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PREFACE
 

This study was commissioned by the Office of Development
 

Planning in response to a request from the senior management of
 

the Africa Bureau. The purpose of the request was to improve
 

A.I.D.'s knowledge regarding the impacts on economic growth and
 

equity of policy reform programs in Africa, Thi3 study and
 

related studies, in Mali and Zambia, constitute the field studies
 

for Phase I of the Office of Development Planning's Policy Refocm
 

Impact Assessment activities,
 

Each of the three country studies was prepared in the field
 

during January 1987 by three member teams. Teams were comprised
 

of 2 members provided uinder A.T.D.'s Macroeconomics Indefinite
 

Quantity Contract with Robert R. Nathan Associates, Inc.,
 

Development Alternatives, Inc., and Boston University. The 

Bureau for Africa, Office of Development Planning provided the 

third member for each team. A foirth report synthesizes the 

findings with respect to the impact of policy reform programs in
 

Africa. 

Under Phase TI, analytical activities will continue to
 

Droaden and deepen A.I.D.'s knowledge of the impacts of policy
 

reforms in Africa. These activities will continue in fiscal 1987
 

and 1988.
 

John A. Patterson, 
Associate Assistant Administrator
 

Office of Development Planning
 

March 16, 1987
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I. EXECUTIVE SUMMARY
 

The purpose of this study is to assess the impacts of
 
Somalia's donor-supported economic and agricultural policy reform
 
programs. Emphasis will be placed on the impact of market
 
legislation on the incomes and welfare of the small-holding
 
farmers and transhumant herders who form the productive base of
 
the Somali economy. The time allotted to the study was very
 
short, and in many sectors the most basic data are unavailable.
 
We have thus relied heavily on anecdctK.,l evidence, USAID and
 
other donor reports and assessments, and meetings with a wide
 
variety of people from USAID, other donor organizations, the
 
Government of the Somali Democratic Republic (GSDR), Somali
 
parastatal agencies, ?rivate businessmen, Private Voluntary
 
Organizations (PVOs), and development proj Lcts in the Bay RL:gion.
 

Since 1981, the GSDR has enacted a number of key
 
reforms.
 

The exchange rate has been freed to float to
 
a more realistic level.
 

Domestic cereal and livestock marketing has
 
been privatized.
 

A stabilization program has been adopted to
 
curtail demand expansion.
 

Certain (iovernii(en ,,-ci parastatail monojpolies 
have been abol ished, Jiic i(Lng tli so of the 
National T-ading AJoenc" t o i~mport consumer 
qgoo , Bo11i- a) .)21 -Cha0se an1danana tht) iD 
export iinins, ho v'stock Dee' opmenttHe jv. 
Agency to puchas and L-1 1v.(t anima iaor 
e:port aInd t I , qricn tnra! D11'(iopment 
Corporl-t i( n1 tn i so] 1 domn<ticinrchaso 


Imports of most goods, including most ag
ricultural inputs, have been liberalized.
 

Civil service retorm has begun and the GSDR 
has ceased acting as an employer of last 
resort.
 

The GSDR has reoiiented its basic strategy
 
from an urban/industrial to an agricultural
 
one.
 

1.
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The Somali domestic economy seems relatively prosperous and
 
has responded well to the increased opportunities for private
 
sector activities. Those reforms that have been enacted have had
 
a decisive effect on certain sectors of the economy:
 

The dramatic increase in grain production
 
since the liberalization of the cereals
 
marketing process has helped Somalia become
 
self-sufficient in maize and sorghum.
 

Farmer income, based on relative prices of
 
grain and consumer goods, has risen.
 

Herder income seems to have at least kept 
pace with rises in consumer prices and may 
have risen faster. 

The private sector has reacted to decontrol 
and increased disposable income in many 
sectors of he popu Lation by expanding 
dramat ica;,i!v. 

S Private sector Investment as a percentage of 
GDP, :Lhouqch still low, has risen signifi
cantv v. 

New stores and even new factories are spring
ing up rapidly in most of Somalia's cities 
and towns. 

Small a)ci medium scale enterprises seem to 
have proliferated spectacularly, although 
there is no quanrtifcation of this phenome
non. 

Consumer gooods are ava-,lable more readily, in
 
greater variety and quantity throughout the
 
country, in secondary cities and even in
 
small rural villages in the irrigated zones.
 

Production inputs are becoming more readily
 
available through the private sector, inclu
ding some veterinary drugs, medicines,
 
fertilizers, agricultural chemicals and
 
seeds, etc.
 

The GSDR has started to implement a proqram 
of civil service reform, which has begun 
reductions _n the number of officials on the 
payroll. 

Tax revenues have begun to r:.se as a percen
tage of GDP. 
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Exports from the privatized banana sector 
have risen.
 

Exports from the privatized livestock export 
sector have begun to capture new markets and 

to approach the level of exports en]oyed by 

the country before Saudi Arabia banned 
imports of Somali cattle. 

Agricultuiral wages have risen to the point 
where they are higher than wages for govern
ment service. 

A reverse rural exodus has begun, with urban
 
dwellers returning to the countryside to 
farm, either as permanent residents or as 
transhumant farmers.
 

The value of land has increased significantly
 
in irrigated areas and efforts to establish
 
legal rights in land through registration and
 
leasing form the GSDR have increase. 

Consumer welfare [n the cities has improved 
as legal prices for domestic foodstuffs are 
relatively lower than they were under social
ism when almost no food was available offi
cially and the black market supplied small 
quantities at excessive, speculative prices.
 

anUnderlying all- b movements L. ongoing 
effort to improve Somalial'; 1a lance of 

,payments, based on e orts t at and unify 
the exchange -ate of ho c nrrv s 
currency -- the Somali Sb, I ]nc (55) . Until 
recently, when Somalia cal led a alt to the 
twice-mor th l public .uct i oil h.or ld 
Bank-supplied hard currency, j()od progress 
had been made; the auction rate %,-asapproach
ing a realistic level, in (ddir. to ,stab
ment of a e.a t-1ing i-t0 r1va9to tra ns
act ions 

Nonetheless, major difficulties persist. Somalia's external
 

debt burden is overwhelming, her balance of payments situation is
 

alar-ming, her annual budget deficits are staggering, her
 

agriculture can succumb to catastrophic drcught at any time, and
 

her public administration remains an expensive and inefficient
 
burden on the nation's taxpayers.
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Among the most urgent remaining reforms are:
 

Remaining state or parastatal monopolies and
 

monopsonies must be rationalized.
 

* Civil service reform must be pursued.
 

GSDR expenditures must be reduced to the
 
level of potential revenues and budgeting
 
improved.
 

The GSDR must begin assuming responsibility
 
for recurrent costs of projectized activ
ities.
 

of key economic sectors,
The privatization 

such as banking, insurance and petroleum
 

imports, should be encouraged.
 

rate should reach a
The official exchange 

realistic level.
 

Rules, codes, and regulations governing land
 

tenure, foreign and domestic investuse and 

ment, taxation and incentives, and customs,
 

must be simplified and codified.
 

Effective decentralization of governance and
 

revenue generation and use must be studied
 
and implemented.
 



I. INTRODUCTION
 

Policy in the Somalia Context
 

How can we best help the countries of Africa achieve real
 
agricultural development? Should we concentrate on rural
 
projects for farmers and herders or on policy dialogue with
 
central governments? Which of these is the fastest, most
 
cost-effective and sustainable path to real improvement of the
 
quality of life of the people of Africa? Both approaches can
 
be rewarling or frustrating, effective or futile.
 

Advocates of people-to-people participatory development
 
know that farmers must sell their crops to improve the quality
 
of their lives. At the same time, supporters of policy
 
dialogue know that bureaucrats, even guided by the best of
 
policies, cannot grow food in their offices. Policy without
 
participation is an empty exercise in economic theory. The
 
influence of policy dialogue on agricultural growth and the
 
welfare of farmers and herders often remains obscure.
 
Nonetheless, participatory projects in a hostile policy
 
environment are doomed to failure.
 

Somalia is a partclarv appropriate country in which to
 
assess the impact of policy dialogue with a central government
 
on growth and equity in the agricultural sector. Although
 
considered a model of democratic government and economic
 
liberalism (Lewis, Ch.VIII, passim) from independence in 1960
 
through the decade, in ].969 a military coup profoundly altered
 
the direction the nation had taken. After the "October
 
Revolution," the state adopted a controlled "Scientific
 
Socialist" economy based on government control of all
 
productie activities, marketing, and foreign exchange
 
transactions. Government policy oriented the nation's economy
 
towared industrial development.
 

Backed by ever-growing Soviet assistance, no significant
 
economic difficulties arose until the Ogaden War cf 1977.
 
This conflict, which followed a severe drought in 1975, led to
 
the severing of relationships with the Soviet Union, to
 
extraordinary military expenditures, and to balance-of
payments and fiscal problems of unprecedented gravity.
 
Western donors began slowly to replace Somalia's socialist
 
benefactors and started working with the country to implement
 
a far-reaching structural adjustment program.
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But until 1981, the basic orientation of the Somali 
economy remained socialist, statist, and urban/industrial. 
The United States Agency for International Development (USAID) 
East African Country Profile #4 of 1.980 could still write 
"Today Sonai.a continues conmitted to its goals of Scientific 
Socia is m," (p. 17) . 

At first, the Western donors and financial institutions,
 
led bv ,SAD,the International Monetary Fund (IMF), and the
 
Wo.--i< *l,., were unsuccessful in altering the basic
1DRD) , 
approac' of the Government of the Somali Democratic Republic 
(GSDR) to Je'.elopnent. The hopes for success of their 
agicultural_ and livestock programs were stifled by state
cotrolled marketing monopolies and monopsonies and by 
ineft.icrt 'arastatal input suppliers. The first major crack 
Jn the xst facade appeared in 1981 when the Livestock 
Developoie, t" Agency (LDA) was abolished, after protests from 
the no .'ily powe'rful rural stock feeders and exporters who 
ear;e, ov,.-r 90 percent of Somalia's foreign exchange. At the 
same i.. t ;t ate abolished the National Trading Agency 
(ENC) ionoo cl-y crn the import of consumer goods, permitting 
private to, r:idersreplace it; and began the process of 
e~fi'at".:ithe Aacultura. Development Corporation (ADC) 
monoo, .. ., on cere:- "arK , ng. in the countrysidez, .
 

n 1982, c fo-cuitcus combination of circumstances helped 
te donors.o ,chieve a major breakthrough. Two years of 
drought and severe foreign exchange shortages led the GSDR to 
fear widespniead f&wi.ne and political disaffectation. They 
agreed to mple.:ent a long-standing donor policy reform 
request to completely liberalize the cereals market in the
 
interior ot the country. The result was an explosi.on in the 
quantities of sorghum and maize on the market and a
 
signifiocant improvement in rural welfare.
 

:,e rest of the policy reform program, presented in
 
Chapter iIi of this paper, followed the successes of these
 
first exper..ments -n privatization.
 

The increases in grain production and in rural incomes
 
have ::ributed toa general orientation of the Somali
 
economy awa fro state-owned industries to private sector
 
a.r.... ...This reorientation is among the most important
 
successes of the pclicy dialogue process in Somalia, although
 
4t cannot be documented by any specific GSDR decision at a
 

http:explosi.on
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given point in time. Today the GSDR proclaims its intention
 
to base its future prosperity on the agriculture sector. This
 
is a major achievement of the policy dialogue process.
 

USAID Objectives and Program
 

The USAID Program in Somalia has shown the way toward
 
an effective combination of rural agricultural projects and
 
policy dialogue. The FY 1987 Country Development Strategy
 
Statement (CDSS) and the FY 1988 Annual Budget Submission
 
(ABS) state that the mission objective is "to provide
 
balance of payments support, reduce public deficit, and
 
support (on a trial basis) promising areas of future
 
growth." USAID wishes to arrive finally at a diversified,
 
outward-oriented economy, built on a productive, sustainable
 
economic foundation.
 

The strategy is based on three development themes:
 
private sector development, policy reform, and outward
 
orientation. In the area of policy reform the ABS states
 
that the mission's agenda includes five priority areas:
 

Macroeconomic stabilization
 

Increased privatization
 

Banking system reform
 

Civil service reform
 

Rationalization of trade procedures and
 
business regulations
 

In addition, USAID has shared the lead with the IMF and the 
IBRD in attempting to establish donor coherence on policy 
issues and coordination of donor investment policies through 
the Consultative Group (CG) and regular donor meetings. 
Although there is a certain amount of donor agreement on 
most policy issues (see Appendix D) , much effective coor
dination of donor investment programs has yet to occur. The 
GSDR Public Sector Investment Programs (PSIPs) have remained 
ex post justifications of individual donor projects rather 
than integrated programs of synergistic development activ
ities.
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Although the Somali climate is harsh, agriculture is
 
possible over a not inconsequential area and is limited
 
primarily by rainfall, which varies from 100 to 500 
mm a year.

Current agricultural practices use few inputs beyond water,

land, and labor. Yields, even in the irrigated subsector, are
 
well below those achieved in similar environments elsewhere in
 
Africa.
 

Following the decontrol of cereal marketing in 1982, crop

production improved dramatically after a decade of decline and
 
stagnation. Somalia seems 
to have surpassed self-sufficiency
 
in maize and sorghum -- its two principal staple crops.

However, it remains dependent on food imports for rice, sugar

and wheat.
 

Livestock Herdinq
 

Transhumant livestock herding constitutes the principal
 
source of food and income for 70 to 80 percent of the
 
population, produces 40 percent of domestic food production on
 
a caloric basis, and accounts for 90 percent of merchandise
 
export earnings. At one time, it held first rank as 
a source
 
of livestock imports to the whole Arabian peninsula. While
 
that position declined with the Saudi ban on livestock
 
imports, exports are once again rising. 
The Saudis have
 
lifted bans on some classes of livestock and markets are being

developed in other states, particularly Egypt. The subsector
 
also provides fresh milk and other dairy products to the
 
burgeoning urban populations of Somalia.
 

Dry Land Production
 

Somalia's major dry land crop is sorghum, although farmers
 
cultivate small quantities of others such as safflower and
 
sunflower. The dry land crops in any one 
season cover 500,000
 
to 700,000 hectares. Sorghum and maize, the latter grown

largely in irrigated areas, are produced almost entirely by

small-scale farmers. Sorghum represents 45 percent of total
 
grain production. Despite increased use 
of hired tractors for
 
plowing, current dry land cultivation practices use few
 
inputs. Most farmers could achieve improved yields with
 
better cultivation practices and certain commercial 
inputs.
 



Irrigate Production
 

Of a total cultivable area of 150,000 hectares in the
 
Shebelle River Valley, 54,030 hectares are under flood
 
irrigation. 
 In the Juba River Valley, about 120,000 hectares
 
are under controlled irrigation'with an additional area of
undetermined size under flood irrigation. 
 Large-scale private

and state far-ms produce rice, bananas, and sugar, while

smallholders grow maize and sesame 
in rotation and cultivate
 
bananas for export.
 

Maize has become the major domestic grain marketed in

Somalia; total maize production now represents 55 percentiof

domestic grain output. 
 Better water management, expanded use
 
of fertilizer, and improved cultivation practices are required
 
to generate yield increases.
 

After livestock, bananas constitute Somalia's second most

important merchandise export. Bananas are marketed through a

joint venture, SOMALFRUIT, owned 60 percent by De Nadai, 
a
 
multinational headquartered in 
Italy, and 40 percent by the

GSDR. SOMALFRUIT's strong role in marketing helps ensure that
 
appropriate expo-t quality is maintained.
 

Sugarcane yields have fallen in recent years and 
are now

about what they were in 1950. Production of sugarcane, a
 
government owned and managed irrigated crop, has been impeded

by controlled orices, 
extreme shortage of foreign exchange,

and major difticulties in operating the irrigation systems.
 

Fisheries
 

Somalia's fishing resources are still undeveloped.

Somalia has over 3,000 kilometers of coast line and apparently

large ocean fishing resources. At the present time, about 2
 
percent of the population is involved in the fishing sector
 
and the sector's contribution to exports and domestic value
added is negligible. Expensive experiments in 
state
controlled deep sea fishing, fish processing and storage were

unsuccessful, but attempt to stimulate artisanal fisheries

have had encouraging results. 
 Fishing lacks infrastructure,
 
markets, and support services.
 



Inputs
 

Even by African standards, demand for commercial
 
agricultural inputs in Somalia is still at a very low level.
 
Even where demand exists, commercial inputs have generally
 
not been available in rural areas. The banana subsector has
 
been the major crop activity to use modern agricultural
 
inputs.
 

Tractors are the major improved input in common use in
 
rural Somalia. At the end of 1984, about 2,000 tractors were
 
in operation; about 370 of these were owned by the public
 
tractor rental service company (ONAT). Because of the
 
artificially low official exchange rate, ONAT has been able to
 
provide services at roughly half their market costs, thereby
 
discouraging private operators from providing similar
 
services. Under the IBRD Agricultural Sector Structural
 
Adjustment Program (ASSAP), ONAT will be required in the
 
future to achieve full cost recovery for tractor rentals.
 

The GSDR has been responsible for the distribution of fuel
 
oil, which was subsilized. Control of the fuel market has not
 
resulted in an adequate supply of fuel, even for the limited
 
mechanization already in place. Fuel prices through the
 
official channels have been artificially low and rationing
 
systems ineffective in ensuring fuel supplies for agricultural
 
uses. The GSDR has promised to eliminata fuel subsidies and
 
is being encouraged to allow private fuel distribution in the
 
near future.
 

Veterinary services are provided free by the GSDR to the
 
livestock sector. Unsatisfied demand for services exists at
 
present subsidized prices. The GSDR is now encouraging
 
private sector provision of animal health products and
 
services by increasing the number of non-prescription

veterinary drugs classified as safe for private imports.
 

Production Enterprises
 

Since the early 1970s, the GSDR has become involved in a
 
wide range of production enterprises in the agricultural
 
sector, including industries, state farm projects, and
 
settlement programns. The GSDR has set up 15 industris, which
 
have been inefficient. Studies are under way to determine
 
which of these enterprises should be privatized, which
 
discarded, and which maintained as public interest activities.
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The GSDR organized and managed the production on 18 major

state farm projects. The process of breaking up these
 
costly and inefficient farms has 
begun and private farmers

have gained access to land. However, the tenure regime is
 
very unclear.
 

The performance of the agricultural enterprises in the

public sector, on balance, has been dismal. On some

occasions, the enterprises inhibited development and in other
 
cases they failed to deliver needed services. The enterprises

have proved to be unproductive investments and have been a
drain on the public coffers. The output of most agriculture

enterprises has stagnated, declined, 
or ceased altogether in
 
recent years. 
 Some of the losses have been spectacular, e.g.,

the deep sea fishing attempts, the urea plant, and most of the
 
state farms. 
 Only the flour and pasta factory is operating at
 a reasonable level of plant utilization -- 33 percent in 1983

and 68 percent in 1984. Others are operating at 30 percent or

less capacity utilization and many are closed.
 



III. THE REFORM PROGRAM
 

The Donors, Their Roles, and Prorams:
 
The consultative Group
 

The key players promoting macroeconomic and agricultural
 
policy reforms in Somalia have been the IMF, the IBRD, and USAID.
 
Generally speaking, all have agreed on the major economic issues,
 
although from time to time they have diverged on the timing and
 
pace of the reform effort. The donors support the common themes of
 
strengthened public finances; parastatal reform; adoption of a
 
realistic exchange rate; easing of foreign exchange controls;
 
relaxation of price and import controls; promotion of private
 
sector activity; and encouragement of agriculture production.
 

Some disagreement, however, has arisen over specific
 
reforms under these broad themes, including exchange rate
 
float and unification; livestock export tax; surrender
 
requirements; and disposition of the ADC.
 

While all donors support the establishment of a realis
tic exchange rate, USAID would opt for a floating exchange
 
rate regime and the IMF and IBRD for a managed exchange rate
 
system. USAID feels that the GSDR is incapable of managing
 
an exchange rate system; the Fund and the Bank assert that
 
the volume of the foreign exchange market is low and a
 
floating rate system would produce significant exchange rate
 
volatility.
 

In 1981, at the urging of the IMF, the GSDR imposed a
 
25 percent export tax on livestock exports. The tax was
 
subsequently adjusted downward significantly through specif
ic levies --- taxes per head rather than on value. All the 
donors including the IMF acknowledge that any export tax 
discourages exports. However, the IMF viewed the tax as 
necessary to support Somalia's flagging public finances and 
felt that the ongoing depreciation was providing ample 
incentives for livestock exports.
 

All the donors would like export surrendor rocu.remeitts 
to be as minimal a pot-; .ible. lowever, 1n \,i;ew of the 
country's frag4il, fore ign 0ge pfl , I IxcLuCh I MF 
required the( fl8 to :io-edsc: rciu 1 ICColE t s -S ?] to 50 
percent in 1, , 5h pxe'nt areient198(,. holr; tt 50 rju 
which still amou ts to aIme,,t a 30 p:rco>nt Iax in 11 1C;h r:. of 
the diE tewrentia1, C-20 roe oi,icialhhtec 0l: market and 
exchanqe, represents an improvement from the 100 percent 
reUquirement imposed before 1985. 

1.3.
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Th ~I F: h-a s pl'a yed 'apiota1 le in "supportin-g/,structurJ 

;y>~adjustment in 'Somalia. , The_.Fund~''- efforts ~.have concenrated. ,
ly 'o engthening ,thze public '. nacs b .mntr 

maoir!n inresig c-urbingmretr
xpansion, inrasn .rveupr6m6 	 g-. propriateL'exchange12 

Srat 	atjustments.- impcoyjing-- external ,debt~fin &met, 
pi 	 ageive'andiberali'zihg pices, rvdn a~ce~~n~ie 	 o~-~ 

agricult'ural production. The Fund rprovided successive/ starnd-;
4 ts (SDR) 43 '11, 6O0 

m~ilion,,ov~r' 1980-82 (1 SDR=$1.QO'.. Generally' 4 spakig 
rangements were& succes f uI in promoting re fo'ims. Mos1t 

aragements of. Special;,Drawig Rig$ ' 11.51 anQ' 

significant were the substan~tial. and'o'~Jng dev ,uati'n' of the, 
shilling,4 de facto liberalizatio0n, of'producers and- con~sumr, 
prices, and signi iicant reduiction in- government borrowing from 
the domestic bankiig-slrsteh. j ,, ~ 

A new ItMF stand-by -prbgranm of SDR 20.1;milO caeit 
effect on February 22,'95 At the :same ime, a compensatory 
financing faiiyarranfgeinent of SDR 3 2'.6million alobecame. 

~i.4 	 available. The' objectives of -the new stan~d-by program have been 
ine broadly, 'altribugh th GSbR contntues to encounter rob'ems in~ 
making ext~ernalJ prepay ensIinrcludito thIMF. ''ihliJghts of 

the SDR~~e~~me~or~u de ~ ost recent stan ~y 4 arrange
miet are the adoption'of a freely loating' system for' de terining~ -~~+ 
the exchange rate. of prvt transactos the, eliiaio 6f 
virturally alltrdie rsrcin'retitsion further external 
borroig official dismanitlemnent 4of- all : rice controls,.~ 
imrvmn of revenu co1l~e tion "andaahike':,in 'interest -rates.-

Thelarsizd o 	 potfoli for coaihsgethe 	 IBRD 
the Bank, a significant, role in oSro lia hasor 

Prmriyth~ugits soft loar id'' nentoa Deveomet 
Agency -(ILDA ) I the" IBRD' s proy#7dSomaliacredits 'of '$249A.8 
million,6f~which $l99.3'3million has been -di:Sbised., 

'~accorded 

-"4~~~ 	 ' 

TheIBRI dju~tentj efforts at 'the mcr level have 
emphiasized 'rationalization' of the'._Public Sec~' hetet:'

Poram. 4 IPFaria parastatal enterpiisea 'refor -.The'IBRD, :as 
we 1 other don~or~s ife'6is-that. the P51? Lhas 'beenwL''as mna'ny. of' the 
largely donor-driven and,tha~t- th' "Som'al h~~be~se into4 

- ''undertaking projects thiat were not econ 1ca1' .,iab1 

http:SDR=$1.QO


Of4 

, l.986 , the IBRD's2 .$6,3 Xmi'Uion',Agricultural Sector.. :, 
~~4~''<';In-IrJune 

<

Adutet,,,Pormto effect - 1 The Program- calls,-, for:the 

of, an a uction_ system" 'forX Athe' allocati'nde 'of ~ "''est ablishme Int ' ue l jiJ'g_,_,thon' - dieseIchOr 6'"' _''"7='-f 

f agri-culturalmand the ~ in!rental.5L ut~:Iibt ztonadtractor 4 sector -participation i;marketing, _the' expansion of private, 
suplyig ad distribut'ing inputs ;to the econornyp,.the 

4improvemfint, 
fo"r I agri,cultural credit,'!,GSDR 1conmmitm'entof intprest -rate IrIegimes 


'i,, h, ffiinyo h 
to an acceptable.,PSIP, ard -dpoee' 

m Program monies were used&recentlyarketiflg of hides and skin'.. 


foreign exchange auctJion.'~~'to initiate the 


tTh akalso hsplaye~d a',key,,rolei organizing the 

onutative Group (CG) for Somalia'._'CG t'tng od~ ce.in. ~ 
1985 a.nd a CG- is;, scheduled,, for4 Springlate.1984 and November 


1987', subject, to GSDR agreementIto a :new IMF,."arrangement. Under 

the2 aegis of the CG, ba'lance~of payments 'gap-fillhinlg 'exercises 

took place in January and November.'l985.1, 

:economic
The CG has provided, important, support for policy 

Little disagreement on major',policy.reforms',hasbeen in'

reforms. 


although 'the~ intensity of I their.'<evidence' among the donors, 
the

commitmen to implementing them may vary., On'the- other .hand,,, 

.CG has been less successful in achieving. rationalization~of the 

thei~r "pet"' projects.'Twithout<PSIP. Donors implement 

consideration of economic viability44and recurrent costs.
 

USAID has been active in the promotion-of reform acrossa 
Until recently, ,USAID : has, been~

wide spectrum of issues. 
' 

Somalia's most important bilateral donor''.. 1n J2986,,commitrnts 

totaled '$88 million, of which roughly three-fourths' was!' in' the 

form of. nonproject assistance.' The 4nonproj ,etKassistance ,has 

been, USAID's 4primary vehicle for ,p'romotioit of>ecnomic 'reform., 

Macro reforms have\been encouraged underCormodity ImportProgram. 

S(CIP) I in FY 1982'1"CII in ,FYs, 1983-484,: CIP:IIl in FY- 1985,; 
in FY 1986 through4 the Somalia Cash Sales:.Program,, while 'PL ' 

and
-~K promnoted, re'forms'i the
W'"'480. Title') I "arrangemenfts., have 

lev~el.agiultural sector and als thmaro 


'" AnAimportant component of the USAID ,stabilization eff-orts at-5 

the _'acro level has been support of,.the, IMF; 'both CI'P I and II 
IMF standby
included convenants requiring adherencq' to' ong'oing 


.ectract 2vity , includingPomoiooofprvL_-,arrngeiets. 
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rationalization of parastatal enterprise and liberalization of
 
import and export licensing, also has been an overriding theme.
 
Results have included a revised draft private foreign investment
 
law, theoretical authorization of the private sector to import
 
petroleum products, and the -reparation of a law allowing the 
formation of private commercial banks. 

While the self-help measures incorporated in the PL 480 Title 
I arrangements have been exceedingly wide ranging, their primary
 
focus has been the liberalization of internal marketing and 
elimination of price controls for many crops, especially cereals; 
and a reduced role for public sector institut ions. The GSDR is 
revie ,,, the operations of public enterprises in the agricultural 
sec:or wi.th an eye to operating those enterprises that are 
ecoromically viable through_ management contracts, and to selling to 
the crivate seczor or di.ssolving those which show no promise for 
profit. Title I also has been used to encourage much-needed civil 
serv:,,ce re or-m, f"or instance, the nbolicy of guaranteeinq jobs in 

the ' adua.tes has been.school discontinued. 

iherh{r -onor to show any interest in economic policy 
dialoq _ ... . ry. West Gernany will only undertake
Pro:ects .n tratis condcive to p(7te sector 

develom 1os -" ... "-cs s no c or, it .on a ty on its aid to 
Somalia. ,xn ncsu i, b' aterl donor, pays the.. lrtortant 

- .lea s t a .I cCCcr inar :xnncth&:- donors, Secause of awth 
recerv I': d 'rerneecy" ',-i~ of .- 50 million, most of the 
Ita 1a,7, - a II S - .cirely outsi.de the PSIP. Although Italy 
has signf Jcant anourts of private capital invested in Somalia -

" nearly.. ,io n in the. banana industry aone -- it has not 
partCc t :.n ... to inmcose crucial refor s on the'forts GSDR.
France, he "ost ",,ortant of the cgrcup of lesser bilateral donors, 

specificaly avoids po I c"-, discussions with the GSDR, although it 
supports the genera. dir.ection of donor commuity initiatives. 

Oo ..... of Pefor-s t.o Date 

Somalia's ambizicus structural ad-Justment program (SAP), which 
began in earnest in !.Fl, springs from a difficult -economic 
situation made Immeasurably worse by the Ogaden War of '9'-7-78. 
Government expend:tures shot up 50 percent in 1979; domestc 
revenues increased, but by much less; and external budgetary 
suppcr: ",,igs n _ieouaue no fill the gap. The resultant dema'd 
expcsc . :cenher "it. a drought in 1980 to_ed a ser-ous 
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financial crisis, with large budgetary and balance :f payments
 
deficits and high inflation.
 

The GSDR response was a structural adjustment that included
 
(1) a major shift in policy towards liberalization, including the
 
promotion of the free play of market forces, and (2) the adoption
 
of a stabilization program to curtail demand expansion and provide
 
incentives to commodity producing sectors. 

A number of reforms were introduced over 1981, 1982, and the
 
first portion of 1962. Specific macroeconomic measures included
 
dramatic depreciation of the currency (140 percent in 1982 alone);
 
the closure of three parastatals; liberalization of private sector
 
imports; a hike in interest rates; discontinuance of the practice
 
of automatic civil service employment for all high sch' ol
 
graduates; and authorization for all Sorali nationals owning
 

foreign exchange abroad to open external accounts.
 

Even more significant were the numerous agriculture policy
 
reforms. First, all marketing was liberalized:
 

The LDA was ._,onl.sK~ , ; r i 1991; !ive
stock :-r~dnow r:marily byis ccr~cicted 

private tders.
 

The requirement that .L :arm.ers sell their 
maln staple prcducts to the ADC, which had 
held a monooolv over the dc:eslic crain 
trade, .ias waived in 1992.
 

After 1981, the GSDR d:-:::ntlnued the re
cuirement that fishermen s:i t.eir catch 
directily to th pardastatal SO>MALFISH. 

The ENC, sincu 3981, n,,c :: excIusively 
distributes .psrtie CoCstus to the 
private sec'or. 

Second,. n response to the liberalization of marketing,
 
producer prices for most agriculture products were increased. In
 
1981 alone, the increases ranged from 20 to 50 percent; for bananas 
the hike was i",C percent.
 

Third, the Parast±tal National Banana Board was transform.ed in 
August 19 2 .,.o a u'z venture company w-.h a prvate overseas 
partner. 

-o 

The mpaot of these reforms on azrrcu:t ral production was 
dramatic. However, in late 1983 and into 1934, the GSDR failed to 
consolidate tne progress made in previous years and did not 

http:transform.ed
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cofront the remaining structural and institutional problems 
facing the economy. More(- \xpansionary fisccil. pol]i.cies, together 
with the 1983 Saudi han on Somali 1]ivstock exports and a bad 
drought, resulted sharp (A tc io1ation1 in sat and 

balance-of-paymenL acmclun s andro' urge nce (f inflation. 
Resuli -j debt-service dii iilt w -. sultici( nt serious to 

requli . thu iB BER t convene a Special gIap- fill]nq erc ice among 
Somg iva's ext,inal "fri v ,ds," in Janua v 1981. 

Backed by a new IMF stand-by arrangement, the GSDR moved in 
1985 to restore public confidence in the movement of the economy
 
toward free market enterprise. Over 1985/86, a number of reforms 
have been implemented. First, a key theme has been promotion of 
private sector activity: 

A Chamber of Commerce has been establ shed;

the private sector also may form trade 

A IeV L5'.; :r.va'.c an1:d fcre Lgn ivestment law 
has been arp roved at the -echnician level; 
the law w'4' -educe regquat:_1ons and give 
concessions fi rm:s.ateriros
 

,A law al]owin:g :te * :nat n o pri.'ate 
commercia banks andc :.:-3.rance rnstr tutions 
has bee: prepared. 

Second, the GSDR continues to adjust the official exchange
 
rate; it was depreciated 63 percent in 1985. A freely floating
 
system for most private transactions was established in 1985 and,
 
alzhough suspended recently on a temporary basis, a foreign
 
excbange a~nt,,n utilizing IBRD coTmmodity import program proceeds
 
was started in Sep.cenber 1936. The aucton rate was rapidly
 

approaching the f- market rate, giving hope for unification at a
 

realistic exchange rate in the future. Third, while surrender
 

requirements for foreign exchange export earnings were hiked to 50 
percent from 35 percent in 19V36, they had been lowered from .00
 
percent in 1985. Fourth, a de facto eliminaton of most price
 
controls took place in 1985, While price controls remain for
 
petroleum products, the riceof gasoline now exceeds import parity
 
and the Price of diesel reached import parity in June 1986. Fift:,
 

the GSDR continues to hike interest rates .n an effort to attain
 
increase f.interest. was
positive real rates. The most recent 

percent -,n n-minal terms on ieposits .n Septemcer 1986. Finally, 

the GS-R also is moving to r'prove the tax coa.,<"t r 

alterinI sceci . . ' . ax rates to an ad valorem basis; ing "'cade.e 

coverac e ,seexcise cuties; basing _ ort dutiesthe calculat cn of .-.

anon a more realistic exchange rate; implementing extensive staff 
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administrative improvements; and imposing new taxes. Tax
 
collections in 1986 rose to 4.6 percent of GDP from 3.9 percent in
 
1985.
 

Reforms also continue in the agricultural sector. 
Privatization is 
a dominant theme, especially in the distribution
 
of inputs:
 

The GSDR has promised to permit private 
individuals to obtain licenses to import
diesel fuel for distribution through private 
channels.
 

ONAT will be required to achieve full cost 
recovery, thereby reducing its competitive 
advantage vis a vis private concerns.
 

The GSDR is increasing the number of 
non-prescriptive veterina:v drugs classified 
as safe for private imports. 

The GSDR continues Lo hike agricultural 
prices for those commodities where free
 
market forces do not operate. For example,
 
at the beginning of 1985, banana prices were
 
increased 38 percent in real terms; they were
 
increased again by almost 45 percent at the
 
beginning of 1986. Floor prices for freely 
marketed agricultural commodities also have 
risen. 



IV H IPC F THE REFORM PROGRAM
 

nGSDR- 'the.,, s'inceecn'mi:-l981alhave lreverbetted-hi~~t peyapc~iU~7i.>. le inSm iAlthou'gh,' ProV~ed~~m ,regin, to 

regionand, secor, to' seqtor,-th J' ia~m)c of ereform" 
pck'~gei :ha beenB positlive~."Real gais _n ,PuIbi wefae av 4 

been aqhieved, 

This chapter amine B 

and of the constructive economi Clmt nedrdb 

concentratedA priiiarily, thoughn~it :exclusiveJ~;ovB"4
 
activities in setord aniviestk"
the agricultura 1rp 

Reli~ableB data on economic activ 1t ie6s ' vsoma iL~ate s. 
scarce at the level of national acBount-s "a's; t1hey are at ithe 416ve 
of the rural,"fam 0u itrraio)ofhelmact" of ecnmic~'~B 

of omliaIbiatralind,:j ut lt~eion ,,.ofjheim',.pasttl;ecoio 

pr ivate sector acor in $fogadishu and Ba-&d.zi Wej'have 1tried to 
evaluate and itrrtwa'at.' ' n" i 

B' 

ipressions BfromB these meetings. - ~ ~ 

EconomicB Impact&of "'theY Re fom Procram' 

While,the large, unb'ng infl11ux of reues h dogtIs
 
BWBin 1980 and.B19837, andL S9 h'an on Somiali ,ivestocWkthe' Saudi 

xpo scm..cteaay~s 'ba anc 'the~policy, reform ' BB1
pgram~~~~has, had,.positivel economic 'mat4'~ Genera 1 lB~U~ jjl1 

"f Bres-,
eoorabyei' the ofhe th bb~cksl'xdingov over' 1;85/36. 

In. contrast to agrqth of;,minus.L pecn:,, nu 
over 19,78-19801 with':the, :,start-up of -the reom prga 
growth' ,spurted to. 11,.2 _1percent, in 1i982' sputtered at :2.4 

BBBpercentfper arnumi,'in 198384 'due to t drought andSau~ 

ban on livestock exports land e'Bl "B'B~BB ~ ''~~~'B' 

198,5 and ,i"19,06W ~ 2 -2BBBBB)-B A.''5.0"percent l '.~ BBB>', 

B B' 'B BI,, -' T 

33B B1 '- lA' BB U'U ~ B BB'B BBBB- ''B'-B 
-2~ ,B ,"',B' 

'~B~"6B - kA' L'-PB- B, -B.' 1 
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In contrast to previous years, domestic savings were
 

positive in both 1981 and 1982. Domestic savings once again
 

were negative in 1984 with the relaxation of reform program
 

implementation.
 

Tax revenues as a share of total expenditures can be
 

used as an indicator of fiscal performance. Over 1981-83,
 

tax revenues covered almost 50 percent of total expendi

tures, up from 38 percent in 1980. With a relaxation of
 

financial discipline, public finances worsened significantly
 

in 1984. Tax revenues covered but 26 percent of expendi

tures in that year. More recently, some improvement has
 

been recorded, thanks primarily to tax collection improve

ments.
 

were
The country's reform efforts in the early 1980s 


successful in bringing monetary growth down. Monetary
 

growth, which exceeded 30 percent annually over 1977-79, was
 
in 1983. A cut in GSDR borrowrunning at only 6.2 percent 


ing from the banking system in both 1982 and 1983 

contributed to the reduction. With a relaxation of 

financial discipline, monetary growth was once again moving
 

up; by 1985 it was growing a whopping 80 percent a year.
 

The monetary expansion was associated ,with increased GSDR
 

borrowing from the banking system. The GSDR has since moved 

to stem the borrowing from the banking system and this 

should augur well for lowered monetary growth in the future.
 

The GSDR reform and stabilization efforts also have
 

been successful in curbing inflation. Inflation, which had
 

surged from just under 10 percent in 1977 to almost 60
 

percent in 1980, was brought down to 22.6 percent in 1982.
 
in 1983 as the GSDR
Inflationary pressures resurfaced 


deprerelaxed monetary policy control and the currency was 


ciated. By 1984, inflation was nearing triple-digit levels.
 

stringent financial policies has succeeded
A return to more 

in once again lowering inflation. Inflation was roughly 30
 

percent in 1986 and was expected to fall further still in
 

1986.
 

The balance of payment data reflect improvement with 

the onset of the reform program. The current account 

deficit, excluding grants, fell as a share of GDP from 21.3 

17.8 percent in 1981. The balance of
percent in 1980 to 
on livestock exports.paynments worsened under the Saudi ban 


It continued to deteriorate in 1985 due to a decline in
 
oil prices, and high
remittances related to the fall in 

severe
interesz rate payments associated with the country's 

By 1985, the current account
debt servicing difficulties. 


deficit excluding grants stood at 30.6 percent of GDP.
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ImPacts of Policy Reform on Agricultural and
 
Livestock Production
 

Cereal Production in Somalia
 

Tn Somalia, cereal production has traditionally ranked

behind animal husbandry as a prestigious and viable agricultural

activi-y. The majority of the rural population practices herding

and depends primarily 
on the meat and milk of their animals for
 
food. Most sedentary far-mers own livestock.
 

DutiJ th1, ]w 7s mailnta.nid cereal&SDR M.i., low p-ices,
eliminat:ing -CIUMe;3r i to anvs' ncentiv, produce surplus grain.

Production marketinq Uf :,III(]mmaize, the pri.mary
*n 
 an cereal 
crops, stac irated dutrin, this priod , resultilug ii incre asing
cerei IImports, which peaked in I981. 

Market Li era ization
 

The cor-ai shortage that occurred in 1981 threatened to lead 
to famine <Dolitical upheaval urban ofin the areas Somalia. 
Th'.s foro'. te government to close its eyes to private sector 
cereaj -. tg activity. This activity, which had existed as a 
:h ivipg aak market J.n cereals,, was now officially accepted.
The result was an immediate and dramazic rise in farm-gate prices
and a flood of sol.ghum and maize into the urban markets. The
food crisis was averr-Id Teini GSOR recognized the effectiveness 
of the sector ,private i.- his domain. 

The ADC had to folilw the private sector and by the end of 
198.1 tha-p 
ocer prices for sorghum and maize had increased 50 
percent ov,:r the previous year. 

Ma-kct: -iberalizat on was not officially legislated until
1985, and in some provincial areas government officials continued 
to enforce price control and the ADC's monopoly. However,
throughout the country, private sector trade continued to grow
and prices moved t:oward a f'ee market level. Private sector
traders are now frse to participate in cereals marketing without
restriction on prices, volume or administrative frontiers. 

The imprcved production of sorghum and maize 1981in and
 
1982 was due icc the liberalization of marketi.nq policies as well
 
as to good ,,'ather conditions. In addition, farmers probably

took from their very effective traditional storage pits (bek-kar)

the unmarketed, clandestine surplus they had built up during the
 
period of the ADC monopoly.
 

http:marketi.nq
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Table 1. Production of Sorghum and Maize
 

(Thousands of metric tons)
 

Year Sorghum Maize
 

Average 1970s 139 107
 
143
1981 222 


1982 235 150
 
235
1983 120 

270
1984 221 


1985 260 280
 

The dramatic improvement shownm in Table i .s :r~na-~L
 
result of an increase in area planted, although yield gr~wzn for
 
maize and sorghum also contributed. Farmers have invested gore
 
labor in both irrigated and rainfed fields as prices have risen.
 

The ACC and Market Lieralizaton
 

The government created the parastatal ADC in 1971 to
 
to -reate buying points in
stabilize cereal prices, as well as 


producer areas. In the 1970s, ADC annual purchases of sorghum
 

and maize were between 20 percent and 30 percent of Droduction.
 
" -


As the government began to relax Lts restr Ct -s on or-vate
 

trading of cereals and allowed prices to move to a free market
 

level, the ADC began to lose :is share of the market to tne
 

private sector, until in 1984 it bought only 1.6 percent
 

production.
 

The ADC has tried to adapt quickly to its new role
 
which calls on it to maintain stable cereals prices for both
 

producers and consumers, act as a buyer of last resort of
 

domestic cereal production, and maintain a national security
 
stock of cereals.
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Table 2. 
ADC Market Share of Combined Sorghum

and Maize Production
 

Percentage
 
Year 
 of market
 

1981 
 8.0

1982 
 2.6

1983 
 3.5

1984 
 1.6
 

In 1984 and 1985, good rains led tc a bumper crop of maize and
sorghum; 
this began to drive down the market price. The ADC's
floor price, set by the GSDR on the advice of the IBRD, was
suddenly higher than the market price. 
 Thus the ADC in 
1985 and
1986 purchased between 15 percent and 20 percent of the crop.
These purchases were financed by credit from the state-owned
Commercial and Savings Bank of Somalia (CSBS). 
 The ADC ran up a
debt of 
more than Somali Shilling (SS) 600 million, which it has
been unable to repay. 
 The ADC has refused to sell its stocks at
a loss and the market price has remained below the level at which
it had purchased them. 
 ADC purchases thus act 
as a direct
transfer of income to 
farmers. Inadequate ADC storage practices
exacerbatc tne corporation's precarious financial situation, as
losses in warehouses are estimated between 40 percent and 60
 
percent.
 

There is significant disagreement among donors and the GSDR
as 
to the need for the ADC and the role it should play. All
agree however, that it 
is badly managed, both administratively

and te':hnically.
 

Bananas
 

Bananas, Somalia's second largest export commodity after
livestock, have also shown a production increase after the
initiation of policy reform. 
 Production and exp.ort of bananas
declined during the middle and late 1970s, because of inadequate
producer prices, an 
overvalued exchange rate, and unavailability
of foreign exchange for vitally needed inputs. 
 However, this
trend was reversed in the latter part of 1983 
because of the
depreciation of the currency, increased input availability, and
improved marketing and shipping facilities. The formation of a
joint venture company between the Government's Banana Board and a
foreign corporation has played a significant role in the
 
improvement.
 



Table 3. Production of Bananas a 25.
 

Metric
 
tons
 

Year (thousands)
 

1969-74 127
 
1981 69
 
1982 72
 
1983 85
 
1984 106
 
1985 110
 

a. See Appendix F for detailed discuss
ions of the banana industry, including pro
duction for the local market.
 

In 1983 the area planted in bananas increased by about two
 
thirds over the previous year. In 1984 the area planted
 
increased another 17 percent. Yield levels show a slight decline
 
due to the entry of inexperienced planters into the market and
 
expansion onto less fertile, less watered lana after the
 
increases in banana prices.
 

Suoarcane
 

Sugarcane is a government owned and managed irrigated crop,
 
with government controlled prices. Thus, this important import
 
substitution crop has not shared in the production growth of
 
other major crops. Yields have been declining. There have been
 
major management problems and difficulties in operating the
 
irrigation system.
 

Livestock Production
 

Livestock production contributed an estimated 40 percent of
 
the GDP in 1984. It is also Somalia's principal foreign currency
 
earner activity through the export of live animals. Hides and
 
skins, which should contribute significantly to export earning,
 
have stagnated under the continued control of a parastatal
 
corporation which has monopsony power over all purchases for
 
export.
 

There has not been any significant change in the rate of
 

growth of the livestock sector in the 1980s. Policy reforms have
 

touched the livestock production sector less than the crop
 
sector. The GSDR attempted to control livestock exports in the
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1970s through the LDA, but the transhumant herders and
 
small-scald-middlemen were difficult to control. i addition, 
their political ties to leading Somali poltiicians gave them 
better protection from official rules than did those of the 
less well-connected traditionial crop sector. Climate and range
co-.ditiors have ramained the main detenri-,rants of herd size and 
oft..a]k'.. among Somalia's husbandmen. 

Nonetheless, the sector has showed some increased dynamism 
under the reform policies. Livestock exoorts, which plunged 
after the Saudi ban, have recovered significantly as private 
traders and associations of traders have opened up new markets 
and expanded oId ones, 

e Bal.ance 

Aniong tho primary objectives of the policy reforn program
which began in 1981 was the improverori:t of the trade balance. 
Indeed, some Olernents w: tho trade balance have improved since 
the starioup of the leform program. The overall trade deficit 

7lMl '. 7 M.mki. 1 in to million 3985. Certain... lion 1980 $301 in 
ref o1:u~n;K:: u cxin be associated directly w4.-h the improvement. 

A key hs':ilobeen the depreciation of the currency. 
,.' DI. has adopted a flexible exchange rate pol'_ 

in , peous eight years the currenc had been pegged to the 
; iixed and become 

over,. lue.l r :,f ficial exchange rate was depraciated 140 
p4rc ,n 1982, 7.5 percent in 1983, 48 percent in 1984, and 63 
percent .. A freely floating rate was started under the 
1985 financ..al program with the IMF. Also this past fall, an 
auction systeru -- now temporarily suspended - was put in place 
to a ssi.st -.n thf novement toward a more realistic foreign 
exchance rat. . T'hr depreciation of the currency has had a 
favorable impac"t on exports and constraed import3. 

U.S. do aa rate had significantly 

addition, 
hiberalization measures to encourage repatriation of foreign 

exchange and this, undoubtedly, has permitted foreign exchange 
earnings from agriculture to rise. These measures include 
ailow-i.,ng export traders to open external accounts; the opening of 
export promotion accounts denominated in foreign currencies by 
Somali nationals and foreigners; and the reduction in surrender 
recruiraments from exports of goods from 'DO to 35 percent 
1985, since increased to 50 percent in 1:;86. 

a. the IGSDR has i.trodu.ced a score of 

A number off comodit!y-specific measurc::., also have been 
introduced, which have liberalized export trade and had pos _ive 
impacts on Somalia's major foreign exchange earners: i.vestock 
and bananas.
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In addition, the GSDR is now considering implementing a
 
number of further reforms, including relaxation of export
 
licensing, a review of the banana export industry, studies on
 
livestock marketing and the export market for hides and skins,
 
deregulation of the myrrh and frankincense trade, and improvement
 
of clearance procedures for exported goods.
 

The gains in the agricultural trade balance involve both
 
expo-:t promotion and impurt substitution. On the export side,
 
bananas, in particular, have advanced and some import
 
substitution has takcn place with respect to grains.
 

After livestock, bananas are Somalia's most important
 
merchandise export. Banana exports, which were down to 34.3
 
thousand tons in 1981 from 81.8 thousand tons in 1975, advanced
 
more than 75 percent over 1982/83, reaching 62.4 thousand tons.
 
While banana exports fell back somewhat over 1984/85, they still
 
were almost 30 percent higher by the end of 1.985 than they were
 
in 1981, the year the reform program commenced. The increase in
 
U.S. dollar terms of banana exports also was significant.

Exports reached $16 million in 1986 after having stood at only $6
 
million in 1981.
 

Who is benefitting from the increase? SOMIALFRUIT is clearly

doing well. Over the past couiple of years, it invested $20
 
million and already $10 million has been recovered. We have seen
 
an exodus of people out of urbdn areas into the irrigated
 
banana-growing lands in the Juba and Shebelle River Valleys and
 
small holders in the subsector are demanding significant credit.
 

Livestock exports have recorded some gains from the program,

though these were interrupted by the Saudi ban in 1983. Over
 
1981/82, livestock exports in U.S. dollar terms rose from $98.0
 
to $105.7 million. In quantity terms, exports of sheep, goat,
 
and cattle rose 6.5, 5.7, and 35.3 percent, respectively. The
 
impact of the Saudi ban, however, was severe. Livestock exports
 
were down to $33.1 million in 1984 and exports in quantity terms
 
of sheep, goat, and cattle fell respectively 46.8, 49.7, and 95.0
 
percent. By 1985, the backsliding was arrested. The reform
 
program, together with the lifting of bans cn small ruminants by

the Saudis and the identification of new markets, e.g. Egypt, was
 
responsible. Livestock exports recovered to $66 million in 1985
 
as exports in quantity terms of goats and sheep rebounded.
 

How are the gains distributed? Export prices received by tne
 
nomadic herders seem to have gone up at least as fast as
 
irflation. Also exports are continuing, and these are not
 
distress sales arising from drought. Livestock exports shot back
 
up in 1985, and further modest increases were anticipated in
 
1986. These sales would not take place if there were no profits
 
to be made. On the other hand, an attempt is underway to have
 
livestock export marketing conducted more profitably; the private
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Employment
 

The structural adjustment program (SAP) seems to have 
influenced employment positively. Granted, there are no 
comprehensive data on employment; there also are no wage data. 
Nonetheless, employment appears to be picking up especially in 
the urban areas, where infornal and small business activity in 
the private sector appears to be booming. 

The reforms most responsible for any increases .n employ ent
 
consist of (1) the exchange control liberalization measures
 
beginning in 1981 (see matrix in Appendix C for further deta''s',
 
2) easing of import controls in the early 1980s, (3) de facto 

elimination of price controls in 1985, and (4) price and 
marketing liberal1zation in agriculture. These reforms are 
reducing the costs faced by private concerns in doing business in 
the country. The price and marketing liberalization in
 
agriculture may be especially important, resulting in hige
 
rural incomes with impora spread effects.
 

On a nationwide basis, the GSDR produces a Manpower 
Statistics Bulletin. While inaccurate, the Bulletin provides 
data on a yearly basis on the number of :cb seekers and of those 
job seekers the number that secure :obs. Placements of ,ob, 
seekers seem to have expanded sianifg antly, especially over 
1981-84. 

EmployMent could come from four main areas -- livestock 
herding, dryland crop production, irrigated cr_ :, ano 
private sector activity in the urban areas. The GSDR, whw:h as 
an employer cf last resort for Somali secondary schco and 
university leavers, stopped hiring all new graduates in 
They have also ceased hiring agents to replace functionaires "who 
leave the civil service. Thus, the current expans:=n Ln 
employment is entirely a crivate sectcr cenomencn. 

We do not have any information, even anecdotal, on emp. :,.-ent 
effects in livestock. The team did have an tjccc....... 
Baidoa, a dryland crop production area. we learned that scme 
people, encouraged by price liberaliZaticn of scrchu' t-ave movei 
back to farming in the area when rains have been anple. -n an,; 
event, sorghum production increases suggest t at at the ver-' 
least underemployment is declining in the region. We also ha4 a 
chance to visit the Shebelle irrigated area. 'he v:oroZ 
economic activity in the area was visibly i-press-ve. There has 
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Impact of Policy Reform on Agricultural
 
and Livestock Prices
 

During the period of Scientific Socialism, the GSDR
 
controlled prices of major agriculture products. The 
industrial sector development orientation of the Soviets
 
required that agricultural prices remain at levels that were
 
affordable by the urban crn~z, ers who _inork1the new 
industrial developments. In 1981 the government began a
 
process of policy reform that eventually raised prices to a
 
market luvel for most products.
 

Livestock Prices
 

Livestock prices were controlled far less than crop
 
prices. The continual movement of herders made it difficult
 
to develop any effective price policy for the domestic
 
market. However, the government did intervene in the
 
livestock export market to a certain extent. An autonomous
 
government agency, the LDA, was created to regulate export
 
livestock marketing. One of its functions was to set
 
minimum export prices. The LDA was to adjust this floor
 
price to stimulate exports. In reality, the LDA exercised
 
very little control over prices and export prices continued
 
to rise while the LDA was in existence.
 

In 1981, the GSDR policy shift from public sector to
 
private sector marketing included abolishing the LDA. Since
 
that time, livestock trading has been in the hands of the
 
private sector. Most recently, private sector livestock
 
exporting companies were formed to improve the ability of
 
livestock traders, 90 percent of whom are in debt, to
 
exploit market opportunities. These companies are made up
 
of producers and traders who are working to present a
 
unified front in dealings with overseas importers. One of
 
the functions of the consortium of the 50 export marketing
 
companies is to set floor prices for livestock exports. in
 
this case, it Is the producer and trader who make the
 
pricing decisions rather than the government.
 

Crop Prices
 

In the following discussions, we refer primarily to the
 
ceiling prices imposed by the ADC. We were unable to locate
 
a set of producer free-market prices, which in Somalia would
 
be determined principally by the two harvest seasons, the
 
grain stocks in the country, and the flow of grain imports.
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In the crop sector, price controls and monopolistic market
ing of sorghum and maize by the ADC had a much greater
 
impact on crop marketing than the LDA had on livestock
 
marketing. Prices for sorghum and maize paid to producers
 
by the ADC were considered low by farmers, to the point of
 
being below the cost of production. Furthermore, farmers 
were allowed to store only a one-year supply and were 
obliged to sell the remaininq production to the ADC.
 

In the 1970s, _rain prices set by the ADC fell in real 
terms as the country suffered from serious inflation. (Real
 
prices can be utilized as an indicator of farmer welfare; 
increases in real prices mean that the farymer can command 
more goods and vice versa.' Not only were producer prices
 
low, but the farmers' buying power was declining rapidly. 
As a consequence, paralle! markets developed; prices were 
four to six times higher Tihan the official price of sorghum 
and maize paid by the ADC. Scarce resorces were used up in 
evading official controls. 

Table 4. Sorghum and Maize: ADC Producer Prices 

(SS/metric ton)
 

Nominal price Real 

Year Sorghum Maize Sorghum Maize CPI 

1977 750 750 750 750 100.0 
1978 750 750 680 680 110.2 
1979 750 750 550 550 135.3 
1980 1,000 1,000 461 461 216.7 
1981 1,500 1,800 479 574 313.4 
1982 1,500 1,800 390 469 384.2 
1983 2,650 3,250 506 620 524.0 
1984 2,720 3,250 270 322 1,007.7 
1985 13,000 15,000 929 1,071 1,400.0 

To a certa in extent, ADC prices can .;ei ye as a pro--y 
for free market prices, tjince the (:ommencement ()I the 
reform program in 191,1. ADC real pr.icts for sorjhum 
and maize have tended upward, reflecting deve]lcpmlents 
on the f-ee market. 13y L985, price were IOC pur(',,nt 
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higher in real terms than in 1980; the comparable increase
 
for maize was 130 percent. Within the period, backsliding
 
on the part of ADC occurred in 1984 when inflation neared 
triple-digit levels. In that year, real prices fell to 
unprecedentedly low levels. 

Welfare Impacts of the Price
 
Decontrol Policy
 

Who appears to benefit most from the 'increases in grain

prices resulting from the SAP? The growers? The retailers?
 
The middlemen? Con~umers?
 

Since the beginning of the SAP in 1981, retail prices

have gone up in real terms, more than doubling for maize and
 
nearly doubling for sorghum. however, in the absence of
 
free-market farm-gate price series (producer prices) , we 
cannot allocate gains among producers, middlemen, and 
retailers. Anecdotal and impressionistic evidence indicates 
that all three groups have made significant real gains from 
the cereals trade since liberalization began. While consu
mers are paying more in real terms for grains, the increases 
in production have greatly eased access to these grains. In
 
the past, price-induced shortages had limited such access,
 
especially for urban consumers.
 

Table 5. Maize ard Sorghum Retail Prices
 

(SS/metric ton)
 

Maize Sorghum
 

Year Nominal Nominal
Real Real
 

1977 1,240 1,240 1,240 1,240
 
1978 1,250 1,134 t,840 1,670
 
1979 2,390 1,753 2,210 1,621
 
1980 7,220 3,332 8,770 4,047
 
1981 4,110 1,311 6,200 . 978
 
1982 5,280 1,374 5,610 .,460

1983 8,670 1,655 6,800 1,313
 
1984 34,400 3,415 27,000 2,680
 
1985 45,000 3,214 40,000 2,857
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establishment of rules and regulations to govern the opera
tions of society. Parastatal institutions are usually
 
created to promote sectors into which private investors
 
hesitate to enter or to ensure equity in sectors where
 
private interests might work against general popular wel
fare.
 

In Somalia, parastatals have acted as obstacles to
 
economic development and equity. The private sector in the
 
early 1980s was in no condition to take a major role in
 
reviving the economy without significant assistance and a
 
change in the policy climate, which for years had discour
aged entrepreneurial activity.
 

For this reason, when the major Western donors began
 
providing significant assistance to Somalia, they included
 
in their policy programs major institutional reforms in the
 
public and para-public sectors. They also called for the
 
creation of a deregulated economic nexus in which the
 
private sector could flourish.
 

The GSDR has adopted a series of measures intended to
 
rationalize the national economy and promote both growth and
 
popular welfare. Several of these have helped reform
 
existing institutions; others have led to the creation of
 
new ones; and some have eliminated obstacles to efficient
 
economic performance. Principal among these reforms are:
 

The elimination of certain state monopolies
 

The privatization of state and parastatal
 
activities
 

Improved management of the public sector
 

Improved regulatory and procedural climate
 
for private enterprise
 

Needless to say, these reforms have proceeded at
 
different speeds and with varying degrees of success. There
 
is no room in this short paper for the detailed analysis of
 
the impact of the reform program on each institution it
 
touches, although this might prove a useful exercise in the
 
future. Instead, this section can only present a few
 
examples of the impacts of these reforms.
 

The elimination of para-public marketing monopolies has
 
led to very dynamic small-scale private sector participation
 
in national cereals marketing and livestock exporting.
 
This, in turn, has contributed to significant increases in
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crop production and has fueled a resurgence in livestock
 
exports since 1983, in spite of the apparently permanent
 
loss of the Saudi cattle market due to politics in the 
country.
 

However, the trend toward privarization has slowed 
recently as the GSDR has procrastinated on the restructuring 
of the Hides and Skins Agency, authorizing private banking, 
and liberalizing fuel imports among others.
 

Although private investment rose as a percentage of GDP 
after liberaliztion -

[ 9-I'0 ,v(arn , tL980-84 average 

-- most of the results of the ercouragement of the private 
sector ar:e difficult to quantify. Observers of the Somali 
scene are unanimous n commenting on the strciking growth of 
small busines-es, shops, trades, light manufacturers, both 
in Mogadishu and in the interior -- even in small villages. 

However flourishing the small ann medium scale enter

prise sector may be, Somalia has not yet enacted a coherent,
 
useful set of procedures and regulations for foreign or 
national investors that would encourage them to enter the 
national economy in force. This, in turn, has meant that 
developmenr o:f the private sector has turned far more toward 
services and trade than toward production activities. The 
Ministry of industry and Comuerce has prepared a draft law 
on foreign investments (20 November 1986) , but this law has 
not ;et been apuroved by the GSDR and is not in force. 

The failure to enact and aublicize useful codes and 
procedures points out the fail.ire of the reform program to 
date tD produce institutions cipable of implemienting reforms. 
A look at the procedures for decision-making of the GSDR 
points this nio: very nicely. In theory, policy options are 
adopted as in Figure I. Reality is quite different, as 
shown in Fiaur? II. 

A disconcerting array of influential, personalities and 
agencies pa rticipate in making decisions about development 
policies, programs, and projects, including ministers, 
businessmen, donors, and other groups or individuals. They 
intervene directly at the hiolest levels, arrange lobbying 
efforts, and succeed, mor, often than not, in getting their 
pet projects adopted by the GSDR and a funding agency. No 
Ministry, including Plan and Finance, has the ability and 
the power to control this interference with the planning and
 
coordination process. All are thus powerless to coordinate
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and regulate the structural reform process. This is one of
 
the most serious weaknesses in the national reform program.
 

Donor efforts to insist on the reform and restructuring
 
of the Civil Service led to the "Somali Civil Service Study"
 
of September 1984. Funded by USAID, this work presented a
 
series of recommendations for improving the efficiency of
 
the GSDR ministries. The study treated a wide range of
 
urgent issues: organizational restructuring, management
 
performance, personnel administration, pay scales, training,
 
and donor roles. The report has been accepted but not fully
 
implemented by the Government.
 

According to the study, the Somali administration must
 
justify its existence by facilitating national development
 
in creating wealth rather than consuming the national budget
 
futilely. Since potential resources for supporting the
 
civil service are meager, the GSDR must limit personnel and
 
enterprises to what it can afford. Although some ministries
 
have been combined (e.g., Commerce and Industry were joined
 
in 1985) and some bureaucrats have been retired or sent to
 
other sectors (about 1,000 to 2,000 per year since 1985),
 
observers note very little improvement in civil service
 
performance since the GSDR accepted the report's conclu
sions. At the current pace and if the decision to hire no
 
new civil servants is maintained, the recommended target of
 
36,000 personnel might be reached in about 1995.
 

The reform program as a whole seems to have led to 
significant improvement in civil service welfare, but not 
because of the pay raises recommended by the 1984 study 
(200-500 percent) or by the Poulin Study of December 1986 
(600 percent across the board) . The resurgence of the 
informal private sector has enabled many officials to start 
small businesses and to supplement their salaries effect
ively by taking time off from work to run them. 

The Poulin Study brought to the fore another aspect of
 
the GSDR reform program. In order to diminish the current
 
expenditure budget relative to GDP, the GSDR has adopted a
 
policy of turning recurrent government activities into
 
projects and funding them out of the donor-generated counter
part funds (CPF) of the Domestic Development Budget (DDB) of
 
the Treasury Ministry.
 

Although this does relieve some of the pressure on the
 
current expenditure budget, which has declined as a propor
tion of GDP since 1983, it represents a very short-term
 
solution to the provision of services such as road mainte
nance and agricultural extension, which are almost entirely
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paid foi by donor-generated CPF in the DDB. Although tax
 
collections rose as a percentage of GDP from 3.9 to 4.6
 
between 1985 and 1986, the GSDR is not close to generating
 
the revenue it needs to maintain basic services.
 

To complete the institutional reforms still needed in
 
Somalia, the donors must first help create institutions
 
capable of implementing reforms, internally and externally.
 
This means:
 

Continuing to press for the reforms proposed
 
by the 1984 Civil Service Study and the
 
Poulin report
 

Continuing the movement to rationalize
 
productive activities now carried out by
 
parastatals
 

Encouraging the GSDR to adopt and establish
 
codes, regulations, and procedures to encou
rage productive private investment
 

Strengthening the capacity of the GSDR
 
agencies (e.g., the Ministry of Plan) to
 
effect a triage between sustainable and
 
non-sustainable projects and the power of
 
those agencies to convince the GSDR and
 
donors to accept their decisions
 

Defining carefully the role of state and
 
parastatal agencies in the future of Somalia
 
and the means to pay for these services
 

On the whole, the impacts of the institutional reforms
 

in Somalia have been positive:
 

Government revenues are up.
 

The small and medium scale enterprise sector
 
has boomed.
 

Agricultural production and services have
 
risen dramatically.
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Livestock exporters are opening up new markets and
 
recapturing their predominant position on the 
national economic scene.
 

But much remains to be done. The lack of donor coordination, 
along with Somalia's failure to develop institutions capable of
 
implementing the reforms the GSDR has approved, will make the task
 
a long and difficult one.
 

Commodity Assistance Programs
 

Donor commodity assistance to the Somali Government (GSDR)
 

takes three basic forms: food aid, commodity import programs, and
 
cash sales programs. USAID and the IBRD use these approaches in a
 
conditional manner in order to influence the GSDR's policy choices.
 
The economic policy conditions attached to commodity assistance 
programs have promoted economic reforms that have encouraged 
agricultural production increases and fostered increased income 
and welfare among small farmers and herders iJn Somalia. At the 
same time, cormodities brought in under these programs could have 
disincentive effects on prices for domestic cereals. 

A cursory examination indicates that we do not have enough 
information to determine precisely whether imported commodities 
have had a negative impact on domestic cereals production. On 
balance, while the large amounts of cereals imported in the early 
1980s may have had a negative impact on domestic production, at 
the present levels and composition of food aid, the impact is 
probably negligible, except in specific circumstances.
 

In 1985 and 1986, the U.S. was the nnly donor offering food 
to the GSDR in significant quantities. Thc European Economic 
Community (EEC), which had previously occupied second place among 
food donors, has unofficially suspended food aid since 1985. The 
IBRD and the IMF do not provide food; the World Food Program
 
(WFP) , United Nations High Commission for Refugees (UNHDR) , and 
other bilateral donors only contribute to feeding refugees. The
 
WFP also contributes food for work rations to a National Range 
Agency (NRA) Range and Forestry Project and to two nutrition
 
intervention projects for vulnerable groups.
 

The United States Government (USG) commodity exports consist
 
of wheat, wheat flour, oil, and rice. The GSDR uses up to 55 
percent of these imports to feed official institutions -- the 
army, hospitals, prisons, schools, etc. The other 45 percent is 
sold at public auc-i ion to the private sector. 

A number of factors suggesc that food aid has not had signif
icant negatiwe impact on domestic production. A parastatal 
agency, the ENC, exists to receive, store, and resell food aid 
donated to the GSDR. The ENC can sell this food to the private
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sector, but only after the public institutional demand is satis
fied. In most circumstances the ENC sells very little to the 
private sector. In 1985, ENC sold the following quantities of 
imported, donated commodities: 

Wheat flour 30,853 metric tons 
Rice 20,306 
Edible oil 8,754 

Total (cereals) 51,159 metric tons
 

Table 6. 1985 Domestic Cereals Production
 

(Metric tons) 

CcMYdity UNDPI/USAID FAO IBRD 

Maize 382,000 2-73,000 280,000 
Sorghum 226,000 295,000 260,000 
Rice 10,000 10,600 N/A 

Total 618,000 578,600 540,000 

Although the scale of the discrepancies among these estimates is 
disconcerting, even the most: conservative shows ENC and thus 
donated imparts at less than 9.5 percent of domestic production. 

The 45 percent of USG commodities sold at auction to the pri
vate sector have brought prices near or slightly above import par
ity prices for those items. There is only limited substitutabil
ity between the imported cereals -- rice and wheat products -- and 
domestic ones -- maize and sorghum. This severely limits the 
impact of the imported donated grain on the market for domestic
ally produced cereals. 

On the other hand, there is :i reason to be concerned that im
ports may affect domestic product:ion adversely under specific 
ci rcumstances . Food requirements (in kilograms I-cr year) for the 
non-re fueCPe popula-tions o f t it SDR are as fe] 1]()ws 

1. Source: Meeting with ENC , 15 January 1987. 
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Table 7. Food Requirements
 

(Kg per year)
 

Ministry of
 
Agriculture GSDR/IBRD 

Gro up estimate estimate 

Nomads 40 40
 
Rural 120 ISO
 
Urban 160 200
 

Total food requirements for the non-refugee population are esti
mated at 513,200 metric tons per year by the Ministry of Agricul
ture and 664,200 metric tons per year by GSDR/IBRD. When these 
data are compared to the production data noted previously, Somalia 
may already he self-sufficient in cereals in good years. Other 
estimates put the deficit at up to 20 percent. Following the 
banner years of 1984 and 1985, a surplus may even eist, particu
larly if one incl.ud(,; ADC cercal stocks and those imputed to 
dry-land sorghum growers. This surplus might substitute for 
imported cereals to the extent the coarse grains can replace fine 
in the Somali market. 

If quantities oa: food aid were to increase abruptly to a
 

greater but unknown proportion of national consumption without a 
corresponding prior decrease in domestic production, local produc

tion would surely suffer from lower prices. This may have oc
curred in the late 1970s and earl,. 1980s.
 

If imports of sorghum and maize were to resume, competing 
directly with domestic production, adverse effects might occur. 
This also may have happened prior to 1984.
 

The 55 percent of ISG commodity assistance that is distribut

ed through the ENC is provided to institutions at subsidized 
prices determined by the GSDR. If these commodities were not 
available tih ouqh imports, the i nstitutions would have to procure 
the commodit .. , "c domest ic market. These purchases would 

higher and eincourage domestic productin. If
tend to (ihve price,s 
the quantit i i nvo]ved ire greater, as they were in the late 
1970s and c. 11 1-980's, thi:.; fatr wo uld weigh very heavily in the 
balanc,. 

In the past, the arrival of commodities at or near harvest 
time depressed the markets for locally produced cereals. The 
factor is still a danger, as the Somali market is relatively 
volatile and subject to short-term fluctuations at the drop of a 
rumor.
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Leakages-of food from rNIPP proqr:ms are the least known
 

but potentially the most dangerous of the effects that food
 

on local cereals markets and production. Inforimports may have 

mal estimates of this leakage range from 10 to 60 percent of all 

rations delivered to relutjces. The effect on production, partic

ularly near refuqee camps, is likely to be marked.
 

el Lect of food aid on domesticIn saimtiary, t ucugh the 

cereal pricus and production is not entirely clear, it seems that
 

the effect oh -t current quantities and composition of food aid
 
minimal. Factors such as domestic
on domestic ceireal prices is 

production levels, storage efficiency and capacity, stocks on 

hand, and local food preferences may play a larger role than food 

aid in dat.rm ining prices for maLze and sorghum. In any case, the 

decision of several European donors to purchase between 15,000 and 

30,000 tens of domesti c cereals from the ADC to feed refugees in 

1987 will hc i p avoid the danger of depressing the local market. 

Commed it v !rport Programs (ClPs) and Cash Sales Programs 

u-,t h and equity in the Somali economy, including(CSPs) affec. 
the acricultural s ector, by channeling imports into priority 

social goals. Whilecategorie.s that p-cmotv spec'if-ic economic or 

the infl ance of the-: highly c(onditional programs on bringing, 
speci fic, badly needed reorms t-o the attention of the GSDR is 

very clear,teh team cou]ld not es tliat. the extent to which the 

programs had succeeded in channeling imports into priority sec

tors. This matter merits further study. 



V. CONCLUSIONS
 

Donor pressure, exerted primarily by USAID, the IMF and the
 
IBRD, has played an instrumental role in initiating and
 
implementing a series of liberalizing reforms undertaken since
 
1981 by the GSDR.
 

GSDR acceptance of the reform program has been generally

good. Resistance to specific reforms has been unsystematic and
 
particularistic, based on traditional loyalty groups within
 
Somali society. 
 Members of these groups often have interests in
 
the perpetuation of specific elements of the state-controlled
 
monopoly/monopsony or parastatal production/distribution systems

inherited from the days of Scientific Socialism.
 

The refcrm program has had a direct and powerful impact on
 
the crop agriculture sector, leading to increased production and
 
increased real income for small-holding cereal producers, as well
 
as a return of farmers to the land.
 

It has had an equally direct and powerful impact on the
 
small and medium private enterprise sector in both services and
 
manufacturing. It has led to a proliferation of enterprises and
 
a significant rise in employment and real wages in the capital 
as
 
well as in secondary towns and many villages.
 

The reform program's impact on the livestock sector has been

less direct, since this sector was less subject to state control
 
in the past. Preliminary indications show that producer prices

have at least kept up with inflation and probably undergone real
 
increases since the reforms began. The new, private export

companies and associations, workinq with a newly privatized

Chamber of Commerce, may be able to spur the sector to 
new growth

through quality control and the opening of new markets.
 

The reform program's impact on macroeconomic indicators has
 
also been generally positive; although external, uncontrollable
 
factors, including the Saudi ban on cattle imports, international
 
oil price fluctuations, and conflict with Ethiopia, have
 
compromised certain positive trends.
 

Food aid, at present levels and composition, seems to nave
 
only a minimal effect on farm-gate prices for domestically

produced cereals. However, the timina of shipments and the
 
leakage of refugee aid into the market present serious dangers.
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civil service reforms have begun, but their effect seems
 
minimal to date. 
 There has been little or no effort to

decentralize real governing powers, including 
revenue generation

and use, outside of Mogadishu.
 

The lack of data on all sectors of the Somali economy and of
institutions capable of gathering data pose serious questions

about the cost of further attempts to analyze the effects of the
 
policy reform program on growth and equity in 
the Somali economy.

However, a number of studies and data collection efforts would be

extremely useful to determine the precise results of 
one of the
 
most striking examples in Africa of the influence of
 
liberalization on a previously state-controll.ed economy.
 

http:state-controll.ed
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Policy Inteivention Iplementing Institution Impact Assessment 
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APPENDIX D
 

MATRIX OF DONORS AND POLICY ISSUES
 

The following table attempts to present a superficial
 

image of donor stances on a wide range of policy issues that
 

affect the agricultural sector in Somalia. We had first
 

intended to put simple yes/no codes in each box that would
 

represent the attitude of a particular donor to a particular
 

policy option. However, the response from the donor
 

representatives were too varied to permit such a black/white
 

interpretation.
 

The donor opinions reproduced in the table are drawn
 

largely from interviews with representatives in Somalia.
 

Exceptions are the World Bank, whose Somalia Desk Officer in
 

Washington was kind enough to receive us and which has
 

written policy option documents; and the IMF and USAID,
 

which also have written policy option papers that the team
 
has read. While the IMF, e the IBRD and USAID have active
 
stances on all of the policies mentioned in the table, the
 
other donors usually do not. The French, German, and UN
 
agencies do not attach any conditionality to their aid and
 
thus only engage indirectly in policy dialogue. They say
 
they are here to help the GSDR or to act for humanitarian
 
and/or political reasons. The Italians are the most
 
important bilateral donor in Somalia, but their program is
 
coordinated very little, if at all, with those of the other
 
donors. Most of their assistance is outside the PSIP and is
 
conceived in reaction to the pressures of GSDR requests and
 
Italian commercial interests.
 



Donors 

Exchange 
rate 

unification 

Exchange 
rate 

freedom 

Civil 
service 
reform 

- Privatization 
of parastatal 

Recurrent 
costs 

Interest 
rates 

Libera- Libera

lized lized 
market- input 
ing supply 

Bank 
privatization 

Surrender 
requirement 

End pFice 
control Food aid 

USAID Yes Yes Yes Yes Yes Yes Yes Yes Yes Low as 
possible 

Yes Yes 

IBRD Yes Yes Yes Only when 
appropriate 

Yes Yes, but 
might accept 
subsidies for 
some sectors 

Yes Yes Yes Ok as tax 
at these 
rates 

Floors, 
ceilings 

No 

IMF 

Germany 

Yes 

Yes, 
support 
IMF 

Not 
necessary 

Not 
necessary 
but nice 

Yes 

Yes 

Yes 

Yes 

Yes 

No 

Yes 

Yes, 
weakly 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Necessary Floors, 
ceilings 

Floors, 
ceilings 

No 

No, UNHCR 
only 

Italy 

France 

Yes, 
Weakly 

Favor but 
don't 
expect it 

Yes, 
weakly 

Yes 

Yes, 
weakly 

Yes, 
strongly 
but no 
action 

Ambiguous 

Yes, lead 
to investment 

Italy will 
pay them 

Not much 

Yes, 
weakly 

Yes 

Yes 

Yes 

Yes, 
weakly 

Yes 

No hope 

Yes, but 
not French 
bankers 

Eliminate 
if possi
ble, use
ful as tax 

Slow, 
gradual 

Yes 

No 

No 

UN 

Agencies Not Not 
interviewed interviewed 

Yes, 
but only 
pushing 

Where 
appropriate 

Yes, 
but not 
pushing 

Not 
interviewed 

Yes Yes Not 
interviewed 

Not 
interviewed 

Floors, 
ceilings 

Yes (WFP) 
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APPENDIX E
 
RECOMMENDATIONS FOR PHASE II RESEARCH
 

Time limitations have kept Phase I of the Agricultural
 
Sector Policy impact assessment to a cursory examination of
 
the origins and results of Somalia's Structural Adjustment
 
Program. Phase II is to carry out an in-depth evaluation of
 
the effectiveness and distributional impact of the GSDR
 
policy reform program.
 

The need for additional studies and data is enormous in
 
Somalia. Even more important, existing data are unreliable
 
and often contradictory. The only exception is the banana
 
industry where SOMALFRUIT appears to be doing a creditable
 
job producing the requisite information. Somalia's defi
ciencies in data and studies can only be solved over the
 
medium and long term through a program of institution
 
building and strengthening.
 

Mounting an extensive data collection effort and
 
undertaking a series of studies over the near term will be
 
costly enterprises in both money and human resources. If
 
they are not carried out in the context of an institu
tion-building process, the reliability and usefulness of
 
their products may be questionable.
 

As with any development project, the costs and benefits
 
of any new data collection and studies effort must be
 
assessed. The gains which spring from the program, as well
 
as the sustainability of those gains, should be clear before
 
the program is undertaken. 

A number of studies would further our 
Somalia economy and help us in assessing 
economic policy reforms. 

knowledge of the 
the impact of 

Internal Labor Markets in Somalia 

A study of internal labor markets should be undertaken,
 
including the analyses of formal sector employment, wages,
 
recruitment, and career posts; urban/informal sector labor
 
markets; and rural wage market. Connections between wage
 
labor and the income strategies pursued by rural-based
 
extended families should be probed. At present, there is
 
no systematic collection of unemployment and wage data by
 
the GSDR.
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Microstudy of Household Income Strategies
 

An effort must be mounted to address the in
come-generating strategies of extended families. The
 
primary objective would be to understand and predict re
sponses to changing incentives. For example, the degree to
 
which subsistence and marketing inputs are readil,
 
shiftable, whether incentives to produce grain will withdraw
 
resources from animal production within household economies,
 
or what the impact of import incentives will be on migration
 
to the Gulf can only be analyzed when household svrategies
 
are understood. We also need to know on what households
 
spend their income. Over the longer run, such information
 
should be collected periodically through ongoing research
 
studies on a panel of households in order to provide infor
mation that is comparable over time.
 

Regional Income Strategies
 

A clearer picture is required of the strategies by
 
which households and extended families in the various
 
regions in the country -- dryland, irrigated, and pastoral 
-- obtain income, avoid risks due to uncertain rainfall. 
save and invest. For instance, what factors determine the
 
quantity of grain stocks held by farmers in the Bay Ragion
 
and how do these stocks affect prices and output?
 

Commodities Market Study
 

A study of agricultural markets is needed urgently.
 
The study would clarify the response of livestock offtake
 
rates and exports to price changes; the supply response of
 
grains and other commodities; the effect of current import
 
release prices; the production costs and farmgate prices of
 
the various agriculture commodities; the price levels and
 
costs of production at which farmers switch from (a)
 
cereals to sesame, fruits, vegetable, (b) maize to rice,
 
and (c) food to fodder; and the costs for potential ADC
 
stabilization efforts. Since crucial assumptions about the
 
functioning of these markets are presently being made on the
 
basis of little systematic information, a signifi:ant
 
improvement can be made by collecting and analyzing data
 
available from municipal records and other sources, includ
ing selected interviews. For example, producer price series
 
for maize and sorghum do not exist; only ADC official prices
 
for the commodities are available. The producer price
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series, together with data already available on retail 
prices, would provide valuable information on the share of 
benefits accruing to producers and retailers. 

A Study of Pastoralism
 

One of the major deficiencies in our study is the lack
 
of knowledge about the impact of structural adjustment on
 
livestock herding. We feel that, on balance, herders have
 
benefited from the reform program. Yet, the data are simply
 
unavailable. The impact of the adjustment program on
 
livestock traders also requires clarification. We require
 
domestic arrival prices, herd gate, and retail prices. The
 
Mission-funded livestock marketing study may help sort out
 
these questions.
 

Institutional Analysis Inventory
 

Additional details are required on what institutions,
 
including GSDR, parastatal, private, and PVO, work in crops,
 
livestock, fruits, extension, etc. The inventory would
 
discuss their goals and plans, relationships among each
 
other, and resources.
 

In addition to the studies above, there are a number of
 
specific data needs.
 

Data on the distribution and uses of land
 
holdings for dryland farming and irrigated
 
agriculture are needed. Time series data on
 
who plants what, where, how much, and why
 
should be collected.
 

To assess more fully the impact of moving
 
toward more realistic exchange rates, more
 
accurate and more timely data on the compo
sition of imports is required.
 

Analysis of the impact of food aid on dome
stic production requires further analysis of
 
(a) the substitutability of domestically
 
produced sorghum and maize for imported
 
cereals -- rice and wheat products -- and (b)
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the leakages of food from refugee feeding
 
programs.
 

We need to know who is getting agricultural
 
credit and for what purposes. Information
 
also is required on the informal (nonbank)
 
credit system.
 

Whether sorghum can be used economically for
 
fodder also is of interest.
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APPENDIX F. BANANAS: THE FORGOTTEN EXPORT
 

Somalia exports two agricultural products, 
livestock and
 

Banana exports, which had fallen to 
34,300T in 1981
 

bananas. 
 1984-86,

from 81,800T in 1975, advanced more than 75 

percent over 

While banana exports


reaching 62,400T at the end of the period. 


had fallen back in 1984-85, they were 
still almost 30 percent
 

Yet no
 
higher by the end of 1986 than they had been in 1981. 


banana projects are listed in the 1986-1988 Public Sector
 
While millions pour into
 Investment Program of the GSDR. 


irrigated maize, rice, and sugar projects 
and further millions
 

into dry-land sorghum and range management 
projects, bananas
 

stand alone, ignored by the major donors 
and by the GSDR.
 

neglect

Somalia's agricultural investors do not seem to 


way. By all reports, a land rush has 
the sector in the same 

the Shebelle and 
begun in the banana planting areas between 


Small farmers are beginning to plant more or
 
Juba Rivers. 

important politicians and 
their land to this crop and 

planta
merchants are purchasing or leasing banana

Mogadishu in 
tions. In .1981, 3,600 hectares were p)anted to bananas 


wire 5,700 hectares. In 1986,

Somalia. By 1985, there 

to SOMALFRU IT planted 6, 150 
contractplanters under 

more slowly than 
Banana product ion has ri-isen

hectares. farmers are not: as adept
hcause tht' newerhectarage planted 

are the veterans, but there
their resources as (rop, whichat exploiLting for ox: pansion o : t:his

is signJ fica n t potential 

> foreign
oi dcesperat,' needed 

furnishes important sums 
emp louyment to thousands

the and remuneraitiveexchange to SDP 
of Somali workers.
 

v Leports that the average banana crop in Somalia
 
i = 


between 1981 and 1985 was 77,OOOmT. From 1976 to 1980, the
 

average was only 52,000mt/year (FAO, October, 1986, p.9).
 
is
General opinion in Somalia avers that about 2/3 of the crop 


exported each year, or about 50,000T, which correlates exactly
 

with the IBRD estimate of 52,OOOT of bananas exported in 1985
 

These 1985 exports represented SS
(IBRD, January 1986, p.16). 

533,200,000, a not inconsiderable sum (FAO, op. cit., p.18).
 

What has happened to revitalize banana agriculture in
 

1970s banana production declined regularly,
Somalia? During the 

planters replaced bananas with other crops, investment dried up
 

By 1979, the
and secondary industries based on bananas failed. 

the -GSDRagency which held
Ente Banana (Parastatal Banana Board), 


two
the monopoly on banana purchasing and exports, called in 


Italian experts to see what could be done.
 



Mr. Silvano Fantoni is an agronomist who had been a banana
 
planter in Somalia until 1970. He left just after the state took
 
control of Ehe banana sector. Mr. Luciano Guidotti came to
 
Somalia just after Mr. Fantoni left. He was part of a group of
 
Italians who took a 49 percent share in a factory in Kismayo that
 
was to manufacture crates for the export of bananas. The GSDR
 
owned the majority of shares in the factory. They estimated that
 
with normal development of the banana plantations, they would
 
soon manufacture 10 to 15 million crates per year.
 

They began construction and t.ne factory was ready in 1973,
 
but by then the banana sector had already begun to fail. The
 
economic results of the factory were mediocre at best and the 150
 
or so small planters, of whom about 100 were Italians, began

abandoning bananas for other crops, or else left agriculture
 
entirely.
 

By 1979, Mr. Guidotti had become the owner of the entire
 
minority share (49 percent) of the crate factory. He felt that
 
to save his stake, he needed to do something to increase banana
 
production. He thus called upon the Ente Banana to invite Mr.
 
Fantoni to Somalia to advise them. They accepted and Fantoni
 
undertook a study on rehabilitating banana production in Somalia.
 
This invitation may represent the first timid step toward
 
liberalization of the Somali economy after the multiple debacles
 
cf the years 1977-1979.
 

Between 1980 and 1983, Mr. Fantoni and Mr. Guidotti worked
 
for the Ente Banana in the increasingly market-oriented
 
atmosphere of the SDR. They first looked for technical ways to
 
increase banana production. They worked with the same group of
 
small farmers who had stuck with bananas throughout the period of
 
Scientific Socialism and got some decent results, working on:
 

o Fertilization,
 

o Soil preparation,
 

o Plant maintenance,
 

o Chemical applications,
 

o Banana preservation for shipment/export, and
 

o Mechanization
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They exerted themselves particularly to obtain badly needed
 
foreign-currency for imports of machinery, spare parts, and
 
agricultural chemicals. The lack of these inputs had constituted
 
one of the major reasons for the decline in the sector before
 
1979. The tighter foreign exchange became, the more farmers
 
switched to other crops and the more farms that were abandoned.
 
Fantoni invested a great deal of time and energy in convincing
 
the farmers that the foreign exchange would be available when
 
needed.
 

But when Fantoni and Guidotti thought about the process of
 
banana production for export, they realized they could not do the
 
job themselves. They could carry out the arduous and complicated
 
task of planting, caring for and harvesting bananas. They could
 
master the technically rigorous processes of treating, cleaning,
 
packing, storing and shipping the bananas to a seaport. But they
 
also needed someone who could transport the bananas to profitable
 
markets and find buyers for them. They needed a central point of
 
coordination for the whole banana exporting business.
 

The Ente Banana had proven itself incompetent at this task.
 
In spite of its official government-given monopoly on all
 
marketing and exportiig of bananas, it had failed to coordinate
 
the different operations so necessary to successful banana
 
exporting. They did no marketing work at all. They had no idea
 
of what the international banana market required: types of
 
fruit, quality, shape, size, packing, quantities, etc. In
 
addition the GSDR simply did not have the money to invest in the
 
banana sector in the way that Fantoni arid Guidotti felt was
 
necessary to make it profitable.
 

Thus in 1983, they began looking for outside help. Fantoni
 
contacted the De Nadai Group, an Ite.lian conglomerate that had
 
sufficient capital, owned its own sea trarnsport and had much
 
experience in the international fruit trade, especially in
 
bananas. The Group agreed to ask the Ente Banana to sell them a
 
60 percent share in the agency for $3,277,000. Since tnen the
 
Group has invested over $20 million in the new company,
 
SOMALFRUIT. They have purchased three large farms in the
 
irrigated area and now produce 35 percent of the export crop
 
themselves. The rest comes from 114 farmers, including 14
 
Italians. Most plant between 10 and 100 hectares. In addition
 
to the establishment of the three farms, their investment went
 
for machinery, equipment, inputs, etc.
 

F-3
 



The Group's only activity in Somalia i's the export of
 
fruit. After three years, they have recovered about half
 
their in-vestment. The GSDR has conceded them The right to
 
reinvest ali their export earnings until the indusLZv :.s on 
its feet. But all has not gone smoothly, in spite of 1.ecent 
increases in banana production and exports. Most of 
SOMALFRUIT's major problems arise from the confusion and 
irregularities of the Somali rules, codes, and reculations 
dealing with foreign investment, customs, creed, foreign 
exchange, and banks. The 1985 MF ruling that all Somali 
import/export transactions had to pass through the CSBS was
 
an administrative disaster, slowing all aspects of the 
process dramatically. 

But in spite of its problems, SOItALFRUIT is working quite
 
well. Its management feels that it is the agricultural activity
 
in the country that pays its own way. They have had about $5
 
million in support from Italy, where they buy all their equipment
 
and other inputs but have received no other external support. At
 
the 1986 level of exports of 57,OOOT, they are far from
 
saturating their potential market, which could probably absorb up
 
to 120-150,000rmT. Their production goes entirely to Italy and
 
the Arabian peninsula. In 1985, Italy took 51 percent of the
 
crop. In 1986, it took 62 percent. All fruit is sold at
 
international market prices. They do not have a sweetheart deal
 
with Italy, guaranteeing a market at an above-market, subsidized
 
price. SOMALFRUIT will probably not be able to enter other
 
markets in a major way because Italy and Somalia do not have the
 
nternation:i political clout needed for such penetration.
 

France, for example, buys most of its bananas from its former
 
colonies in Africa, The U.S. from its allies in Central America.
 

SOMANLFRUIT runs its own agricultural credit operation for
 
its contract farmers. The company provides all necessary inputs
 
and the farmers pay from 0 to 50 percent down. SOMALFRUIT
 
collects the rest from the price they pay for the bananas at
 
harvest. Although they do not have an official monopoly on
 
banana exports, no cne else in Somalia can hope to sell overseas.
 
Thus far they have had no problems at all with recovering their
 
money.
 

The company employs approximately 400 people full-time.
 
This includes 102 who work permanently in 10 packing centers and
 
another 300 or so in offices and farms between Mogadishu and
 
Kismayo. In addition, it provides part-time employment for
 
nearly 50,000 people as pickers, porters, packers and the 1ike.
 
SOMALFRUI' management estimates that this employment is the
 
equivalent of 15,000 full-time jobs. For the most part, these
 
part-time workers are farmers living around the banana area, whc
 
are not looking for full-time jobs. 
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SOMALFRUIT has looked into the possibility of exporting
 
other Somali fruit to Europe or Arabia. Without major
 
investments this does not seem possible. The Arabs do not eat
 
much grapefruit and Italy imports its supplies from Israel where
 
the production is large, uniform, attractive and relatively
 
inexpensive. Production of mangos and papayas is too irregular
 
and the fruit is not uniform enough for packing or marketing.
 
They have sold small quantities of watermelons as off-season
 
crops in both Italy and Arabia, but both countries grow their own
 
and the potential for market expansion is very limited.
 

SOMALFRUIT claims that the Somali banana is very hard to
 
grow. Soil and climate conditions make it difficult and
 
expensive to produce. For this reason, it is one of the best
 
tasting, most nutritious bananas around, they say. They feel
 
that it will earn its share of the world banana market and
 
maintain a profitable, private banana industry in the SDR.
 

Banana Production and Sales 1984-86
 

1984
 

MIDDLE EAST 33,000t $9,366,000
 
ITALY 14,772t $4,890,000
 

1985
 

MIDDLE EAST 16,130t $4,545,000
 
ITALY 29,190t $8,461,000
 

1986
 

MIDDLE EAST 22,035t $6,135,000
 
ITALY 35,907t $10,439,000
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APPENDIX G: REMAINING REFORMS
 

While the number of reforms that the GSDR has already
 

implemented is impressive, the reform effort remains
 
incomplete. Much work must still be done.
 

Public financesneed to be strengthened further; budget
 

deficits remain far too large. Civil servant rolls must be
 
pared back more quickly and salaries which have remained
 
unchanged through seven years of inflation require a
 
significant adjustment upward. Taxes, in spite of omprove
ments in collection, remain quite low by international
 
standards. Any further alterations 'n the tax system should
 
be as growth-enhancing as possible.
 

The Public Sector Investment Program (PSIP) requires
 

further rationalization. Still projects are not priori

tized; recurrent costs are not taken into consideration; and
 

economically non-viable projects are pursued.
 

Parastatal enterprise must be restructured. Forty-nine
 

parastatal enterprises exist today in spite of GSDR promises to
 

discard or privatize many of them. The perfornance of nearly all
 
the enterprises is poor. Their failure creates obstacles to
 
normal growth in many sectors of the economy.
 

While the foreign exchange auction was proceeding well until
 

its recent suspension by the GSDR and a freely floating rate has
 

been established for most private transactions, the official rate
 

remains significantly overvalued. The GSDR must implement a
 
foreign exchange system that produces a realistic rate.
 

Although interest rates have been hiked on a number of
 

occasions in recent years, they remain negative in real terms.
 

The GSDR needs to adopt an interest rate structure that will
 

provide for a positive real rate of return for savers and full
 

cost recovery on lending operations.
 

GSDR intrusion in the process of financial intermediation
 

may be excessive: all financial intermediaries continue to be
 

GSDR-owned. Although a law allowing the formation of private
 

commercial banks and insurance institutions has been prepared,
 

is still awaiting the President's signature. Certain foreign
 

banks have been approached about joint ventures with Somali
 

groups, but interest has been limited. In any case, apprccr-ate
 

regulations do not exist yet.
 

In agriculture, while a number of policy impediments remain,
 

the most significant relate to land tenure and parastatal
 

enterprise. The GSDR does not have a land tenure policy; only a
 

very rough cadastral survey has been undertaken. While state
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lands are being allocated to private farmers, the tenure
 
arrangements are uncertain. Parastatal monopsonies in hides and
 
skins (HASA and frankincense and myrrh, both of which provide
 
the private supplier with insufficient inducements for
 
production, should be eliminated. Also, the ENC should cease
 
selling grains received from abroad at below market prices.
 

The GSDR must establish an economic atmosphere conducive to
 
development and growth of the private sector. It must approve
 
draft regulations and procedures for foreign and national
 
investors. The Chamber of Commerce must become a true voice of
 
the Somali private sector. Somalia must establish policies which
 
will enable the nation to prosper using its own resources.
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Office and the Agriculture Office were ready with time, advice,

documents and opinions as 
required. The Director's Office also
 
provided aff atmosphere of encouragement and interest in our work.
 
Officials of the GSDR were generally helpful, but lacked access
 
to detailed and specific information about the impacts of policy

on the agricultural sector. Representatives of other donors were
 
also very forthcoming and provided us with what data they had.
 
All were ready to discuss agricultural and macroeconomic policigs

and to speculate on their impacts.
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APPENDIX H. METHODOLOGY
 

To carry out this study, USAID contracted with Development
 
Alternatives, Inc. and Robert R. Nathan Associates (RRNA) under
 
the Macro-Economic Analysis IQC (No. PDC-0000-I-00-6135-00) to
 
provide a multidisciplinary team in collaboration with the Africa
 
Bureau Development Policy Division. A three person team,
 
composed of an institutional analyst/team leader, an agricultural
 
economist and a macro-economist, carried out the assignment.
 

The team met in Washington with the staff of AFR/DP and with
 
teams going to Mali and Zambia from December 17 through December
 
19. We discussed the purpose of the assignment and began
 
collecting background materials. After leaving the U.S. on
 
January 4, 1987, the team suffered a three-day delay in Rome,
 
thanks to a broken Somali Airlines airplane. :e used this time
 
to read through the literature on Somalia and to plan strategy
 
for our arrival in country.
 

We finally arrivea iii Mogadishu during the night of 8/9
 
January and began work immediately. We remained in Mogadishu
 
through 16 January, meeting with officials from USAID, other
 
donors, the private sector, and the GSDR. On January 16 and 17
 
we travelled to Baidoa, via the Shebelle River Valley, to visit
 
irrigated and dry-land agricultural areas, as well as a pastoral
 
rangeland zone. The staff of the Bay Area Rural Development
 
project were extremely helpful and hospitable to us during this
 
visit.
 

We remained in Mogadisu during the remainder of our stay
 
except for a one day trip tc Merca, Correoli and the lower
 
Shebelle Valley on 24 January. We continued meeting with
 
representatives of the GSDR, the private sector, USAID and other
 
donors while we prepared a draft report, which was submitted to
 
the Mission on 22 January. On 25 January, the Mission held a
 

debriefing session and offere& us their comments on our draft.
 

After our return to the U.S., the team presented the draft
 

report to AFR/DP on 28 January and attended debriefing seminars
 

on 29 January and 5 February. Final drafts incorporating
 

suggested revisions were submitted to AID on February 20.
 

During our stay in Sow~iXa, the team noted the dramatic
 

scarcity of reliable quantitative data on economic and social
 

trends in the country. For this reason, our assessment was based
 

largely on impressionistic and anecdotal evidence. When
 

statistics appeared, they were often contradictory and ill

defined. To use them we chose the worst-case sets and applied
 

them to our hypotheses. Our conclusions are thus tentative, but
 

we have a great deal of confidence that thorough research would
 

verify them.
 

The USAID Mission in Somalia was extremely helpful, both
 

logistically and substantively during our stay. The Program
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APPENDIX I. AGRICULTURE CREDIT
 

The level of demand for agriculture credit can serve as
 
an indicator of the vigor of economic activity in the
 
agriculture 
Somalia has 

sector. 
gone for 

Historically, agriculture 
marketing, rather than p

credit 
roductive, 

in 

purposes. 

Lending Institutions
 

The two institutions that provide agriculture credit 
are the Commercial and Savings Bank of Somalia (CSBS) and 
the Somali Development Bank (SDF) . Agriculture credit,
which totaled over SS 1 billion over 1975-85, is divided 
about equally between the CSBS which lends short-term (10-12
months) and the SDB which lends medium-term. Virtually no 
long-term (7-20 years) lendinci takes place. Most credit
 
went for livestock marketinq where repayment rates seem to
 
have been low.
 

A small farmer credit program was begun in 1983 in CSBS
 
with the help of the UNDP. Under the program, seasonal
 
production credit is provided; operational expenses incurred
 
during planting are funded and repayments are made at the
 
time of harvest. The small-scale farmer, since he cannot
 
put up collateral, furnishes a promissory note; 
the chief of
 
the farmer's clan, in turn, takes up the responsibility for
 
ensuring repayment. This pilot program is the first of its
 
kind in Somalia. UNDP and FAO, which implement the project,

found that demand for credit was low originally. However,

rising producer prices, effective extension, and the availa
bility of inputs, including seeds and fertilizer for non
traditional crops, has led to steadily increasing demand.
 
The program is considered an outstanding success; pay back
 
rates range as high as 95 percent.
 

As for the SDB, agriculture credit ranks first among

sector priorities. SDB agriculture credit funds clearing of
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agriculture lands, tractor services and other inputs, and 
irrigation. The CSBS and the SDB have many shortcomings, 
related mainly to their limited capacity to evaluate loan 
proposals adequately, monitor use of funds, and recover 
repayments. TDA has provided assistance to the SDB to 
strengthen the work of the institution. The results, 
however, fell short of expectations. 

lnterest Rates
 

In spite of increase in agriculture interest rates -
most recently in January 1.985 -- rates remain sharply 
negative in real terms. Recently, however, there have been 
indications that interest rates are becoming less negative 
in real terms. 

Table I-1. Interest Rates
 

CSBS rates SDB rates Inflation
 

1981 10 10 44.6 
1982 1 2 10 22.6 
1983 12 10 36.4 
1984 12 10 92.2 
1985 1 5b 1 4 b 37.9 
1986 15 14 33.8 

a. Altered June 30.
 
b. Changed January 1.
 

1
 
According to these data, agricultural interest rates
 

increased in real terms with the start-up of the SAP in
 
1981, fell with the backsliding on the reform effort over
 
1983/84, and are now again rising in real terms.
 

1. Deposit rates also have been sharply nejati'e in real 
terms; ranging from 6 to 9 percent in 1981, they now vary
 
between 16 and 26 percent.
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Experience in many countries has shown that negative
 

real interest rates in agriculture have generally not had
 

long-run beneficial effects on production and income arid
 

have mainly benefitted the large farmers, who normally have
 

better access to the limited pool of subsidized credit.
 

Under negative real interest rates, the interest rate no
 

longer serves as the allocating mechanism for credit; that
 

role is delegated to creditworthiness and politics. Since
 

larger farmers tend to be more creditworthy and better
 
connected, small farmers are denied credit.
 

Moreover, rates for small farmers are subsidized by the 

CSBS and SDB relative to rates for other entities. Differ
ential lcnding rates for CSBS were essentially introduced on 

January 1, 1985. While the rate for small-scale farmers was 

set at 15 percent, rates for public and private enterprise 
were fixed at 19 percent and rates for foreign-owned enter
prises at 20 percent. Since :981, SDB rates for agriculture 
have been subsidized vis-a-vis rates for 'other subsectors, 
although the relative subsidy has been going down marginally 
in recent years. Since rates for farmers are subsidized by
 

CSBS and SDB relative to rates for other entities, lending
 

to agriculture has been discouraged relative Lo other
 

subsectors.
 

Generally speaking, no significant production credit
 

has been available to farmers seasonally, except through the
 

UNDP program, and no credit links were forged in the input
 

delivery or crop marketing system.
 

There has been a lack of agreement among donors on the
 

issue of subsidized agriculture credit. Some seem willing 

to accept subsidized rates in priority sectors such as 
agriculture. 

Imp-.ct of SAP 

The SAP produced significant increases in agriculture
 

credit extensions over 1981-82. In sharp contrast, over
 

1978-80 the portLolio of agriculture loans outstanding at
 

the CSBS fell drastically, declining by 45 percent in real
 

terms. Total agriculture credit was up SS 398 million
 

in both 1981 and 1982. In real terms, credit flows to 

agriculture in 1981 were four times what they were in 1980, 

while the comparable increase in 1982 over 1980 was three 

fold. B' toe end of 1982, CSPS agriculture credit added up 

to almost '5 percent of total credit outstanding compared to 

18 percent two years earlier. Clearlv, the elimination of 

parastatal monopsony, including the move toward more liberal 
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pricing policies, the increases in real interest rates, and 
the good weather, contributed to the robust credit demand 
over 1981-82. 

Another very encouraging development that has taken 
place since commencement of the SAP is the increasing share 
of agriculture credit going to the private sector. Tn 1981, 
the private sector accountc1 fTnr 35 percent: of total CSBS 
agriculture credit extensions; by 1984 tLhe proportion was 83 
percent. 

Retrenchment in ,agriculture credit extensions, however, 
was in evidence over 1983-85. in the hoginning of the 
period, excessive government borroJinq "crowded out" the 
private sector, including agriculture. At the end of the 
period, the GSDR moved to tighten moneLavy policies as 
mandated by the stand-by arrangement with the ITMF. Cred it 
flows t:o aciricu.1tuyn actually declined in nomi.na1 terms in 
both 1983 and 1985. By the end of 1985, agriculture's share 
in total CMRS credit had declined to 10 percent. 
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APPENDIX J. LAND USE AND TENURE
 

Land tenure in Somalia presents a serious potential 

constraint on development. Traditional and modern systems 

of access to land exist side by side, occasionally in 
harmony, sometimes in conflict, but with a general effect of
 

generating a feeling of insecurity in a domain where long
term investments in secure holdings are necessary for
 
continued progrpss and development.
 

Tenure conditions vary among the three major categories
 
of land use in Somalia today: pasture, irrigated agricul
ture, and dryland agriculture. But the traditional princi
ple of Somaj access to resources holds for all three.
 
Historically, Somali herders and farmers had rights to use
 
but not sell land, according to their membership in clans.
 
The longer a piece of ground had benefitted a particular
 
family or clan, the stronger their claims to continued use
 
became.
 

Before the coup of October 1969, little attention seems
 
to have been paid to land tenure questions. Farming has
 
always occupied a low status in the hierarchy of traditional
 
Somali values and farmers were seen as hard working, low
income drudges, dependent fo1 protection and support on
 
nomadic herder groups.
 

However, after the coup, attitudes both toward tradi
tional ways of doing things and toward land changed dramat
ically. One of the primarv policies of the early years of
 
scientific socialism in Somalia was the proscription of
 
reference to traditional Somali clans for any purpose
 
whatsoever.
 

The Somali government, under Soviet tutelage, clearly
 
considered land an important capital resource which the
 
state should control. Beginning in 1975, when the GSDR
 
enacted Law Number 73 declaring the state owner of all land
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Somalia's two rivers supply limited quan

tities of water.
 

Much irrigated land has suffered from poor 
drainage and thus from waterlogging and salt 

build-up. 

Inefficient state farms, setrlements, and 

enterprises occupy much choice land. 

GSDR officials and ric-h urban merchants have 
begun occupying land for commercial plan
tations as returns "o land increase. 

The GSDR, at donor urqng, has undertaken certain 
the land tenure problem. They have:measures to palliate 

Broken up a numb-r of state farms formerly 
run by the Ministry o Aariculture 

Broken up some of th settlements and dis
tributed the l.and te occupants 

Deemphasized the pol icy of forcing nomads 
(transhnant herders) to give up their 
traditional life stylp and settle in agricul

tural communities 

Continued the policy of non-interference with 

lands devoted to export crops, i.e. bananas 

The series of laws about land tenure promulgated under 

Scientific Socialism call for the leas~ng of all crop and 
pei ods of timc: (usually 50 years,pasture land for long 

team also heard of 10, 20 and 30 year leases)although the 

nn theand at low taxation iaten based areas leased and 

for a good
probable use of the land. Rowever. laasina calls 

deal of time and expense to ollow administrative procedures 

through their convoluted paths, Fiay for accurate surveying 

of lands, and to settle all potential disputes to particular 

holdings.
 

to find out more about the actualThe team was unable 
the leasing laws, but we had the impressionapplication of 

that:
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Establishment of special rules for the
 
occupation of crop land by refugees
 

The assurance of real title security to those
 
who do register their land
 

The preparation of a national land use plan,
 
establishing priorities and locations for
 
pasture, crop, urban, public, private and
 
reserved land, particularly for construction,
 
rehabilitation, and maintenance of infra
structure which enhances the value of land
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