, paticularly In
 
agriculture.
 

1 covenants to. increase mphasis 
on management and technical training programs and to establish economic 
incentives to encourage retention of technically qualified personnel in 

Section 6.4. Techen Psonnel. Grantee 

agriculture and related industries.
 

Section 6.5. Private Savings and Investunt,. Grantee covenants to undcr

take a review of governmont policy reforms necesuary to encourage increaed 

private savings and investimt. 

Section 6.6. Efficient import Procedures. Grantee covenants to undertake 

measures necessary to assure that its foreign exchapaa allocation and import 

licensing systems work afficiently end enable private importers, innuding
 

sall value importers, to participate fully as beneficiaries of this Agree-

Saction 6.7. Periodic Zonsultations. Gvantee and A.I.D. agree to meet 
to discuss the status of the economy,periodically, but no less than mually, 

associated economic issues and the relationship of the A.I.D. program to 

thou matters.
 

Article 7: Termination: Remedies
 

Section 7.1. Tcrmination. This Agrenmnt may be terminated by mutual agree-
Either Party may terminate this Agreemntment of the Parties at any time. 

the other Party thirty (30) days written notice.
by giving 

Section 7.2. Suspension. If at any time: 

(a) grantee shall fail. to comply with any provision of this Agreement; 

or 

(b) Any representation or warranty made by or on behalf of Grantee with 

respect to obtaining this Grant or made or required to be made under 

this Agreement is incorrect in any material respect; or 

An event occurs that A.I.D. determines to be an extraordinary() 

situation that makes it improbable either that the purposes of the Grant 

will be attained or that the Grantee will be able to perform its obli

gations under this Agreement; or 

(d) Any dirsbursement by A.I.D. would be in violation of the legislation 

governing A.I.D.; or 

(e) A default shall have occurred under any other agreeunt between 

Grantee or any of its agenciss and the Government of the United States or 

any of its agencies; 
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2it In aditicm to remedies provided In A.I.D. Regulation 1, A..Do may: 

(1) suspendor cancel outstanding comtment docmants.to the extent 
that they have rot heen utilized through irrevocable commitmnts to 

third parties or otheirise, or to the extent that A.I.D. has not made 

direct reimbursement to the Grantee thereunder, giving prompt notice 
to Grantee theraafter; 

(2) decline to issue additional comitment docsments or to make dis

bursemets other than under existing ones; aid 

(3) at h.I.D.'s expense, direct that title to gooda financed under 

the Grant be vested in A.I.D. if the goods are in a deliverable state 

and have not been offloaded in ports of entry of the Somali Democratic 

Republic. 

Section 7.3. Cancellation by A.I.D. If,within sixty (60 days) from the 
date of any suspension of disbursements pursuazt to Section 7.2, the cause 
or causes thereof have not been corrected, A.I.D. may cancel any part of 

the GLut that Is not then disbursed or irravoca'ly committed to third 

parties. 

Section 7.4. Refunds.
 

(a) In addition to any refund otherwise required by A.I.D. pursuant 

to A.I.D. Regulation 1, if A.!.D. determines that any disbursement is 

not supported by valid documentation in accordance with this Agreement, 

or is In violation of United States law, or is not made or used in 

accordance with the terms of this Agreement, A.I.D. may require the 

Grantee to refund the amount of such disbursement in U.S. dollars to 

A.I.D. within sixty (60) days after receipt of request theirefor. Refumds 

paid by the Grantee to A.I.D. resulting from violations of! the terms 

of this Agreement shall be consider(d as a reduction in te amount of 

A.I.D.'s obligation tr!'4er the Agrosement and shall be available for reuse 

under the Agreement I.Z authorized by A.I.D. in writing. 

(b) The right to require auch a refund of a disbursement; will continue,
 

notwithstanding any other provision of this Agreement, for three (3) 

from the date of the last disbursement under this Agreement.years 

No delay in exercising or omitting to
Section 7.5. Nonvaiver of Remedies. 

any right, power, or remedy accruing to A.I.D. under this Agreement
exercaie, 


ill be constred as a waiver of such rights, powers, or remedies.
 

Article 8: Miscellaneous 

Letters. From time to time, for the informationSection 8.1. Implementation 
and guidance of both parties, A.1.D. will issue Implementation Letters and
 

Czumodity Procurement Instructi s describing the procedures applicable to the 

http:docmants.to
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as permitted by particular propaqetation of the agreemnt. Except 
visions of this Agreement, Iqaementation letters and Comodity Procure

or the text of thismet Instructions will not be used to amend modify 
Agreemt. 

Section 8.2 Representatives. For all purposes relevant to this Agree

ment, the Grantee will be represented by the individual holding or acting 
will be representedIn the office of the Hinister of Comerce and A.I.D. 

the office of the Director, 	 USAID/
by the ndividual holding or acting in 

by written notic3, may designate additional repre-Somalia, each of whom, 
with specimensentatives. The names of the representatives of the Grantee, 

accept as duly authorizedsignatures, will be provided to A.I.D., which may 	
of 

any instrument signed by ouch representatives in implementation this 

until receipt of written not:Lce of revocation of their authority.Agreement, 

Section 8.3. Communications. Any notice, request, documnt or other com
the other under this Agreement will

micatiou submitted by either Party to 

be in writing or by telegram or cable, and will be deemed duly given or 

sent when delivered to such 	party at the following address. 

To the Grantee: 	 Ministry of Comerce 
Mogadishu, Somalia 

ComrceMail Address: 	 Ministry of 
Mogadishu, Somalia 

To A.I.D.t 	 Director, USAID
 
Mogadishu, Somalia 

Mail Address: 	 USAID/Som1ta
 
c/o American Embassy
 
P.R. 574
 
Mogadishu, Somalia
 

Alternate address for cables: 

USAID/Somalia 
c/o American Embassy 
Mogadishu, Somalia
 

unless the Parties otherwiseAll such communications vill be in English 
Other addresses may be substituted for the above up(

agree in writing. 
giving of notice. The Grantee, in addition, will provide the USAID Hlusic. 

with a copy of each comumication setat to A.I.D./ashiZnton. 



___ 

and Marking. The Grantee will give approprJateSection 8.4. ?nf m 
publcity to the Grant an a program to which the United States has cotri
buted, and mark goods finnced by A.D., as described in Implemntation 

Letters. 

the Grantee and the United States of America, eachIn iIITUSS WHEREOF, 
acting through its duly authorized representativo, have caused this Agreemet 

to be signad in their nams and delivered as of the day and year first above 

written. 

'MUM STATES 0F AlRICASOALI DECRATIC tUDULIC 

I_ 



A4U VII
 

ASSISThKC3 TO T SUGAR IMSTRY
 



3:0 NOV 1981
 

FOR ZST%1WR/AfAMCKO HMMOM ASSTM "r .

a/W. C. Schmn.,ier, Jr. 

n1,K SER/COX, WiLUi C. Sebmifsser, Jr. 

Problem: Your approval. i requested to permit pro meflnt of 
4 t,used in producing snqer in Somalia under tM proposed 

cominogty import Program. 

Somalia is Currently in the p=ss of developingDiscussion: 
.M Progr-mn Assistance Authorization Document (PAAD) for a $20 
.illoi Commodity mpor, Program. Genral agreement has been 

.=aawhad..c the. 44-des to bo .inancad. Tb, list includes 
equipment valued at $5,0O000 for the Agro-Industrial Sector, 
some of which may be used in sugar production. More specifi
cally, $1,500,000 uder the Agro-Industrial Sector is allocated 
for heavy equipment for cotton and sugar plantations, $l,.500,000 
for sugar mil factory machinary, and $1,000,000 for spare part. 
for tractors and havy equipment. some of which might be used 
in producing sugar. 

According to Policy Dete=rmiation (PD) 71 (AttaWbm t 1), A.Z.. 
must consider possible Lnjucy o U.S. sugar producers before 
extending assistance to sugar industries of cooperating countries. 
PD-71 requires your approval when non-pro.ect funds ar used for 
such a purpose.
 

-Mile semalia is not- now md is not likely to become a major 
in ome of the world's largest consumers ofexporte of sugar, it 

..sugar -on..a.pec-capita banis .and ..ts .mpo=.rtation is an important 
itain on its scarce foreign exchange. Only recently does domes
tic production meet a sipgificant portion of Somalia's sugar 

detalilg recent and projcted data on productionseds. However,
.and consupticn (2ttacbrent 4), indications are that Somalia will 
be a net sugar importer for the fore seeable future. 

Sal4ia's efforts to increase domestic sugar produah.ion will. not 
affect the market for UT.S, sugur producers. Scmalia has not 

the recant past. MaJor suppliersimported sugar fromflthu U.S. in 
were, in varito years, Kenya, West Germany, China, Brazil and 
the united Kingdom. go refugec sugar has bee= proviJed by or 
procured from the U.S, . Somlia does not export sugar or sugar 
products to the U.S. except for a miniscule amount of nolasses. 
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,the use of Comodity Import Program resourcestherefore,
assist Somalia sugar produAction wil. not impact on U.8, pro
dueas since such ass stance will not displace U.S. producerst 

usedomestic or export markets. At the nanm time, uch of 
program resources represent a sound development strategy. By 
promting increased self-sufficiency in sugar, it will save hard 
currency for an economy in which foreign exchange shortages 
represent a key development constraint. 

3ecendationu Inasch as there wemiu3d appear to be no paten-
EaI in3j%-Yto U.S. producers of sugar a's a reslt of the pro
posed purchases, it is reoomendd that you apprve CIP funding 
of equipment for use in sugar production in Somalia. 

Appoved: _ 

Disapproved: _____ ,___ 

Date : __ 

Attachmen'ts: 
1. PD-71 

'2. -ogadishu 06488 
3. State 304376
 
4. N~gaAshu 06723
 

Clearances: 

AYR/Z:CCarr dae 
GC/AR:Dragn A~aO" 
GC/CcMapries t. dA % 

CON/AL!: PJHTaan to 
CO/P sRCa, n ate M 

MB' ?53P/CCJICPS tKAbrahazms/AIR/DR: MYyer i kir s11/23/1118 
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JO H0 1,Sup A maH"M~C, NO *pmcnve DATI PAGgANDBOOK 1:15 May 12, 1978 PD-

POLICY DETERMINATION:* AID-Financlng of Palm Oil, 
*,Ctus and Sugar Projects and Related Products 

1. Because of the potential injury to US producers of similar products, 
AID/U will as a matter of general policy examine at the earliest possible 
stage proposed projects involving production, processing or marketing of 
sugar, palm oil, or citrus for export. Approval to proceed with project 
development in these cases must be made by the appropriate Regional
 
Assistant Administrator wi th the concurrence of AA/PPC and A/! IA fol1owl 
review by PPC/PDPR/EDD in cooperatioh with IIA/EA/IEA. These divisions 
will examine potential injury to US producers on the basis of data 
supplied by the Mission on the export potential of the project, likely 
export markets, magnitude of production resulting from the project, and 
the recipient country's relative share of the world market and/or US 
import market; and on information available inWashington about the 
condition of the US industry. 

2. Covditles financed under non-prpJect assistance and activities 
financed by subseauently generated local currencies would be given a 
similar review with participation by SER/COM when the Mission is aware 
that the commodities will contribut2 to establishing or expanding 
production, processing or market:ng of thise products for export. 
However, we do not envisage changing existIng procedures governing non-. 
project assistance to require Missions to trace all final uses of 
imported comnoditie. 

3. Missions are not prohibited from developing project ideas in which 
these commodities are involved. Rather, they should be aware that their 
potential impact on US producers is a matter of concern which has resulte-
In restrictive legislation in the OPIC authorization bill and in the 
replenishment authorization for the International Financial Institutions. 
AID should, therefore, only finance such projects when their development 
rationale is strong and their likely impact on US producers is low. 

Robert H. Nooter 
Acting Administrator 

h r/ 
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