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PREFACE 

The e v a l u a t i o n  of t h e  Somalia Commodity Import Programs I1 and 111 was 
undertaken t o  measure t he  e f f e c t i v e n e s s  and e f f i c i e n c y  a s  wel l  a s  t h e  impact 
of t h e s e  programs a s  l e g i s l a t i v e l y  requi red of a l l  USAID funded a c t i v i t i e s .  
S p e c i f i c a l l y ,  t he  e v a l u a t i o n  was asked t o  examine: ( a )  t h e  macroecononic 
impacts  of t h e  CIPs; ( b )  t h e  e f f e c t s  of t h e  f o r e i g n  exchange f i n a n c i n g  on both  
t h e  p r i v a t e  and p u b l i c  s e c t o r s ;  ( c )  t he  u t i l i z a t i o n  of l o c a l  cur rency  
gene ra t ions ;  and ( d l  t h e  o v e r a l l  management of t h e  program. 

The e v a l u a t i o n  was c a r r i e d  ou t  cver  a  two week perioC ;r.. rJ.r;vember l?&7.  
Members of t h e  e v a l u a t i o n  team inc luded ;  ~ i l l i a m  A. J e f f e r s ,  REDSO/ESA P r o j e c t  
O f f i c e r ;  Don210 Harr i son ,  AFR/DP Economist; Emily McPhie, Progran O f f i c e r ,  
USAID/Somalia; Gi r a rd  J .  LaBombard, Commodity Management O f f i c e r ,  
USAID/Sornalis; and hhaed Ibrahim Tani ,  Program A s s i s t a n t ,  USAID/Somalia. 

The e v a l u a t i o n  methodology used by t h e  e v a l u a t i o n  team was t o :  ( a )  review t h e  
procra7,s '  d o c ~ m e n t s  and correspondence;  ( b )  c o l l e c t  q u a n t i t a t i v e  d a t a  on t h e  
econony and t h e  procurenent  and u t i l i z a t i o n  of C I P  f inenced  commodities; and 
( c )  i n t e r v i e w  A I D ,  GSDR, and p r i v a t e  s e c t o r  impor t e r s  who have been involved 
i n  t h e  i n p l e n e n t a t i o n  and management of t h e  programs. 

The Evalua t ion   pea^, voulc l i k e  t o  thank t h e  f o l l o u i n g  i ? ? i v i d u a l s  f o r  t ak ing  
t h e  t i n e  t o  be in te rv iewed f o r  t h i s  e v a l ~ a t i m .  

Isaak A l i  A r ro l e ,  P r i v a t e  Sec to r  
H s s s i i n  J i b r i l  Mohansd, P r i v a t e  Sec to r  
Abdullahi Haj i  Abed, P r i v a t e  Sec to r  

A l i  Nur Farah,  P r i v a t e  S e c t o r  
Hi i sh i  Ha j i  Wheleye, P r i  v a t e  Sec to r  
Yusst~f Nur Hassan, P r i v a t e  S e c t o r  

Osman kueys,  Permanent S e c r e t a r y ,  Minis t ry  of Conmerce 
Abdirahman nohaned Y u s u f  , D i  r e c t o r  Dept . of Foreign Trade 

Shaki i t ;  Sh. Mobamud, D i r ec to r  Dept. of Licensinq 
Omar Hersi , Perr ,anent  S e c r e t a r y ,  Y i n i s t  ry of I n d u s t r y  

BEST AVAILABLE COPY 



I. EXECUTIVE SUMMARY 

The USAID-f inanced Commodity Import Program assistance to Somalia has provided 
foreign exchange for commodity importation -- from the U.S. and developing 
countries of the Free World -- to assist Somalia's balance nf payments 
position as well as to generate local currency for budget support. This 
evaluation reviews the performance of CIPs I1 ana 111 which provided grant 
financing for $16 million and $27 million, respectively. These programs were 
implemented between Febuary 28, 1983, and October 12, 1987. As of the 
November 1, 1987, all dollar financing for CIP 11 and CIP 111 has been 
allocated and disbursed, and SSh 2.255 billion local currency gerlerations have 
been deposited. 

The CIPs have had a postive impact on Somhlia's economy. CIP I1 and 111 have 
helped ease Somalia's severe balance of payments problems. The balance of 
payments assistance and foreign exchange reserve support furnished by the CIPs 
has not been unimportant. Over 1984-86, the CIPs funded between 2 and 5 
percent of Somalia's import bill and 3 and 6 percent of the current account 
deficit before official transfers. CIP I1 a ~ d  111 have financed 
growth-enhancing productive capital and intermediate goods inputs. Thus, real 
growth in Somalia has undoubtedly been higher than it wo~ild have been without 
the CIPs. Real qrovtk, was 3.5 percent in 1984, a po>i tit!:ly Luoyant 6.4 
percent in 1965, and 5.0 percent in 1966. U.S. impor2s as a share of rne 
total Sontali import bill have been on the rise, up from 11 percent of the 
tothl in 1962 to 20 percent in 1984. However, the CIPs have contributed only 
marginally. Total U.S. imports financed under the CIPs were but $6.5 million. 

With respect to the prlvate sector, the CIPs were to 'strengthen the private 
sector and encourage it to play a more significant role in Somalih's 
developm~nt.' CIP I1 and 111 substantially contributed to the strengthening 
of the private sector in Scmelia. Even though the alloceti117 of foreign 
exchange to the private sector fell far short of its target (48% instead of 
85% of grant financing), the auciilablr financing has been used well. 
Significant nu!rbc:s of business in the agricultural and industrial sectors 
hsve usea the CIPs to starr up new businesses, eApanc prc-c~tion, and maintain 
and even increase local employment levels. In terms of the number of lmport 
trar~sactions, the private secror was by far the largest user or the CIPs. 
Commodity imports utilized in the manufacturing and construction industries 
were th6 principal users of financing ~llocatea to the private sector. 
Agricultdral and agribusiness sectors were the secona largest users. Dverall, 
the composition of imports was very appropriate to the needs of the country 
and provided good investment dollars to the private importer. The U.S. 
financed CIPs have also helped the Somali private sector build links with new 
trade partners. 

In retrospect, the policy dialogue agenda attached to the CIPs was too 
ambitious. Nevertheless, the CIPs have promoted economic reform in Somalia, 
although in some areas, the pace of reform has not proceeded as rapidly as 
anticipated. Significant policy reforms have been encouraged in the areas of 
(a) reduction of government employment, (b) introduction of efficient import 
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procedures, and (c) the establishment of private trade organizations. The 
GSDR reduced the number of civil servants 3,000 each year in 1985 and 1966 and . 

abolished the practice of automatic employment for all school leavers, a 
practice that had led to a bloating of civil servar~t rolls. AS of January 
1985, the GSDR abolished the licensing of most imports, removing an important 
impediment to doing business in Somalia. In a2tiition to its economic policy 
reform objectives, CIP I1 and CIP 111 included two other objectives for the 
public sector. The first was to provide a source of foreign exchange 
financing for the public sector, especially for public industries. The other 
objective uas to generate local currency for implementing policy reform ana 
priority devrlopnrnt projects notably in the agricultural sector. The public 
sector in fact received much more than the targetted 15% of CIP financing. It .- 
utilized 52% of the total CIP I1 and CIP 111 funding. Unexpected financing 
for the PL 480 shipping services under the CIP I1 and petroleum purchases 
under CIP 111 were the major cause for the large increase in the public sector 
allocations. Petroleum alone counted for slightly less than 40 percent of all 
the funds available under the CIPs. Public sector industries used CIP 
financing to revive sugar production and processing, rehabilitate the fishing 
industry, provide spare parts to the public pasta company, and expand the 
national telex system. 

CIP qenerated local currenrips were to bc: usei to fi.,lanc..- t k s  implementation 
of policy reforms and prioricy aevelopment projects 2ar:~~;:urly in t k  
agricultural sector. To date, these counterpart funds have been used to fund 
primarily non-agricultural projects and to a limited extent the implementation 
of policy reform progrcns. Xevertheless, it is clear that the local currency 
gsnerations from the CIP have provided significant and effective support for 
the GSDR budget -- one of the CIP's principal objectives. While the USAID 
tracking system for generating and depositing local currency generations is 
meticulous, it is ineffective in tracking the allocation and disbursement of 
these funds. This aspect of the local currency trackin?  stem neeas to 
corrected immediately. 

Generally, the performance of the USAID and GSDR msnagenent of the CIP 
programs has been very sai~sfactory, with ttre exception the local currency 
tracking system noted above. During interviews with both private ana public 
importers, they indicated thst they had a clear understanding of the CIP's 
implem~ntation process and expressed their satisfaction with the generdl 
system. Perhaps more telling, however, is the fact that other donors have 
based their CIP adrninistrbtive procedures on those established by USLID. 
While the general satisfaction with the CIPs has been clearly articulated to 
the Evaluation Team, there have also been numerous suggest,ions by importers on 
how the CIP procedures might have been improved. These suggestions relate to 
suppliers payment documents and freight shipments. 

The evaluation contains a short section summarizing the lessons learned which 
should be reaa in its entirety. 
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11. PROGRAM SETTING 

A.Economic Background 

1. General Economic Environment f o r  CIPs 

Somalia's opt ions  f o r  developing i t s  economy a r e  l imi ted .  With a  per c a p i t a  
GDP i n  1985 of $260, Somalia has been designated by the .  3nitcd Nations a s  c 
l e a s t  developed country. Only twenty percent of Somalia's f i v e  mi l l ion  
people l i v e  i n  urban a reas  and an est imated s i x t y  percent can be c h a r a c t e r i z e d  
a s  nomadic. Socia l  welfare i n d i c a t o r s  a r e  low; f o r  ins tance ,  the  i n f a n t  , 
mor ta l i ty  r a t e  i s  150 per thousand and l i f e  expectaacy is 46 years.  While 
Somalia's land resource i s  extensive ,  i t s  p r i n c i p a l  economic value is confined 
t o  l ives tock  grazing and i r r i g a t e d  banana production.  Estimates suggest  t h a t  
l e s s  than 15% of Somalia i s  c u l t i v a b l e  and most of t h i s  depends upon marginal  
r a i n f a l l  t o  be productive.  Somali a ' s  modest economic i n £  r a s t  ructure  i s  
another const ra in ing f e c t o r .  There are  only two major urban areas ,  a  poorly 
developed i n t e r n a l  road network and no r a i l r o a d s .  Continuing shor tages  of 
recurrent  f inancing t o  maintain these  a s s e t s  have taken t h e i r  t o l l  on t h e  
capacity of t h i s  i n f r a s t r u c t u r e .  Somalia's f i n a n c i a l  resources a r e  a l s o  very 
meager. Foreign exchange earnings  are  l imi ted  t o  a  few sources, most notably 
l ives tock  s a l e s ,  bananas, and worker remittances from t h e  Gulf s t a t e s .  
Domestic savings  have been negative. While government expenditures have not 
been excess ive ,  normally l e s s  than 18 percent of GDP,  t h e  tax base i s  
extremely narrov - 6 percent of GDP - and f i s c a l  d e f i c i t s  have been chronic i n  
recent yea r s .  The GSDR has depended heavily upon borrowing t o  make ends meet. 
The disbursed ex te rna l  publ ic  debt now exceeds GDP and debt se rv ice  i s  
approaching 90 percent.  The country has come co r e l y  z5 e x t e r n a l  
suppor t ,  whicn has: ( a !  f  nnded 100 pe rce r t  of the  i>v:et ' :ric~~! budget; rh )  
accounted f o r  close t o  half  of t h e  domestic opera t ing ~ u d g e t ;  and ( c )  
furnished s i g n i f i c a n t  mounts  of technical  a s s i s t ance .  

Nevertheless,  t h e r e  a r e  s e c t o r s  where Somalia cuuld b e t t e r  u t i l i z e  i t s  
ex i s t ing  econonic resources.  These s e c t o r s  have been i d e n t i f i e d  i n  numerous 
GSDX plans  and USAID documents, including t h e  PAADs f o r  the  Commodity Import 
Programs. The a g r i c u l t u r a l  s e c t o r  is  by f a r  the  most important. Agr icu l tu ra l  
a c t i v i t i e s ,  predominantly re la ted  t o  l ives tock  a c t i v i t i e s ,  have h i s t o r i c a l l y  
been the mainstay of the  coun t ry ' s  economy providing betxccn 55-608 of GD?. 
Large a reas  of new land could be brought under c u l t i v a t i o n  and more e f f i c i e n t  
technologies introduced f o r  both food and cash crops.  Likewise, there  e re  
oppor tun i t i e s  f o r  expanding t h e  product iv i ty  and p r o f i t a b i l i t y  of t h e  
l ives tock  s e c t o r  w i t h  add i r iona l  investment, t k ?  p r o v i s i u ~ ~  of s o c i a l  and 
productive se rv ices  t o  inc rease  off-take r a t e s ,  and t h e  expansion of expor t  
markets. I n  term$ of i t s  non-agr icul tura l  a s s e t s ,  Somalia could a l s o  take 
b e t t e r  advantage of i t s  f avorab le  loca t ion  i n  r e l a t i o n  t o  a f f l u e n t  Middle 
Eastern markets with which i t  has c lose  c u l t u r a l  and conmercial t i e s .  
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Yet, since its independence in 1960, Somalia hzs found it difficult to 
capitalize on these opportunities. In the 1960-69 period, the imbalances 
between the modern and urban sector and the agricultural/nomadic sector 
deepened, and there was mounting inflation and'unemployment. In the 1970es, 
the GSDR energetically expanded its control of the economy, the public sector 
absorbing virtually all aevelopnent investment and most of the skilled 
manpower and managerial resources. It dominated manufacturing and financial 
activities, controlled prices, and regulated or took over distribution and 
marketing. The livestock industry nevertheless remainea"predominant1y 
private. The effect of these policies was to exacerbate Somalia's economic 
problems. From 1964 to iS77, economic growth barely kept pace with 
population, domestic food production stagnated, food imports rose, and export 
crop production declined. Following the OgaZen con£ lict with Ethiopia in 
1977, the subsequent withdrawal of Soviet credits, and a massive influx of 
refugees Somalia entered a period of growing balance of payments difficulties 
and budget deficits. Financing these shortfalls through bank borrowing led to 
severe inflationary pressures which persisted through the end of the decade. 

In mid-1982, the GSDR took dramatic steps to liberalize it economy. A one 
year Standby Agreement with the IMF was concluded involving major reforms 
including: devaluation, liberalization of private sector imports with official 
foreign exchange, increases in agricultural prices, and closures of certain 
public enterprises. Fiscal and monetary policies were also tightened and 
interest rates were raised. These measures, together with substantial 
reduction in the growth of net credit to the government, produced significant 
improvements in both the inflation rate and the balance of payments deficit. 
Still, foreign exchange resources fell far short of requirements and the GSDR 
continued to require support and encouragement in psrsuina further 
liberalization and privatization of the econozy. 

Another economic shock hit Somalia in 1963 when Saudi Arabia banned livestock 
Imports from Somalia and suspended the oil grant which it had been extending 
to cover most of Somalia's requirements. A further devaluation in 1983 failed 
to overcome the growing gap between the official and parallel exchange rates. 
Finally, inflation continued to grow and approached triple dlgits in 1964. 
This was the economic background against which the CIPs I1 and 111 were 
considered. 

8 .  Policy Context for the Commodity lmport Programs 

The choice of the CIP mode of assistance was initially Sec iaed  in 1981. In 
consideration of the economic problems described above, USAID provided the 
first CIP for the purposes of: 1) supporting the IMF stabilization program 
(incluaing balance of payments support); 2) providing direct support for 
renewed emphasis on the private sector; and 3) providing general support for 
economic growth. This initial program proved to be very successful (see April 
1984 Evaluation by P.Hagan et.al.) and set the stage for CIP I1 and CIP 111, 



Both t h e  FY 1986 CDSS and t h e  CIP I1 PAAD incorpora ted  t h e  Commodity Import 
Program wi th in  t h e  brosder  framework of USklD's o v e r a l l  a s s i s t a n c e  s t r a t e g y  
which was aimed a t  address ing  t h e  s h o r t  term macroeconomic c o n s t r a i n t s  and t h e  
longer term development needs of Somalia. This  s t r a t e g y  had t h r e e  major 
goals :  s t a b i l i z a t i o n ,  s t r u c t u r a l  ad jus tment ,  and improving t h e  q u a l i t y  of 
l i f e .  Two elements  were h i a h l i g h t e d  a s  c u t t i n g  ac:rasr t h e s e  goals :  i a )  t h e  
importance of continued accumulat ion of da t a  t o  i d e n t i f y  s e c t o r  l e v e l  
c o n s t r a i n t s  and t o  r e v i s e  program s t r a t e g i e s  and ( b )  s t rengthening  t h e  p r i v a t e  
s e c t o r  and encouraging i t  t o  p l a y  a more s i g n i f i c a n t  r o l e  i n  Somalia 's  
development. The C,IP I 1  was designed a s  a  non-project  a s s i s t a n c e  mechanism t o  
address ,  p r i m a r i l y ,  t h e  economic s t a b i l i z a t i o n  i s s u e s  and t o  some e x t e n t  t h e  
longer term goa l  of s t r u c t u r a l  adjustment .  S p e c i f i c a l l y ,  t he  CIP was seen  a s  
' the mechanism f o r  providing d i r e c t  suppor t  f o r  gene ra l  imports  and fo r  
encouraging t h e  growth of t h e  small  i n d u s t r i e s  s e c t o r '  and a l s o  providing 
l o c a l  currency gene ra t ions  f o r  ' the  on-going p o l i c y  d i a logue  on economic 
s t a b i l i z a t i o n  by giving t h e  U.S c r e d i b i l i t y  and l eve rage  a s  a  major 
c o n t r i b u t o r  t o  t h e  s t a b i l i z a t i o n  program.' With r e spec t  t o  s t r u c t u r a l  
adjustment  t h e  CIP was expected t o  d i r e c t  support  t o  t h e  a g r i c u l t u r a l  and 
agro-indust  r i a l  s e c t o r s  which a r e  g e n e r a l l y  viewed by both t h e  GSDR and d o n o r s  
a s  t h e  key t o  long term economic s t a b i l i t y  i n  Somalia. 

The sho r t  term o b j e c t i v e s  of ba lance  of payments suppor t  and reduct ion  of t h e  
GSDR budget d e f i c i t  remained i n t a c t  under CIP 11. The s t r u c t u r a l  adjustment  
and q a a l i t y  of l i f e  goa l s  i d e n t i f i e d  i n  t h e  FY 1986 CDSS were combined i n t o  a 
s i n g l e  o b j e c t i v e  aimed a t  'bu i ld ing  a base f o r  p r o d u c t i v i t y  i n  a  d i v e r s i f i e d  
and outward o r i e n t e d  economy.' The CIP 111 cont inued t o  accord high p r i o r i t y  
t o  pronotion of an indigeneous p r i v a t e  s e c t o r  and s t r u c t u r a l  adjustment .  

111. DESCRIPTION OF THE U.S. FINANCED CIPS 

A .  Overview 

The USAID-financed Cor~nodity Import Program assisc?r .ce + D  50malia has provided 
fo re ign  exchange f o r  comi-c~dity importat  ion .-- f  roir: t b c  2 .'C. and devc:oping 
counyr ies  of t h e  Free World -- t o  a s s i s t  Somalia 's  b i l ance  of payments 
pos i t i on  a s  wel l  a s  t o  gene ra t e  l o c a l  cdrreEcy f o r  budget suppor t .  Three 
Commodity Import Programs have been f inanced s ince  1982. The focus  f o r  t h i s  
eva lua t ion  i s  t h e  performance of C l P s  I 1  and 111. 

The P r o g r m ~  Ass is tance  Author iza t ion  Document ( P A A D )  f o r  CIP I 1  which provided 
$16 m i l l i o n  in  g r a n t  f i nanc ing  was signed on J u l y  30, 1983. Negot ia t ions  were 
f i n a l i z e d  w i t h  t he  GSDR and the  Grant Agreement was s i 2 1 ~ e J  on August 28, 1963. 
The Condit ions Precedent t o  disbursement of funds were met on November 23, 
1983. Financing Requect No 1 was i s saed  by the  Minis t ry  of Finance on 
November 23, 1983. AID/dashington i ssued  AID L e t t e r  of Commitment 
(649-K-60301) i n  the  amollnt of $16 m i l l i o n  t o  ManufacLcrrz Hanover T r u s t ,  New 
York, N . Y .  Th i s  a c t i o n  f a c i l i t a t e d  i ssuance  of  l e t t e r s  of c r e d i t  t o  
s u p p l i e r s .  I n i t i a l  a l l o c a t i o n s  of CIP I 1  f inancing  were maie on Ju ly  2, 1984 
and by t h e  end of calendar year  1985, 100% of t h e  f inanc ing  had been a l l o c a t e d .  



A fo l low-on  Commodity Impor t  Program 111 was a u t h o r i z e d  i n  A I D h a s h i n g t o n  o n  . 
F e b r u a r y  28 ,  1 9 8 5  f o r  827 m i l l i o n .  The G r a n t  Agreement w i t h  t h e  GSDR was 
s i g n e d  on June 1 3 ,  1985.  The f i r s t  F i n a n c i n g  R e q u e s t  was i s s u e d  by t h e  GSDR 
H i n i s t r y  o f  F i n a n c e  on Sep tember  1 2 ,  1985.  AID/Washin$ton i s s u e d  AID L e t t e r  
o f  Commitment 649-K-60401 on Sep tember  26 ,  1985  i n  t h e  amount o f  $27,000,000. 
The f i r s t  a l l o c a t i o n  f rom t h e  CIP 111 f i n a n c i n g  was made on Sep tember  30,  
1985.  By t h e  end o f  c a l e n d a r  y e a r  1 9 8 6 ,  100% of  t h e  t o t a l  g r a n t  had b e e n  
a l l o c a t e d  and 100% had been d i s b u r s e d .  

Based on M i s s i o n  r e c o r d s ,  a s  of November 1, 1987 ,  a l l  d o l l a r  f i n a n c i n g  f o r  CIP 
I1 h a s  been e l l o c a t e d  and d i s b u r s e d  and  SSh 333,064,584 o f  l o c a l  c u r r e n c y  
g e n e r a t i o n s  have been  d e p o s i t e d .  S i m i l a r l y ,  a l l  t h e  d o l l a r  f i n a n c i n g  f o r  CIP 
111 h a s  a l so  b s e n  a l l o c a t e d  and d i s b u r s e d  and SSh 1 ,910 ,505 ,691  o f  l o c a l  
c u r r e n c y  g e n e r a t i o n s  have  been d e p o s i t e d .  A c u r r e n t  W-214 f rom AID/W was not 
a v a i l a b l e  i n  Mogadishu f o r  t h e  e v a l u a t i o n  t eam t o  c o n f i r m  t h e s e  f i g u r e s .  

T a b l e  1 
F i n a n c i n g  a n d  L o c a l  C u r r e n c y  G e n e r a t i o n s  

( H i l l l o n s )  

- 
CIP I1 CIP I11 T> t ~ i  -- 

i .Fo:eigc Exchange 16.0  27.0 4  3.0 
- ( U  .S. D o l l a r s )  

2. L o c a l  Cur r e  nc y  333 ,064  1 , 9 2 2 , 1 2 3  2 , 2 5 5 , 1 8 7  
- ( S o m a l i a  S h i l l i n g s )  

B. P a r t i c i p a t i n g  O r g a n i z a t i o n s  

The f o r e i g n  exchange  f o r  t h e  Conmodity Impor t  P rograms  i s  a l l o c a t e d  by t h e  
- GSDR t o  b o t h  p r i v a t e  and p u b l i c  i m p o r t e r s  by t h e  CIP S p e c i a l  Committee f o r  

I commoait,ies i n  p r i o r i t y  a r r a s  i d e n t i f i e d  by t h e  GSDR and  SSnlD. The S p e c i a l  
Committee i n c l u d e s  r e p r e s e n t a t i v e s  from t h e  M i n i s t r y  o f  Commerce, M i n i s t r y  o f  
F i n a n c e ,  C e n t r a l  Bank, Commercial  and S a v i n g s  Bank o f  S o m a l i a  (CSBS), and  
USAID. The f o r e i g n  e x c h a n g e  is made a v a i l a b l e  t h r o u g h  a  U .S. bank g u a r a n t e e  t o  
t h e  U.S c o r r e s p o n d e n t  bank o f  t h e  CSBS ( C i t i b a n k ) .  The p r i o r i t y  commodi t i e s  
f o r  CIP f i n a n c i n g  i n c l u d e  t h o s e  which w i l l  a s s i s t  i n  t h e  deve lopment  o f  
a g r i c u l t u r e ,  a g r i  b u s i n e s s e s ,  a n 3  s m a l l ,  l i g h t ,  p r i  v a t e  s e c t o r  b u s i n e s s e s ,  
These  i n c l u d e  : 

- -Seeds  - A g r i c u l t u r a l  Implemen t s  -Corn S h e l l e r s  
-Animal Drugs  - T r a c t o r s  and S p a r e s  - M a i z e  G r i n d e r  
-Truck S p a r e s  -Heavy Equipment and S p a r e s  - F i s h  N e t s  
-Seed C l e a n e r s  - M a n u f a c t u r i n g  Raw M a t e r i a l s  -Feed Mills - 
-Water Pumps -Manufac tu r ing  Machinery  -Cold S t o r a g e  



C. P r i v a t e  Sector Procuremen t  

A t o t a l  o f  420,713,998 i n  f o r e i g n  exchange  was made a v a i l a b l e  t o  t h e  p r i v a t e  
s e c t o r  under  b o t h  CIP I1 ($10,884.463)  and CIP 111 ($9 ,829 ,536) .  T h i s  

.- r e p r e s e n t s  48% of t h e  t o t a l  f i n a n c i n g  a v a i l a b l e  u n d e r  t h e  two programs.  Wi th  

r e s p e c t  t o  t h e  i n d i v i d u a l  p rograms ,  688 o f  t h e  f i n a n c i n g  f o r  CIP I1 was 
a l l o c a t e d  t o  t h e  p r i v a t e  s e c t o r  and 36% f o r  CIP 111. 

- 
Commodity imports f o r  a g r i c u l t u r a l  commodi t i e s  have  been  g i v e n  t h e  h i g h e s t  
p r i o r i t y  f o r  CIP f i n a n c i n g  f o l l o w e d  by i n d u s t r i a l  commodi t i e s ,  t r a n s p o r t  
s p a r e s  and  e q u i p m e n t ,  and n o n - a g r i c u l t u r a l  f i n i s h e d  p r o d u c t s .  A c o m p a r i s o n  o f  
t h e s e  p r i o r i t i e s  w i t h  t h e  number o f  p r i v a t e  s e c t o r  i m p o r t  t r a n s a c t i o n s  and  
t h e i r  d o l l a r  v a l u e  f o r  CIPs  I1 and I11 are p r o v i d e d  below.  

~- 

TABLE 2 
P r i o r i t i e s  f o r  CIP P r i v a t e  S e c t o r  F i n a n c i n g  

P r i o r i t y  H i e r a r c h y  

a )  P r o d u c t i o n  equ ipment  and s u p p l i e s  
b ) S p a r e s  f o r  e x i s t i n g  equ ipment  
c )Equ ipment  and S u p p l i e s  f o r  

I r r i g a t i o n  Rehab 
d  )Equipment  and  S u p p l i e s  f o r  

New I r r i g a t i o n  

Number of Va lue  
T r a n s a c t i o n s  (U .S. D o l l a r s )  

2 .  I n d u s t r y  58 

a ) S p a r e s  f o r  e x i s t i n g  A g r i b u s i n e s s e s  
b ) H a c h i n e r y  f o r  new A g r i b u s i n e s s e s  
c)Raw m a t e r i a l s  f o r  A g r i b u s i n e s s e s  
d ) S p a r e s  f o r  e x i s t i n g  s m a l l  i n d u s t r y  
e l n a c h i n e r y  f o r  new s m a l l  i n d u s t r y  
£)Raw m a t e r i a l s  f o r  s m a l l  i n d u s t r y  
g )  S p a r e s  and m a t e r i a l s  f o r  l a r g e  i n d u s t r y  

3. T r a n s p o r t ( e x c 1 u d i n g  s g r i c u l t c r a l  t r a c t o r s )  8  

- a )  S p a r e  P a r t s  
b )  NEK Equipnen t  

4. F i n i s h e d  P r o d u c t s  - 
a )  C o n s t r u c t i o n  M a t e r i a l s  
b )  O t h e r s  

- 
T o t a l s  



A list of all the import transactions financed by CIP I1 and CIP 111 is 
included as Annex B. 

The procedures established for private sector imporrsrs t ?  psrticipate in the 
CIPs were very effective. For those private importers dilr; wish to import 
commodities from the U.S. or a developing country, the first stop was to the 
GSDR Ministry of Finance or the USAID Commodity Management Office to ascertain 
if the item(s1 are eligible for financing and the procedures to be followed in 
soliciting price quotations. The minimum dollar value per lmport transaction 
was $10,000 and the maxinum was $1,000,000. Allocations were made by the CIP 
Special Committee which generally met every two-three weeks to review 
applications from private importers. Each application was accompanied by the 
following documents: 

-Three price solicitations from suppliers in the U.S., developing country 
or both, which includes the quantity and origin of the commodities, price 
in U.S. dollars, FOB ?:ice, freight cost, insurance ccst, supplier's 
bank, and recognition by the supplier that financing is provided through 
the CIP mechanism; 

-Justification by the importer for the solicitation he has selected; 

-Form B signed by the importer; 

-Signed Letter of Credit Application Form from CSBS; 

-Copy of Foreign Traders Certificate (Import License). 

If the prlvate iriiporters spplication was approved, the CIP Special Comri~ittee 
issued a letter, co-signed by the Chairman and USAID CMO, to the CSBS, 
informing them of it decision hnd requesting the Bank to take on deposit local 
currency equivalent of 50% of the dollar value of the allocation (calculated 
at the official rate). Once the Committee received prccf t?r;t. the local 
curreficy had been aeponited, it authorized, by co-s!.cne? ;cS~t?r, the CSBS tc 
issse a Letter of Creait ioi tne importer. This Let~er or Creait was 
transmitted to Handfacturers Hanover Trust and Citibank New York, the CSBS 
corresponaent bank in the U.S. The supplier was then approved to ship the 
commodities and, upon receiving a Bill of Lading, prepared the invoices 
necessuy to obtein peyment either directly by rianufacturers Hanover Trust and: 
Citibank or through the suppliers own bank. Once the commodities had arrived 
in Somslia, they were held in port until the importer depositea the remaining 
50% of the local currency deposit and paid any custon duties or port charges 
which had been incurred. Post-payment verification of tile documentation by 
AID provided another cocntercheck that the procedures had been properly 
followed. 
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D. P u b l i c  S e c t o r  Procurement 

A t o t a l  of &22,286,002 i n  f o r e i g n  exchange was made a v a i l a k i c  t o  t h e  p u b l i c  
s e c t o r  under both CIP 11 ($5,111,341) and CIP 111 ($17,174,661).  T h i s  

. r e p r e s e n t s  52% of t h e  t o t a l  f i nanc ing  a v a i l a b l e  under t h e  two programs. 

A l i s t  of a l l  t h e  import t r a n s a c t i o n s  f inanced  by CIP I 1  at?? CIP I11  i s  
inc luded  a s  Annex B. 

The procurement procedures  f o r  t h e  p u b l i c  s e c t o r  were s l i g h t  l y  d i f f e r e n t  t han  
t h o s e  used f o r  t h e  p r i v a t e  s e c t o r .  Like t h e  p r i v a t e  s e c t o r ,  p u b l i c  s e c t o r  
impor t e r s  were r equ i r ed  t o  make t h e i r  a p p l i c a t i o n s  t o  t h e  CIP Spec i a l  
Comi t t e e .  The p r i n c i p a l  di  f f e r e n c e  was t h a t  t h e  p u b l i c  s e c t o r  was requi  red 
t o  use formal competitive- bid procedures ,  approved i n  advance by ttre Spec ia l  
Committee, except  fo r  s p a r e  p a r t s  f o r  e x i s t i n g  equipment which was approved 
f o r  nego t i a t ed  procurement. Where t h e s e  competi t i  ve procedures were r equ i r ed ,  
t h e  bid documents were a d v e r t i s e d  i n  t h e  U . S .  A f t e r  p u b l i c  bid openings and 
the  e v a l u a t i o n  of a l l  o f f e r s ,  t h e  p u b l i c  impor t e r s  informed the  CIP Spec i a l  
Commit t~o  of t h e i r  awards and submi t ted  t h e  fo l lowing  documents: 

-Copies of t h e  o f f e r s  r ece ived ;  

-Copy of t h e  e v a l u a t i o n  and recommendation f o r  award;  

-Completed L e t t e r  of Cred i t  Form from CSB. 

A l l  o t h e r  p rocedures ,  i nc lud ing  t h e  opening of L e t t e r s  of C r e d i t ,  sh ipp ing ,  
and l o c a l  cu r r ency  d e p o s i t s  remained t h e  same a s  f o r  p r i v a t e  impor te rs .  



IV.. FINDINGS OF THE EVALUATION 

A .  Economic Impact 

1. Balance of Payments Support 

A major objective of CIP I1 and 111 was to help strenghten Somalia's balance 
of payments. Somalia's balance of payments structure has been exceedingly 
weak. During 1961-85, export receipts financed on average only about 20 
percent of imports; in 1984, the ratio was as low as 15 percent. In addition 
to inflows of private transfers in the form of workersJ remitttances, receipts 
of foreign aid have financed the bulk of imports. Although a large proportion 
of external assistance has been received in the form of grants and on 
concessional terms, the debt service burden has risen rapidly in recent years 
and contributed to the pressure on the balance of payments. The cufrent 
account deficit averaged 10 percent of GDP during this period; excluding 
official transfers, the average ratio was 24 percent. Deficits have been 
financed by an accumulation of payment arrears and debt relief. 

The CIP I1 and 111 were not particularly successful in providing a rapid 
infusion of foreign exchange. Obligated in July 1983, CIP 11 was delayed'by 
five months due to a series of problems in getting the documrr.ts to 
Washington, locating a lost document between Washingto6 P ~ S  N&w York, ' and 
getting the acceptance of the Bank for the Letter of Committment. Hence, most 
of the $16 million in funds provided under CIP I1 were disbursed in 1964. 

Implementation of CIP 111, obligated in February 1985, was delayed 8 months 
because the GSDR ordered an investigation to determine if the CIP program 
should be used to assist the private sector and if it was good for the 
country. The GSDR investigation was chaired by the Minister of State and a 
representative of every ministry, as well as the State Ec?!?qmic Committee in 
the Office of the President, participated. The conclusions of the 
investigation were that: (a) the CIP should be continued; (b) the CIP shoula 
assist the private sector; (c) the number of members on the CIP Special 
Committee should be decreased; and (dl the Ministry nf Cnmmerce would chair 
the Special Committee. T h ~ s e  recommendations usre implemented by the Ministry 
of Finance. 

Other factors reduced the attractiveness of CIP 111, causing further delays in . 
making disbursements. First, the recently-instituted World Bank, Italian, anc 
German Agricultural Import Programs provided financing for the backlog of 
derribnd for European goods. These programs had larger share of eligible items, 
were more price competitive due to the overvalued dollar during the early 
1 9 8 0 ' ~ ~  and offered cheaper transport costs than the USAID CIP. Exchange rate 
developments elso produced disbursertent delays; the GSDR introauced a free 
basic exchange market in 1985, causing another wrinkle. The difference 
betveen this and the official ClP rate for the private sector was not enough 
to counteiacc the added costs or reduced profits of following U.S. CIP 
regulations. I'nerefore, some of the CIP 111 allocations were not pickea up by 



the private sector as quickzy as in previous U.S. fii~ancra CiPs. The final 
factor was that for those without political connections, credit is virtually 
unavailable to the private sector in Somalia, making it difficult to provide 
local currency for the required deposits. Even when credit was available, the 
difference between the official rate and the free market rate was not 
sufficient to outweigh the costs of having the local currency funds tied up 
for up to twelve months. 

By February 1986, approximately $8.2 million of the $27 ~~i 1 lion allocated 
under CIP 111 had not been taken up by the private sector importers. Several 
large import allocations fell through at the end of 1985 including financing 
for agricultural tractors, implements and spare parts which were finally 
financed by the other CIPs as well as steel sheeting for zipple roofing due to 
an importer's shortage of local currency. Since allocations for the CIP 111 
were only maae in October 1985, the fact that some of the other private sector 
allocations had not been taken up cannot be considered surprising. Once 
allocations are made importers need time to renew proformas and arrange for 
the large amounts of the local currencies to be deposited. Nevertheless, the 
fuel crisis which surfaced in Somalia during early 1986 and the desire of both 
the MOF and USAID to accelerate the disbursements of foreign exchange led-to 
the decision to use CIP furlas for the purchase of petroleum. CIP 111 was 
amended to allocate the remainder of a11 CIP financing for GSDR purchases of 
petroleum products, and these supplies arrived in June 1986. Private sector 
importers continued to request financing from the CIP 111 for months 
afteru~rds and were told that no financing was available. 

While the CIPs did not provide for a quick infusion of foreign exchange, the 
balance of payments assistance and foreign reserve support provided by CIP I1 . 

and 111 has not been ilninportant. For the purposes cf oc r  ;;.slysis, $16 
miliion rrs provided in 14E4, $19.8 million in 1985, rnc' $ - . I  million in 
1986. Thc $16 million provided under CIP I1 i? 1984 funded 4 percent of 
Somalia's irr~pcrt tiii or 5 percent of the country's current account deficit 
before official transfers. For CIP 111, the $19.8 furnished in 1985 financed 
5 percent of the import bill or more than 6 percent of the current account 
deficit before official transfers, and the $6.2 million in 1986 covered 2 
percent of the import bill a d  3 percent of the current account deficit before 
official transfers. 

Somalia's dire foreign exchange reserve situation suggesLs ihe importance of 
the CIP.assistance. We would note that, at the end of 1984, Somalia had 
foreign exchange reserves amounting to but $6 million, one week of imports. 
For 1985, the respective data were $8 million and one week of rmports. (Data 
for 1966 were unavailsble.; Xeserves amountins to three montns of imports are 
normally considered prudent. 

The CIPs hbve helped Somalia to meet targets set under the IMF stand-by 
arrangements in 1982 snd in 1985. The funds provided under CIP 11 also may 
have played a role in enabling the GSDR to virtually eliminate import 
licensing in January 1985. 
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2. I m p e c ~  on  Growth 

CIP 11 and 111's i m p a c t  on g r o w t h  depends  on  t h e  n a t u r e  of  t h o s e  i m p o r t s  t h a t  
would n o t  have been made i n  t h e  a b s e n c e  o f  t h e  CIP a r r a n g e m e n t s .  C l e a r l y ,  t h e  
$17.2 m i l l i o n  i n  o i l  i m p o r t s  f i n a n c e d  by CIP I11 p r o b a b l y  d i s p l a c e d  r e g u l a r  
f o r e i g n  exchange  i m p o r t s .  I n  t h e  a b s e n c e  o f  CIP 111 f u n d i n g ,  t h e  GSDR would 
have sough t  o u t  o t h e r  s o u r c e s  o f  f u n d s  to  f i n a n c e  t h e  petroleum. 

On t h e  o t h e r  hand,  mos t  of t h e  o t h e r  i n p o r t s  f i n a n c e d  by CIP I1 a n d  111 
p r o b a b l y  would n o t  have been t r a n s a c t e d  i n  t h e  a b s e n c e  o f  t h e  a r r a n g e m e n t s .  
S o m a l i a  h a s  had s e v e r e  b a l a n c e  o f  payment s  d i f f i c u l t i e s ,  and  t h e s e  
d i f f i c u l t i e s  have t r a n s l a t e d  t o  a n  extreme s c a r c i t y  o f  f o r e i g n  exchange.  
Hence, e x c l u d i n g  p e t r o l e u m  i m p o r t s ,  t h e  r emainder  o f  c o m m o d i t i e s  i m p o r t e d  by 
t h e  CIPs  h a s  been  a d d i t i o n a l  t o  what would have been  i m p o r t e d  i n  t h e  a b s e n c e  
o f  t h e  CIPs.  These  o t h e r  i m p o r t s  c o n s i s t e d  p r i m a r i l y  o f  p r o d u c t i v e  s e c t o r  
i m p o r t s .  

. . 
i n  sum, a s i d e  f rom t h e  $17.2 m i l l i o n  i n  p e t r o l e u m  and t h e  $6 m i l l i o n  set a s i d e  
f o r  T i t l e  I s h i p p i n g  c o s t s ,  CIP I1 and 111 f i n a n c e d  g rowth-enhanc ing  
p r o d u c t i v e  c a p i t a l  and  i n t e r m e d i a t e  goods  i n p u t s  r a t h e r  t h a n  items d e s t i n e d  
f o r  immedia te  p e r s o n a l  consumpt ion .  T h u s ,  r e a l  g r o w t h  i n  S o m a l i a  h a s  
u n d o u b t e d l y  been  h i g h e r  t h a n  i t  would  have been  w i t h o u t  t h e  CIPs.  R e a l  g rowth  
was 3.5 p e r c e n t  i n  1 9 6 4 ,  a  p o s i t i v e l y  buoyan t  6.4 p e r c e n t  i n  1 9 8 5 ,  and 5 .0  
p e r c e n t  i n  1986. 

By t h e  end of 1964,  U.S. i m p o r t s  amounted t o  $82.4 m i l l i o n  o r  iu p e r c e n t  o f  
S o m a l i a ' s  i m p o r t  b i l l ,  up s h a r p l y  f rom 1982  when i m p o r t s  added t o  $52.3 
m i l l i o n  o r  1 0 . 8  p e r c e n t  cf t o t r l  i m p o r t s .  However, t h e  CIPs  have c o n t r i b u l e d  
o n l y  r n h r g i n a l l y .  T o t a l  U.S. i m p o r t s  f i n a n c e d  under  t h e  CIPs  were b u t  $6.5 
m i l l i o n .  

B .  Xmpact o f  t h e  C I P s  on  t h e  P r i v a t e  S e c t o r  

1. CIP O b j e c t i v e s  f o r  t h e  P r i v a t e  S e c t o r  

The d o c u m e n t a t i o n  f o r  b o t h  CIP I1 and I11 i d e n t i f i e d  s p e c i f i c  o b j e c t i v e s  f o r  
t h e s e  p r o g r a r s  u i t h  r e s p e c t  t o  t h e  p r i v a t e  s e c t o r .  I n  t h e  m o s t  g e n e r a l  s e n s e ,  
t h e  CIPs were t o  ' s t r e n g t h e n  t h e  p r i v a t e  s e c t o r  and e n c o u r a g e  i t  t o  p l a y  a 
more s i g n i f i c a n t  r o l e  i n  S o m a l i a ' s  deve lopment . '  More p r e c i s e l y ,  b o t h  
documents  t a r g e t e d  65% of  t h e  f i n a n c i n g  f o r  t h e  p r i v a t e  s e c t o r .  The CIP I11 
PAAD i m p l i e d  t h a t  l o c a l  c u r r e n c y  g e n e r a t i o n s  would be u s e d  f o r  ' u s i n g  l o c a l  
c u r r e n c y  t o  pay p r i v a t e  s e c t o r  e n t r e p r e n e u r s  t o  u n d e r t a k e  a c t i v i t i e s  n o r m a l l y  
l e f t  t o  government ,  such  a s  road  m a i n t e n a n c e ,  p o r t  a d m i n i s t r a t i o n ,  and  r u r a l  
h e a l t h  d e l i v e r y  .' 
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CIP P e r f o r m a n c e  and t h e  P r i v a t e  S e c t o r  

The CIP I1 and CIP I11 s u b s t a n t i a l l y  c o n t r i b u t e d  t o  t h e  s t r e n g t h e n i n g  o i  t h e  
p r i v a t e  s e c t o r  i n  S o m s l i a .  Even t h o u g h  t h e  a l l o c a t i o n  o  f o r e i g n  exchange  t o  
t h e  p r i v a t e  s e c t o r  f e l l  f a r  s h o r t  o f  i t s  t a r g e t  (485. i n ~ t e a d  a f  85% or' g r a n t  
f i n a n c i n g  1, t h e  a v a i l a b l e  f i c s n c i n g  h a s  been  used  w e l l .  S i g n i f i c a n t  numbers 
o f  b u s i n e s s e s  i n  t h e  a g r i c u l t u r a l  and i n d u s t r i a l  s e c t o r s  have used t h e  ClPs  t o  
s t a r t  up new b u s i n e s s e s ,  expand  p r o d u c t i o n ,  and  m a i n t a i n  and e v e n  expand l o c a l  
employment l e v e l s .  

I n  terms of  t h e  number o f  i m p o r t  t r a n s a c t i o n s ,  t h e  p r i v a t e  s e c t o r  was by f a r  
t h e  l a r g e s t  u s e r  o f  t h e  CIPs.  Out of  a  t o t a l  o f  109  i m p o r t  t r a n s a c t i o n s  
f i n a n c e d  by CIP 11, 98  ( r e p r e s e n t i n g  60 d i f f e r e n t  i m p o r t e r s )  were from t h e  
p r i v a t e  s e c t o r .  For  CIP I11 42 p r i v a t e  s e c t o r  i m p o r t  t r a n s a c t i o n s  
( r e p r e s e n t i n g  32 d i f f e r e n t  i m p o r t e r s )  were  f i n a n c e d  o u t  o f  a t o t a l  of 46. 

Commodities u t i l i z e d  i n  t h e  m a n u f a c t u r i n g  and c o n s t r u c t i o n  i n d u s t r i e s  were t h e  
p r i n c i p a l  i m p o r t s  f i n a n c e d  t h r o u g h  a l l o c a t i o n  t o  t h e  p r i v a ~ e  s e c t o r .  
A g r i c u l t u r a l  and a g r i b u s i n e s s  s e c t o r s  were  t h e  second  l a r g e s t  u s e r s  o f  CIP - 

f i n a n c i n g .  O v e r a l l ,  t h e  c o m p o s i t i o n  o f  i m p o r t s  was ve ry  a p p r o p r i a t e  t o  t h e  
n e e d s  o f  t h e  count  r y  a n d  p r o v i d e d  good i n v e s t m e n t  d o l l a r  t o  t h e  p r i v a t e  
i m p o r t e r .  However it i s  c l e a r  t h a t  t h e  t r a c t o r s  i m p o r t e d  f o r  t h e  a g r i c u l t u r a l  
s e c t o r  had  a  much h i g h e r  r e t u r n  f o r  t h e  economy t h a n  t h e  raw m a t e r i a l s  f o r  
f u r n i t u r e  o r  cement used f o r  r e s i d e n t i a l  a r e a s .  T a b l e  3  below summarizes  t h e  
u t i l i z a t i o n  of CIP f i n a n c i n g  a l l o c a t e d  t o  p r i v a t e  i m p o r t e r s  by s e c t o r .  

T a b l e  3  
D i s t  r i b u t i o n  o f  P r i v a t e  S e c t o r  CIP F i n a n c i n g  

( $ O D D ' S )  

S e c t o r  - CIP I 1  

1.Primary A g r i c u l t u r e  4 ,757  
( S u p p o r t i n g  Ag P r o d u c t i o n )  

CIP I11 T o t a l  

2  .Secondary A g r i c u l t u r e  1 ,478 ,  1,264 2,742 
( S u p p o r t i n g  Ag P r o c e s s i n g )  

3 . P r i v a t e  T r a n s p o r t a t i o n  1 5 9  1,167 1 ,326 

4 . P r i v a t e  I n d u s t r y  4 ,490  7 ,370  1 1 , 8 6 0  

T o t a l s  10,884 9,829 20,713 



The average  f o r e i g n  exchange f i nanc ing  per p r i v a t e  s e c t o r  t r a n s a c t i o n  under 
CIP I 1  was approximately $110,000 wi th  i n d i v i d u a l  t r a n s a c t i o n s  ranging from 
$10,000 t o  $925,000. Under CIP 111, t h e s e  l e v e l s  r o s e  s i g n i f i t z a t l y .  The 
average value of a l l  p r i v a t e  s e c t o r  import t r a n s s c t i o n s  daz Ei:4,000 wi th  
i n d i v i d u a l  t ransac t iof i s  ranging f roc $:0,000 t o  $ l r926 ,u00.  

One of t h e  most important  l e g a c i e s  of CIP I 1  and CIP 111 i n  t h e  p r i v a t e  s e c t o r  
has  been i t s  c o n t r i b u t i o n  t o  s t a r t i n g  new bus ines se s  and ,  i n  some c a s e s ,  
r e s u r r e c t i n g  o l d  ones. New bus ines se s  which have used CIP f inanc ing  f o r  s t a r t  
up inc lude  a  bonemeal p roces s ing  p l a n t ,  a  f a c t o r y  f o r  making po lyp re thane  bags 
f o r  a g r i c u l t u r a l  p roducts ,  a  c a t t l e  feed  f a c t o r y ,  a  vege t ab l e  o i l  p roces s ing  
p l a n t ,  a  t anne ry ,  an agro-chemical mixing p l a n t ,  a  f i s h  d i s t r i b u t o r ,  a  s a l t  
r e f i n e r y ,  two bake r i e s ,  a  b i s c u i t  f a c t o r y ,  and a  s anda l  f a c t u r y .  These new 
bus ines se s  have toge the r  u t i l i z e d  over 13% of t h e  t o t a l  p r i v a t e  s e c t o r  CIP 
f inanc ing .  Two o t h e r  e n t e r p r i s e s  were r e s u r r e c t e d  by t h e  USAID-f inanced CIPs 
a  s t e e l  f a b r i c a t i o n  p l a n t  and a  ga lvanized  p ipe  bus ines s  ( i . e .  t hey  had been 
c losed  but were purchased by new owners:. These bl ls inesses used ano the r  129 - 
of t h e  t o t a l  p r i v a t e  s e c t o r  f i nanc ing .  . 

During t h e  e v a l u a t i o n  o f  t h e s e  CIPs, p r i v a t e  s e c t o r  r e p r e s e n t a t i v e s  i n d i c a t e d  
t h a t  i f  more funds would have been a v a i l a b l e  t o  t h e  p r i v a t e  s e c t o r  an  even 
g r e a t e r  p o r t i o n  would have been used f o r  s t e r t i n g  up new bus inesses  e s p e c i a l l y  
i n  t h e  a r e a s  of a g r i c u l t u r a l  p roces s ing  and sma l l  manufac tur ing .  A couple  of 
businessmen have gone so f a r  a s  t o  sugges t  t h h t  they  a r e  j u s t  wait ing f o r  
f o r e i g n  exchange f i nanc ing  t o  s t a r t  new i n d u s t r i e s .  Pas t  exper ience  i n  
Somalia should be used t o  temper such s t a t emen t s .  On one hhna, t h e s e  views of 
t h e  few e n t r e p r e n e u r s  in te rv lewed dur ing  t h e  e v a l u a t i o n  could have been 
aberir t ions.  However, t h e i r  p e r s p e c t i v e  c o n t r a s t s  s h a r p l y  w i t h  t h e  t r a d i t i o n a l  
' t r ad ing '  approach of most Sonialis and could be impor tan t  i f  i t  s i g n a l s  a 
movement i n  ou t look  by S m a l i  businessmen no ma t t e r  how f e ~ .  The i r  l i n e  of 
reasonin: i s  t h a t  a s  a l i m i t e d  number of i n d i v i d u a l s  b u i l d  up l a r g e  c a p i t a l  
ba lances  of l o c a l  cur rency  they  begin t o  look f o r  ways of p r o t e c t i n g  i t .  
Keeping l a r g e  ba lances  of funds  working a11 t h e  t ime is  not  % h s v .  Trading ,  
t h e  most common use fa: these  b a l ? ? r e s ,  !.s c h a r i ~ c t e r i z e d  a T:-.bc; of risns 
e c s c c i c t e c  w i t h  s i -~ ip? ing ,  t ime d e l a y s ,  e t c .  Wirh l a r s e r  ba lances  of f u n d s ,  
r i s k s  i n c r e a s e  p r o p o r t i o n a t e l y .  The key poin t  i n  t h e i r  argument i s  t h a t  
m a n u f a c t u r i n g , ~ ~  a g r i c u l t u r a l  p roces s ing  can be a  way of bu i ld ing  an a s s e s t  
which w i l l  d e l i v e r  a s t eady  stream of income which o f f e r s  e c e r t a i n  amount of 
r e s i s t a n c e  t o  i n f l a t i o n  and d e v e l u a t i o n s .  These s r g u n ~ e n t s  should be explored  
i n  more d e t a i l  bj t he  Mission. 

Est i rnetes  of vvera 11 product  ion and employment i n c r e a s e s  g e n e r a t e  by the  
USAID-financed CIPs a r e  not e a s i l y  c a l c u l a t e d .  The l ack  of f o r e i g n  exchenge 
is  one of t he  p r i n c i p a l  causes  f o r  t he  severe  u n d e r u t i l i z a t i o n  of Soma l i a ' s  
p roduc t ive  c a p a c i t y .  I n t e rv i ews  w i t h  p r i v a t e  s e c t o r  businessmen who have 
p a r t i c i p a t e d  i n  the  CITs i n d i c a t e d  t h a t  t h e i r  p roduc t ion  i s  runnin; a t  about  
30-50% of c a p a c i t y ,  r a t e s  t h a t  vould have been lower i n  t h e  absence of CIP 
f inanc ing .  One company, S v i l a  P a i n t s ,  which is  a  ve t e r an  of CIP I 1  and CIP 
111, r epo r t ed  t h a t  they  w i l l  c l o s e  down t h e i r  o p e r a t i o n s  l a t e r  t h i s  month f o r  
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the lack of foreign exchange. Kith respect to the new and resurrected 
businesses identified above, once they are better established, additional 
production for the country is expected. In particular, the bonemeal plant, 
tannery, and cattlefeed operaticns may have significant impact on other 
aspects of the economy since they utilize large amounts of local resources 
from the arable agriculture, livestock, and fisheries sectors. Approximately 
230 new jobs have been created by the new and resurrected businesses. 
Financing for spares, new mschinery, and raw materials for existing private 
sector operations are believed to have saved several times that figure. For 
example, each of the two hundred farm tractors imported under CIP I1 provided 
employment for two drivers or 400 jobs. Likewise, new bottles, better 
detergents, and more concentrates permitted the local Coca Cola representative 
to maintain his franchise and jobs for 150 pc~ple. .iri t:,e a-~ricultursl 
sector, the impsct was tr~ly remarkable. With CIP finoii~iiaj, SNAI, a publ~c 
sector sugar producer, purchased spare parts which allowed it to resume 
operations and return to work a force of 2,000 permanent staff in addition to 
3,000 temporary workers. Spare parts for Juba Sugar Company registered 
similar re-enployment gains. 

The U.S. financed CIPs have also helped the Somali private sector to build 
links with new trade partners. Procurement from U.S. sources for CIP 11. 
included slightly less than one third of the total pri~ztr sector transactions 
(31) representing thirty five percent of the total dollar value allocated to 
the priv=te sector. U.S. sources for procurenent financed by CIP Ill 
provided only two transactions, both for the private sector, for $36,000 out 
of a $27 million grant. 5 y  contrast, Taiwan receivrd 35 .  ~f the import 
transactions and 27 percent of the CIP 11 fin~ncing and over 60% of the import 
trans~ctions and 58 percent of the CIP financing allocated to the private 
sector. Kenya, the most accessible fr~arket for Somalia, captured ten percent 
of the private sector transactions and an equal share of the total CIP I1 
financing for private importers. In CIP 111, Kenya obtained two import 
transactions worth $237, GOO. 

3. Perspectives on the CIP for the Private Sector 

The reistionship between CIPs 11 and 111 and the private sector has Seen 
developed and nurtured through a three way arrangement between the GSDR, 
Sor;,ali.bilsinessmen, and USAID. Each has had certain expec~ations concerning 
what the CIPs were supposed to accomplish and therefore have somewhat 
different perspectives on how these programs have fared. 

The Some!i cu.=inessmer. Forirt out in gri-at. detail t1.e~ ;nry nrve been :?:?avi12. 
dependent upon USAID for che foreign exchange necessary to keep their existing 
operations going an3 for making new investments. They have viewed CIP 11 ana 
SIP 111 as a cor~mitment by USAID to the Somali private sector and proauctlve 
investment (as opposed to trading). While they remenber some of the 
inconveniences of the CIP process, they more vividly remember the pool of 
cheap foreign exchange which they were able to drcv upon, and the 'fairnessn 
of the allocation system. Across the board, these businessmen renlarked that 
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the,CIPs have been A I D ' S  most e f f e c t i v e  ass i s t ance  program a s  evidenced by t h e  
pub l ic i ty  they received ( e s p e c i a l l y  s ince  AID regula t ions  require marking of 
a l l  commodities with 'AID handclaspsm),  t h e  r e s u l t s  they have achieved, and 
the b i r t h  they have given t o  other  donor CIPs. 

The GSDR has pra ised t h e  performance of t h e  C I P  I1 and C I P  I11 i n  keeping t h e  
p r iva te  sector  i n  business during a  time of severe fore ign exchange shortages.  
The GSDR i s  aware t h a t  the  CIP financing reduced the  p r i v a t e  sector  pressure  
on i t  t o  a l l o c a t e  i t s  own scarce  fore ign exchange supp l ies  t o  p r i v a t e  
businesses.  B u t  perhaps t h e  most a t t r a c t i v e  fea tu re  of t h e  CIPs t o  t h e  GSDR 
is the  way t h a t  they a l loca ted  scarce fore ign exchange t o  productive p r j v a t e  
investments i n  t h e  a g r i c u l t u r a l  and i n d u s t r i a l  sec to rs .  r+l.nther aspect  of t h e  
CIP which the GSDR sees  a s  a  benef i t  i s  the  f a c t  thac  ti.% izwrt documentation 
for  the  C I P s  ( including t h e  proformas and invoic ing)  makes t h e  ca lcu la t ion  of 
d u t i e s  eas ie r  and makes under invoicing more d i f f i c u l t .  

While support for t h e  p r iva te  sec to r  was only one of t h e  t h r e e  ob jec t ives  f o r  
U S A I D  providing the C I P s  the re  is  a  general  recognit ion by USAID/Somalia t h a t  
t h i s  aspect  of t h e  program has been successful .  It is  probably t r u e  t h a t  -of 
these th ree  ob jec t ives ,  strengthening the  pri  vate  sec to r  has taken the 
backseat t o  economic pol icy reform i n  terms of n i s s i o n  a t t f s t i o n  during t h e  
implementation of the CIPs. Even s o ,  the  Commodity Management Office which 
has retained almost exclus ive  r e s p o n s i b i l i t y  fo r  t h e  p r i v a t e  sec to r  aspec t s  of 
the CIPs, has accomplished & g r e a t  deal .  I ts  s t a f f  has met w i t h  and 
counselled a  l a rge  por t ion  of Somalia 's  p r i v a t e  sec to r .  They have a l s o  b u i l t  
a  good working r e l a t i o n s h i p  (some over four yeais)  with the  100 or so  p r i v a t e  
importers who have u t i l i z e d  C I P  f inancing,  a s  well a s  t h e  government 
i n s t i t u t i o n s  which support commercial a c t i v i t i e s  i n  Somalia. I t  i s  unclear 
t h a t  the  Mission was able  t o  u t i l i z e  t h e  goodwill and broad based contact  i t  
developed w i t h  the pr i  vate sec to r  and re la ted  government i n s t i t u t i o n s  during 
the CIPs t o  e f f e c t  the  types of 's trengthening of t h e  p r i v a t e  s e c t o r m  implied 
i n  the CIP documents. 

C. Inpact  of the  C I P s  on Economic Refoms 

The condi t i o n a l i t y  a t tached t o  t h e  C I P  programs const i tu ted an ambitious 
policy dialogue agenda. This was a l l  the  more the case given where Somalia 
was on th,e adjustment path. The GSDR s t r u c t u r a l  adjustment program had begun 
way back i n  1981. Most of the p o l i t i c a l l y  'easy' r e f o n s  already had been 
undertaken. What remained were t h e  d i f f i c u l t  reforms -- t h e  eo-called 'sacred 

. . 

cows' on which the CIP programs focused. There wer; :UU many refe.?rms, 
e spec ia l ly  i n  l ight .  of t h e  t h i t !  GSPR ;anpower base. Hides ana sk ins ,  
petroleum d i s t r i b u t i o n ,  p r i v a t e  sec to r  banking, and the  banana export 
indus t ry ,  i n  p a r t i c u l a r ,  a l l  const i tu ted l eg i t imate  'sacred cows.' The s tage  
of the GSDR adjustment program suggested t h a t  we cansider concent ra t ing scarce 
policy dialogue resources on a t  most one or two i s sues .  

The policy dialogue with the GSDR was framed within s i x  covenants f o r  CIP 11 
and th ree  covenants and two condi t ions  precedent for  C I P  111. We should note 
t h a t  condit ions precedent and covenants do not have equal f ~ c t i n g .  A covenant 
i s  not a  requirement imposed on t h e  host  country; r a the r  i t  i s  an a r t i c l e  of 
good f a i t h  between the donor and host country. 
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Nonet he less ,  some impressive economic pol icy adtvances have been made, e.g., 
removal of import l icensing,  reductions i n  the  c i v i l  se rv ice  work force ,  
establishment of a  p r i v a t e  t r a d e  organizat ions .  On t h e  other  hand, i n  some 
a reas  while the GSDR complied with the  l e t t e r  of the  agreement, it was l e s s  
than forthcoming i n  terms of t h e  s p i r i t  of t h e  agreements. In t h i s  regard, we 
would note econonic incent ives  for technical  personnel in  the  c i v i l  se rv ice ,  
s t imulat ion of p r i v a t e  savings and investment, export  monopolies, and 
petroleum products d i s t r i b u t i o n .  

(1) C I P  I1 Condi t ional i ty  

( a )  IMF S t a b i l i z a t i o n  

Grantee covenants t o  adhere t o  the  IMF s t a b i l i z a t i o n  program and any 
subsequent IMF program such a s  t h e  forthcoming Extended Fund F a c i l i t y .  

Discussion: 

GSDR perf omance re la t ing  t o  s a t i s f  actioli  of the  'covenant has been ' . 

mixed. From 1961 through 1983, t h e  GSDR success fu l ly  implemented two 
s t a b i l i z a t i o n  programs supported by IMF Stand-by Arrangements. The 
measures taken under these  programs included adjustment of t h e  exchange 
r a t e ,  f i s c a l  and monetary r e s t r a i n t  , and s i g n i f i c a n t  l i b e r a l i z a t i o n  of 
a g r i c u l t u r a l  p r i c e s  and marketing. These measures contr ibuted t o  some 
improvements i n  Sonal ia ' s  economic and f i n a n c i a l  s i t u a t i o n .  Real GDP 
increhses  averaged 5 percent per annum, while t h e  o v e r a l l  budget d e f i c i t  . 
(excluding g r a n t s )  decreased from 1 7  percent of GDP auring 1978-30 t o  
l e s s  thar? 9  percent during 1981-83. Domestic c r e d i t  expansion was 
moderated, and the  i n f l a t i o n  r a t e  f e l l  from 60 percent in  1980 t o  an 
average of 30 percent Suring 1982-63. 

Somalia's economy, however, suffered a  major setbhck i n  1984 owing t o  the  
GSDR decis ion not t o  implement f u r t h e r  pol icy reforms a s  i d e n t i f i e d  under 
a  d r a f t  IMF Extended Fund F a c i l i t y  arrangement, i n  addi t ion t o  the 
suspension of c a t t l e  imports i n  t h e  t r a d i t i o n a l  Saudi market and t h e  
impact of the 1983 drought on domestic production. Consequently, the 
overa l l  budge: d e f i c i t  rose sharply;  publ ic  sec to r  borrowinc from t h e  
banking systerr; doubled i n  one year;  and the  i n f l a t i o n  r a t e  reached a  
record 92 percent.  Exports f e l l  to  45 percent of t h e  l eve l  recorded i n  
1982 and debt service  a r r e a r s  increased t o  about b190 mil l ion.  A s  of 
year end 1984, Somalia 's  outstanding ex te rna l  debt v a s - l a r g e r  than i t s  
GDP . 



( b )  Reduction of Government Employment 

Grantee covenants  t o  reduce t h e  c e n t r a l  government's s t a f f  by h i r i n g  on ly  
ha l f  a s  many people a s  leave  government employment dur ing  1984. 

Discussion : 

Budget d e f i c i t s  i n  Somalia, which a s  a  p r o p o r t l ~ n  o: u3P s tood e* 9.3 
percent  i n  1982, have been l a r g e .  The ' p r i n t i n g  of money' t o  f i n a n c e  t b e  
d e f i c i t s  has produced in£  l a t i o n  and dra ined  s c a r c e  f o r e i g n  exchange 
reserves .  The l a r g e  s i z e  of t h e  c i v i l  s e r v i c e  work f o r c e  has  c o n t r i b u t e d  
impor tant ly  t o  t h e  d e f i c i t s .  A study commissioned by USAID argued f o r  a 
20 percent  cu t  i n  t h e  work fo rce .  

The GSDR has informed t h e  World Bank t h a t  it reduced t h e  number of c i v i l  
s e r v a n t s  by 3,000 each year  i n  1985 and 1986. C i v i l  s e r v i c e  employment, 
excluding defense  personnel ,  had s tood a t  93,000 ii ;  l585. The GSDR 
i n i t i a t e d  a p l an  whereby r e l eased  employees would be given e i t h e r  l and  
( f i v e  h e c t a r e s )  or  a s s i s t a n c e  i n  acqui r ing  b o a t s  t o  become f ishermen.  
Also, s i n c e  Ju ly  1985, r e t i r e d  employees a r e  not  being replaced.  ' 

Noreover, t he  GSDR a t o l i s h e d  i n  1983 t h e  p r a c t i c e  of au tomat ic  employment 
f o r  a11 high school  l e a v e r s ,  a  p r a c t i c e  t h a t  had c o n t r i b u t e d  t o  a 
b loa t ing  of t he  c i v i  1 s e r v i c e  work force.  

( c )  Economic I n c e n t i v e s  f o r  Technical  Personnel  

Grantee covenants  t o  i n i t i a t e  a  review of t h e  p o s s i b l e  government r e f o m s  
necessary  t o  e s t ab l i s ? .  economic i n c e n t i v e s  t o  encourage r e t e n t i o n  of  
t e c h n i c a l l y  q u a l i f i e d  personnel  i n  major m i n i s t r i e s .  

Discuss ion:  

Low l e v e l s  of s a l a r i e s  have con t r ibu ted  t o  low morale and mot iva t ion  of 
t h e  c i v i l  s e r v i c e .  T h i s  has been a major f a c t o r  behind Somal ia ' s  weak 
e c o n o ~ ~ i c  management and f a i r l y  i n e f f e c t i v e  use of know how genera ted  
through t h e  ongoing massive,  donor-f undeo t e c h n i c a l  a s s i s t a n c e  programs. 
IT, s h o r t ,  a well-f  unct ioning and we l l - covpens~ ted  c i v i i  s e r v i c e  is a rust. 

RS requi red  under t h e  covenant ,  a  s tudy "f c i v i l  s e rvan t  s a l a r i e s  and 
i n c e n t i v e s  was prepared i n  1984. Commissioned by USAID, t h e  s tudy 
recommended wage i n c r e a s e s  of 500 pe rcen t .  However, t h e  recommendations 
made i n  the  study have not been implemented. Aside from a 10 pe rcen t  
c o s t  of l i v i n g  h ike  i n  1980, some i n c r e a s a s  i n  al lowances,  and s a l a r y  
i n c r e a s e s  ranging from 26-40 percent  accorded f o r  low paid  s t a f f  i n  
January 19E7, t h e r e  has been no genera l  r i s e  i n  c i v i l  s e rvan t  
compensation i n  r ecen t  years .  Given t h e  cons ide rah lo  i n f l a t i o n  t h a t  bas  
taken p l ace ,  c i v i l  s e r v a n t  s a l a r i e s  i n  1985 were 15  percent  of t h e i r  1977 
l e v e l  i n  r e a l  terms. 



( d l  St imulat ion of P r iva te  Savings and Investment 

Grantee covenants t o  continue t o  l i b e r a l i z e  r u l e s  iiz2 regu la t ions  which 
a c t  a s  d i s i n c e n t i v e s  t o  p r i v a t e  savings and investment i n  Somalia. 
S p e c i f i c a l l y ,  the  Grantee agrees  t o  ( a )  i n i t i a t e  a  study of the  fo re ign  
investment code, ( b )  i n i t i a t e  a  s tudy of the  f e a s i b i l i t y  of an auct ion 
system fo r  fore ign exchange t r ansac t ions .  and ( c )  i i o e r a l i z e  the  grant ing 
of domestic l i g h t  indust ry  l i censes .  

Discussion: 

An i n i t i a l  GSDR review or the  fo re ign  investment code was undertaken i n  
1984. A s  a  consequence, a  revised p r i v a t e  and fo re ign  investment code ' 

was sen t  t o  Parl iament where i t  was approved. The revised investment 
code reduces regu la t ions  and g ives  concessions t o  p r i v a t e  f i rms.  I t  is 
unclear whether a  P r e s i d e n t i a l  Decree author iz ing the  code has been 
made. In  any event ,  no f i rm has ye t  t o  come forward and make use of t h e  
code 's  concessions.  Somalia's economic and s o c i a l  i n f r a s t r u c t u r a l  . 

c o n s t r a i n t s  may pose formidable o b s t a c l e s  t o  fore ign inves to r s .  

h Mission-funded study o i  the  fore ign exchange system was undertaken. A 
fore ign exc:,&~lge system which produces a  r e a l i s t i c  exchange r a t e  is  a  
must; appropr ia te  p r i c e  s i g n a l s  must be s e n t .  The ove.\'alued exchangr 
r a t s  ttist the  ZSDR has Deen maintaining d i ~ ~ ~ ~ i r a c j ~ . ~  exVilrtS and ndgmer;::: 
the demand for imports. Tne s tudy,  which pointed out many of t h e  
a d n ~ i n i s t r a t i v e  o b s t a c l e s  which prevented the  fo re ign  exchange system from 
operat ing e f f i c i e n t l y ,  may have helped pave the  way t o  GSDR adoption of a  . 

fore ign exct,ange auct ion.  The fore ign exchange auc t ion ,  which during t h e  
period of i t s  use was ins t rumenta l  i n  promoting a  more r e a l i s t i c  exchange 
r a t e ,  however, has s i n c e  been abandoned. 

The GSDR has not announced any pol icy  measures t o  liberalize the  grant ing 
of domestic l i g h t  indust ry  l i c e n s e s .  The removal of such l i c e n s e s  would 
have el in. inated an impediment t o  doing business i n  Somelia. 

The covenant d i d  not address  the  i s sue  of i n t e r e s t  r a t e s .  Appropriate 
i n t e r e s t  r a t e s  a r e  a  key eiement i n  the s t imula t ion  of p r i v a t e  savings 
and investment. In  s p i t e  of recent  inc reases ,  i n t e r e s t  r a t e s  remain 
s h i r p l y  negative i n  r e a l  terms; they a r e  lower than the  i n f l a t i o n  r a t e .  
Ince res t  r a t e s  t h a t  a r e  negative i n  r e a l  terms discourage savings .  They 
a l s o  r e s u l t  i n  c r e a i t  a l l o c a t i o n s  based on 'c redi tworthinessm c r i t e r i a ,  
denying the  l e s s  creditworthy c r e d i t .  
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( € 1  E f f i c i e n t  Import Procedures 

Grantee covenants t o  review the  USAID-established spec ia l  system f o r  
import l i cens ing  and repor t  on t h e  f e a s i b i l i t y  of applying t h i s  approach 
o r  an a l t e r n a t i v e  t o  a l l  imports. 

Discussion: 

In the  p a s t ,  import l icensing was an important cons t ra in t  t o  productive 
sec to r  a c t i v i t y  i n  Somalia. Import l icensing reduced access  t o  r e q u i s i t e  
imports. Where those imports consisted of r e q u i s i t e  c a p i t a l  inputs ,  
growth was a f fec ted  negatively.  

A s  of January 1985, the  GSDR has abolished l icensing of imports a s  well 
a s  expor t s ,  sub jec t  t o  c e r t a i n  exceptions.  On t h e  import s i d e ,  t h e  few 
prohibi ted items are  r e l a t e d  t o  nat ional  s e c u r i t y ,  morals, and drugs. 
There a r e  a l s o  a  few items t h a t  a r e  subject  t o  p r i o r  approval, e.g., 
alcohol,  tobacco, medical and pharmaceutical products. 

Export l i censes  had a f f e c t e d  negatively t h e  production of those items on 
which they were applied.  Even with the  l i b e r a l i z a t i o n  of export 
l i cens ing ,  some important r e s t r i c t i o n s  on expor t s  remain, e.g., bananas, 
hides and sk ins ,  frankincense,  and myrrh. 

He, however, expect some backsliding on refarms nade r?n.?rding import 
l icensing.  impor: l icer .s?s  a re  l i k e l y  t o  be ereccer, i;. t:a near t ~ t u r e ,  
unless  the  GSDR moves t o  re -es tab l i sh  an exchange r a t e  system t h a t  
produces a  r e a l i s t i c  r a te .  The recent GSDR decis ion t o  peg the exchange 
r a t e  a r t i f i c i a l l y  high v i l l  reduce fore ign exchange a v a i l a b i l i t y .  An 
overvalued exchange r a t e  a f f e c t s  expor ts  negat ively  and makes imports 
cheaper. Also, donor f lows have diminished with t h e  GSDR decis ion t o  f i x  
the exchange r a t e  and abol ish  the  auction.  Hence, t o  a l l o c a t e  scarce  
fo re ign  exchange, t h e  GSDR may have t o  resor t  t o  import l icensing and 
quotas. 

( f )  P a r a s t a t a l  Reform 

The Grantee covenants t o  i n s t i t d t e  a  d e t a i l z d  st::6y cf 2 se lec ted  
p a r b s t a t a l s ,  agreed t o  by USAID, t o  i d e n t i f y  t h e  preferred sequence of 
events  t o  increase  p r i v a t e  p a r t i c i p a t i o n  i n  t h a t  e n t i t y .  

Discussion : 

An i n t e r - m i n i s t e r i a l  commission was es tab l i shed .  In addi t ion t o  
conducting a  study of  publ ic  e n t e r p r i s e s  and making recommendations f o r  
t h e i r  operat ion,  the  Commission is  ( a )  preparing f i n a n c i a l  a u d i t s  of a l l  
e n t e r p r i s e s ,  ( b )  recommending measures t o  improve e n t e r p r i s e s '  
operat ions ,  ( c )  seeking t o  reduce the number of e n t e r p r i s e s ,  and ( d )  
s tandardiz ing accounting procedores. 
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In 1984, employees of p a r a s t a t a l s  were brought under t h e  labor  code t h a t  
app l i e s  t o  t h e  p r iva te  s e c t o r .  Compensation i i  no?, a e t c m i n e d  by 
bar;ainin?; t h e  GSDR ci?n o f f e r  prcduction incerl t ives t c  ind iv idua i  
e n t e r p r i s e s ;  and p a r a s t a t a l s  a r e  f r e e  t o  h i r e  and f i r e .  Boards of 
Directors  a r e  being e s t a b l i s h e d  f o r  each e n t e r p r i s e  t o  enable them t o  
opera te  more autonomously. Foreign r e h a b i l i t a t i o n  of some e n t e r p r i s e s  
a l ready has commenced, including t h e  nogadishu Dai ry,  t h e  Juba Sugar 
P l a n t ,  and a  cement f ac to ry .  

However, t h e  unsat is fac tory  performance of pub l i c  e n t e r p r i s e s  engaged i n  
ag ro- indus t r i a l  or manufacturing production c o n t i n u ~ s  t o  r e s u l t  i n  a  
dra in  on the publ ic  f inances.  Operating a t  very low capaci ty ,  t h e  
e n t e r p r i s e s  repor t  losses .  Unable t o  pay t a x e s  t o  t h e  GSDR or  meet t h e i r  
own f i n a n c i a l  needs, they thus  r e l y  heavily on bank borrowing. 
Improvement of p a r a s t a t a l  opera t ing e f f i c i e n c y  is e r s c z t i a l  t o  Somalia 's  
f u t u r e  economic and i n d u s t r i a l  growth. Aithough t h e  GSDR has been 
committed t o  p a r a s t a t a l  reform, progress has been very slow. While t h e  
GSDR agreed t o  ass ign p a r a s t a t a l s  t o  various ca tegor ies  f o r  t h e  purposes 
of r a t i o n a l i z i n g  t h e i r  a c t i v i t i e s ,  a c t u a l  reform measures, even 
f e a s i b i l i t y  s t u d i e s  t o  determine t h e  v i a b i l i t y  of ind iv idua l  e n t e r p r i s e s ,  
have yet  t o  be undertaken. 

(2) CIP 111 Condi t iona l i ty  

( a )  P r i v a t e  Trade Organizations 

Condition Precedent 

Evidence t h a t  the GSDR has r e i t e r a t e d  i t s  announcement t h a t  ind iv idua l s ,  
p r i v a t e  sec to r  companies, and businessmen slay orgar.j ze independent 
p r iva te  t raC5 asoc ia t iqns  for  thz purpose of pron at-'.,~g -cQnomic, 
comnlcrcl a:, 2112 indust i i&l  progress .  

Discussion: 

A pre - requ i s i t e  f o r  an improved econonic c l imate  i n  Somalia is the  
c r e a t i o n  of p r i v a t e  i n s t i t u t i o n s  which can support  and nourish p r i v a t e  
e n t e r p r i s e .  In t h i s  r e spec t ,  a  pri  vate businessman's .  a s soc ia t ion ,  most 
notably an a c t i v e  p r i v a t e  Chamber of Commerce, is  needed t o  a c t  a s  an 
independent voice of p r i v a t e  sec to r  concerns t o  GSCR z n i  a s  a  condait  t c  
de l ive r  t r a i n i n g ,  information,  and other  types  of s e r v i c e s  t o  p r i v a t e  
e n t e r p r i s e s .  Such an organizat ion,  which would provide a  mechanism f o r  
iden t i fy ing  p o l i c i e s  which would s t imuls te  both domestic and fo re ign  
investment, would c o n s l i t u t e  en important a s s e t  i n  f i i i t td r ing  Somali 
developnent goals .  



The first step towards an effective private Chamber of Commerce has been 
undertaken. The Ministry of Commerce has relinquished control of the 
Chamber ana an interim Board has been appointed by the President of the 
GSDR. The Board will function until the Chamber is cclf-supporting and 
elections by the paid-up members can provide an independent elected 
Board. A local Young Presidents Club also is being formed by local 
businessmen and the U.S. organization. In addition, a Somali-American 
Business Council has been formed in Washington, D.C. and Somalia. 

(b) Private Bankinq 

Condition Precedent 

Evidence that the GSDR has announced publicly that private banks are 
foreseen as part of the economic and financial reform in Somalia. 

Covenant 

The GSDR covenants to continue its progress toward liberalization in the 
services sector. To further this progress, the GSD4 will develop - 
procedural guidelines for the establishme,li of :flri*~;:c banks and examine 
the regulatory requirements for having other privatk sector activities in 
the services sector. 

Discussion: 

Financial intermediation is extremely undeveloped in Somalia. Little 
competition exists; the provision of services thus is inefficient. The 
financial system discourages savings and investment. Many private sector 
businessmen want alternative sources for loans and -;.;,+r bank services. 
In large part, these difficulties can be attributed to the ownership of 
intermediaries by the GSD?.. For instance, the only commercial bank in 
the country -- the Commercial and Savings Bank of Somalia (CSBS) -- is 
State-owned. It is considered to be inefficient, scrv;ing as an 
impediment to further development of the country's private sector. The 
CSBS has many shortcomings related to its limited capacity to evaluate 
lozn proposals adequately, monitor use of funds, and recover repayments. 

1n' addressi n2 tbi condition precedent and covenant, efforts have focused 
on private banking. Initially, it was thought that State law precluded 
the establishment of private banks. tience, the rules and regulations 
permitting the establishment of private commercial banks were prepared by 
the U.K. private banking firm of Samuel Montague under contract to the 
EEC. Enactment of the rules and regulations were awaiting final approval 
of the GSDa cabinet and the President. It now appears that some of these 
efforts were not required. At the time of nationalization of private 
banks in 1970, there was a law permitting the establishment of private 
banks. That law has not been rescinded, although it perhaps may require 
some revision to make it more current. To establish a private bank, 
central bank authorization is required. how eve^., bs fc i c  the Somsli 
Central Eenk will authorize a privatli bank, it ;:is! have Ministry sf 
Finance approval which in turn is contingent on presidential approval. 
In sum, although overtures have been made by two private foreign banks, 
no private banks operate in Somalia. 
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( C )  Export Monopolies 

The GSDR covenants  t o  con t inue  i t s  p rog re s s  toward l i b e r a l i z a t i o n  of t h e  
expor t  s e c t o r .  To cont inue  t h i s  p r o g r e s s ,  t h e  GSDR w i l l  undertake an 
a n a l y s i s  of remaining export  monopolies ( h i d e s  and s k i n s ,  f r ank incense  
and myrrh, and bananas)  t o  d e f i n e  t h e  b e n e f i t s  and c o s t s  of t h e s e  
monopolies and t o  explore  t h e  e f f e c t s  of opening t h e s e  commodities t o  
compet i t ive  e x p o r t s  through t h e  p r i v a t e  t r a d e r s .  

Discuss ion  : 

I n  l i g h t  of t h e  t h i n  expor t  base ,  Somalia n u s t  maximize t h e  product ion  of 
t h o s e  goods t h a t  i t  does  expor t  -- bananas,  h ides  and s k i n s ,  i n d  
f r ank incense  and myrrh. SOMALFRUIT, a  j o i n t  ven tu re  b e t i e e s . t h e  GSDR altd 
DeNadai , t h e  I t a l i a n  conglomerate,  has  e x c l u s i v e  expor t  r i g h t s  f o r  
bananas which, a f t e r  l i v e s t o c k ,  i s  t h e  c o u n t r y ' s  most important  e x p o r t .  
GSDR p a r a s t a t a l s  c o n t r o l  t h e  expor t  of h i d e s  and s k i n s  and f r ank incense  
and myrrh. SOMALFRUIT and t h e  GSDR p a r a s t a t a l s  undoubtedly pay t h e  
Somali producer  l e s s  t h a n  t h e  producer  would g e t  i f  he were o p e r a t i n g  i n  
a  compet i t ive  environment. Hence, product ion  and t h u s  e x p o r t s  a r e  
d iscouraged .  

Only modest p rog re s s  has been achieved regarding t h e  c o v e l ~ a ~ r t .  P r i c e  
i n c r e a s e s  t o t a l l i n g  50 pe rcen t  have been accorded t o  p r o d u w r s  of h i d e s  
and s k i n s ,  and t h e  commodities can now be s o l d  f r e e l y  on t h e  domest ic  
msrket .  However, t h e  expor t  monopolies on h i d e s  and s k i n s  a s  we l l  a s  
banana5 and f r ank incense  anc c y r r h  remain. 

( d l  Petroleum Products  

The GSDR covenants ,  p r i o r  t o  t h e  purchase under t h i s  agreement of 
petroleum p roduc t s ,  t o  make i t s  i n t e n t i o n  known t h a t  i t  w i l l  permit  
p r i v a t e  impor t e r s  t o  import petroleum products .  Procedures  f o r  t h i s  w i l l  
be mutua l ly  agreed between U S A I D  and t h e  GSDR. 

Given t h i  s i g n i f i c a n c e  of petroleum t o  t h e  Somali economy , reforms i n  t h e  
pdrchasing , p r i c i n g ,  and d i s t r i b u t i o n  of pet  roleum a r e  of cons ide rab l e  
iapor tance .  For i n s t a n c e ,  petroleum imports  account f o r  4 0  percent  of 
t h e  count r y e s  t o t a l  impor ts .  I t  a l s o  is an important  p roduc t ive  s e c t o r  
i n p u t .  In  t he  p a s t ,  t h e  National  Petroleum Agency was r e spons ib l e  f o r  
t h e  impor t a t i on  of petroleum p roduc t s ,  paying mcre f o r  petro:e!lm p roduc t s  

r .  . than i t  p r c ~ s b l y  should have. 

The petroleum d i s t r i b u t i o n  system i s  s t i l l  a  monopoly. Only a  few 
p r i v a t e  e n t i t i e s  have a c t u a l l y  been a b l e  t o  import  d i e s e l  o i l .  No 
p r i v a t e  import of g a s o l i n e  or kerosene i s  al lowed.  
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D. Impact o f  t h e  C I P s  on t h e  P u b l i c  S e c t o r  

1. CIP O b j e c t i v e s  f o r  t h e  P u b l i c  S e c t o r  

I n  a d d i t i o n  t o  t h e  economic  p o l i c y  reform o b j e c t i v e s  l i s t e d  above,  CIP I 1  nnd 
CIP 111 i n c l u d e d  two o t h e r  o b j e c t i v e s  f o r  t h e  p u b l i c  s e c t o r .  The f i r s t  was t o  
p r o v i d e  a  s o u r c e  of f o r e i g n  exchange  f i n a n c i n g  f o r  t h e  p u b l i c  s e c t o r ,  
e s p e c i a l l y  f o r  p u b l i c  i n d u s t r i e s .  The o t h e r  o b j e c t i v e  was t o  g e n e r a t e  l o c a l  
c u r r e n c y  f o r  i m p l e m e n t i n s  p o l i c y  r e f o n n s  and p r i o r i t y  development  p r o j e c t s  
n o t a b l y  i n  t h e  a g r i c u l t u r a l  s e c t o r .  Bo th  CIP documents  a n t i c i p a t e d  t h a t  1 5 %  
of t h e  t o t a l  CIP f i n a n c i n g  would b e  a l l o c a t e d  to  t h e  p u b l i c  s e c t o r .  

2. F o r e i g n  Exchange F i n a n c i n g  f o r  t h e  P u b l i c  S e c t o r  

The p u b l i c  s e c t o r  i n  f a c t  r e c e i v e d  much more t h a n  t h e  t a r g e t t e d  15% of CIP 
f i n a n c i n g .  I t  u t i l i z e d  $22.7 m i l l i o n  r e p r e s e n t i n g  52% o f  t h e  t o t a l  CIP 11 a g d  
CIP 111 f u n d i n g  t h r o u g h  I 1  i m p o r t  t r a n s a c t i o n s  f o r  t h e  f i r s t  CIP and f o u r  . 

t r a n s a c t i o n s  f o r  t h ~ ?  s e c o n d .  

Yet t h e  number of p u b l i c  s e c t o r  t r a n s a c t i o n s  were few; o n l y  11 f o r  t h e  f i r s t  
CIP and f o u r  f o r  t h e  second .  The t h r e e  a l l o c a t i ~ n s  f o r  t h e  N a t i o n a l  P e t r n l o u ~  
Aa-ncy and If?AOSnR R e f  i n i n a  Company t o  impor t  p e t r o l e u m ,  l u b r i c a n t s ,  and o i  I 
ove r shadnwoi  a l l  ~ t h e r  t r a n s a c t i o n s  f i n a n c e d  by t h e  CIPs .  These  two p u b l i c  
s e c t o r  c o n p a n i p s  r e c o i  ved r o u g h l y  b16.8 m i  I  l i o n  t h r n u g h  b o t h  CfPs  r e p r e s e n t i n g  
a  l i t t l e  I p c s  t h a n  401 of t h e  a l l  f o r e i g n  exchange  p r o v i d e d  by b o t h  ClPs .  The 
s i n a l e  a l l o c a t i o n  t h e  M i n i s t r y  of F i n a n c e  t o  pay f o r  t h ~  s h i p p i n g  s e r v i c e s  of 
PL 4 6 0  f o o d  was t h e  n e x t  l a r g e c t  a l l o c a t i o n  t o  t h e  p u b l i c  s e c t o r .  P u b l i c  
s e c t o r  i n d u s t r i e ~ ,  p r i m a r i l y  t h o s e  i n v o l v e d  i n  p r o c e s s i n g  a g r i c u l t u r a l  
~ , r o d u c t c ,  a l s o  r e c e i v e d  t e n  a l l o c a t i o n s  o f  f o r e i g n  exchange  t o  p u r c h a s e  s p a r e  
p a r t s  and some new e q u i p m e n t .  T a b l e  4 below summarizes  t h e  u t i l i z a t l c n  of CIP 
f i n a n c i n g  by t h e  p u b l i c  s e c t o r .  
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Table  4  
D i s t r i b u t i o n  of P u b l i c  S e c t o r  CIP F inanc ing  

($000'6)  

S e c t o r  CIP 11 

1. Primary A g r i c u l t u r e  43,000 
(Suppor t inq  Ag P roduc t i on )  

2. S e c ~ ~ n d a r ; ~  Agri c ~ l l t r l r e  383,500 
(Suppor t ing  Ag P r o c e s s i n g )  

CIP 111 

4. P u h l i c  I n d u s t r y  707,586 707,586 

To t a l  5 ,111,341 17,174,661 22,286,002 

( a )  St-r.1 s h e e t s  were providr?d t o  t h e  n a t i o n a l  petroleum agency t o  make o i l  
t i n s .  

All pe t rn l e~ tm  p roduc t s  purchased were f i nanced  under CIP 111. The o r i g i n a l  
de s iqn  of  V i P  111 a n t i c i p a t e d  an a l l o c a t i o n  of  $9.0 m i l l i o n  f o r  p e t r o l ~ u m  
prndl l r?s  1-ri n c i p a l  I y  a s  a  mechanism f o r  d e l i v e r i n g  f a s t  d i s b u r s i n g  ha l ance  of 
payment9 suppo r t .  T h i s  i n i t i a l  t r a n s a c t i o n  commenced i n  September IQR5, l e s s  
t Itan fwn mnntlls a f t e r  t h e  Cond i t i ons  Precedent  had beer1 met. Tho lP l~ f . )?Wl  
11-1 1-11nq Cns-!)any, a s  a  p u h l i c  company, r e ce ived  t h e  f o r e i g n  exchanae a t  t h e  
o f l i c i a l  r a t -  of SSh 40=$1. The second pe t ro leum import a l l o c a t i o n  was t o  t h e  
Nat iona l  Petroleum Agency, a l s o  a  p u b l i c  company, i n  May 1986 a t  t h e  
commercial ?ank a  r a t e  of SSh 84=$1 r a t h e r  t h a r ~  t h e  o f f i c i a l  r a t e  of s!hej6=$l 
( t h e  r l l  f i  ri 3 1  r a t e  had d e p r e c i a t e d  s i n c e  Septe-ber  19811). The dec i s i o r l  o f  
U S A I D  t o  apyly  t h e  commercial bank r a t e  was based upor! t h e  f a c t  t h a t ,  t i u c e  
t h e s e  funds  wore be ing  a p p r o p r i a t e d  from t h e  p r i v a t e  s e c t o r  a l l o c a t i o n  t h e  
GSDR should  pay t h e  commercial bank r a t e .  T h i s  was r e l u c t a n t l y  a ccep t ed  by 
t h e  GSDR. 

C e r t a i n l y  t h c  f i n a n c i n g  f o r  pe t ro leum p r o d u c t s  from t h e  CIPs o f f e r e d  qu ick  
d i s b u r s i n g  t . ; l ance  of payments suppo r t  and a  broad impact on t h e  e n t i  r e  
economy. Di - sel f u e l s  e s p e c i a l 1  y  a r e  impor tan t  f o r  t r a n s p o r t ,  e l e c t  r i c - . l  
power, and ;cc r i c u l t u r a l  equipment .  However, t h e  r e f i n e d  g a s o l i n e  ( 7  MT! 
f inanced  u n w r  t h e  second t r a n s a c t i o n  was p r i m a r i l y  used f o r  consumption 
a c t i v i t i e s .  



The CIP I 1  f i n a n c i n g  f o r  t h e  PL 480 s h i p p i n g  s e r v i c e s  a l s o  was a n o t h e r  
u n e x p e c t e d  a l l o c a t i o n  t o  t h e  p u b l i c  Sector. Normal ly ,  t h e  GSDR had b e e n  

. p a y i n g  f o r  a l l  o f  t h e  f r e i g h t  c h a r g e s  f o r  PL 480 T i t l e  I Commodi t ies  f rom i t s  
own r e s o u r c e s .  N e g o t i a t i o n s  be tween  USAID S o m a l i a ,  t h e  GSDR, a n d  p r i v a t e  
b u s i n e s s m e n  were  i n  p r o g r e s s  t o  a l l o w  t h e  p r i v a t e  s e c t o r  t o  f i n a n c e  f r e i g h t  
c h a r g e s  s i n c e  t h e  GSDR d i d  n o t  have  a n y  f o r e i g n  e x c h a n g e  t o  p a y  f r e i g h t  
c h a r g e s .  T h e s e  n e g o t i a t i o n s  i n v o l v e d  u s i n g  p r i v a t e  s e c t o r  f i n a n c e  f o r  t h e  
f r e i g h t  c h a r g e s  i n  r e t u r n  f o r  a n  e q u i v a l e n t  s h a r e  o f  t h e  f o o d  c o m m o d i t i e s  o n c e  
t h e y  a r r i v e d  i n  S o m a l i a .  A p p r o x i m a t e l y  f o r t y  b u s i n e s a m e n  were i n v o l v e d .  
The i  r p r o p o s a l  was t o  p u t  up  t h e i r  own f o r e i g n  e x c h a n g e  f o r  t h e  e s t i m a t e d  $5.0 
m i l l i o n  ( p r e - d e l i v e r y  f i g u r e )  r e q u i r e d  t o  s h i p  t h e  1 9 8 5  PL 480 T i t l e  I. I n  
r e t u r n  t h e y  were t o  r e c e i v e  a n  e q u i v a l e n t  v a l u e  o f  t h e  f o o d  c a l c u l a t e d  a t  a t  
w o r l d  p r i c e  p l u s  s h i p p i n g .  The p r i c e  o f  t h e  f o o d  f o r  t h e s e  40 b u s i n e s s m e n  
would  h a v e  been  s l i g h t l y  lower  t h a n  t h e  a u c t i o n  p r i c e  ( r e p r e s e n t i n g  a p r o f  i t  
f o r  l o a n i n g  t h e  GSDR f o r e i g n  e x c h a n g e  1.  T h i s  a r r a n g e m e n t  would h a v e  
p re -empted  a l m o s t  a  q u a r t e r  o f  t h e  f o o d  s u p p l i e s  o f  t h e  s h i p m e n t  l e a v i n g  
npy~r o x ~ m a t e l y  4 0 %  o f  t h e  s h i p m e n t  t o  b e  a u c t i o n e d .  The  p r i v a t e  f i n a n c i e r s -  
were t o  be  e x c l u d e d  f rom t h e  f o o d  a u c t i o n .  However, d u e  to  a n  i n t e r c e s s i o n  o f  
t h e  S o m a l i a  Ambassador i n  W a s h i n g t o n  t o  AID/Wash ing ton ,  a  d e c i s i o n  was  made by 
AID/Wash ing ton  t o  f i n a n c e  f r e i g h t  from t h e  CIP. T h i s  d e c i s i o n  u n d e r c u t  t h e  
groundwork which  was  b e i n g  se t  u p  t o  e l i m i n a t e  v e r y  l a r g e  f o r e i g n  e x c h a n g e  
c c , s t s  frnm t h e  gove rnmen t  b u d g e t  ( e s p e c i a l l y  f o r  f o o d  f r e i g h t  c h a r g e s  and  
pot  r ~ l l e i ~ r  p r o d u c t s )  by  t r a n s f e r r i n g  them t o  t h e  p r i v a t e  s e c t o r .  Whi l e  p r i v a t e  
i m p o r t e r s  a r e  nov  a b l e  t o  p a r t i c i p a t e  i n  t h e  f o o d  a u c t i o n ,  f r e i g h t  f i n a n c i n g  
i s  st i ; I  b o i n g  o b t a i n e d  f r o m  d o n o r s  when d o m e s t i c  f  i n a n c i n q  c o u l d  b e  a r r a n g e d .  

Pub1 i c  s e c t o r  i n d u s t r i  es u s e d  CIP f i n a n c i n g  t o  r e v i v e  s u g a r  p r o d u c t i o n  and 
p r o c e s s i n g ,  r e h a b i l i t a t e  t h e  f i s h i n g  i n d u s t r y ,  p r o v i d e  s p a r e  p a r t s  t o  t h e  
p u b l i c  p a s t a  company, and  expand  t h e  n a t i o n a l  t e lex  s y s t e m .  Whi l e  t h e  ClP 
f i n z n c i n a  f o r  t h e  s u g a r  i n d u s t r y  was c r i t i c a l  a t  t h a t  time and  g e n e r a t e d  
s i g n i f  I c a n t  p r o d u c t i o n  and employment g a i n s ,  t h e  company h a s  s ir- -0  c l o s e d  d u e  
t o  t h e  o b q o l e t e  and  worn o u t  f a c i l i t i e s  and  t h e  p r o h i b i t i v e  c o s t s  of  
r e h a b ]  1 1  t a t i o n .  By c o n t r a s t ,  t h e  CIP f i n a n c i n g  wh ich  was u ~ e d  f o r  t h e  -spare 
p a r t s  f o r  t h e  p a s t a  f a c t o r y  were  s u f f i c i e n t  t o  r e s t a r t  t h e  b u s i n e s s  wh ich  i s  
s t i l l  o p e r a t i n g .  The f o r e i g n  exchange  a l l o c a t i o n  t o  t h e  M i n i s t r y  o f  F o s t s  and  
T e l e c o m m u n i c a t i o n s  p e r m i t t e d  t h e  e x p a n s i o n  o f  t h e  phone  and t e l e x  ri r c u i  ts  t o  
n o r t h e r n  Soma1 i a  and  w i t h  t h e  i n t e r n a t i o n a l  community.  T h i s  improvement  
p e r m i t s  commercia l  t r a n s a c t i o n s  t o  be  c a r r i e d  o u t  more  q u i c k l y  and  o v e r  a 
b r o a d o r  a r e a .  CIP f i n a n c i n g  f o r  m a r i n e  e n g i n e  s p a r e  p a r t s  was a l l o c a t e d  t o  
t h e  M i n i s t r y  o f  F i s h e r i e s  t o  r e p a i r  m a r i n e  e n g i n e s  i n  a n  e s t i m a t e d  2 ,500  b o a t s  
owned by government  wh ich  were t o  be  s o l d  t o  t h e  p r i v a t e  f i s h e r m e n .  These  
s a l e s  have  t a k e n  p l a c e ,  a l t h o u g h  t h e  e x a c t  number o f  b o a t s  t r a n s f e r r e d  t o  
p r i v a t o  w n e r s h i p  i s  n o t  known. 
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3. L o c a l  C u r r e n c y  f o r  t h e  P u b l i c  S e c t o r  

- CIP g e n e r a t e d  l o c a l  c u r r e n c i e s  have  been used t o  f u n d  a  v a r i e t y  o f  p r i m a r i  l y  
n o n - a g r i c u l t u r a l  d e v e l o p n e n t  p r o j e c t s  i n  S o m a l i a  b e c a u s e ,  PL 480 l o c a l  
c u r r e n c y  g e n e r a t i o n s  c a n  b e  used  o n l y  t o  f u n d  a g r i c u l t u r a l  and h e a l t h  
p r o j e c t s .  I n  l i a h t  o f  t h i  s ,  i t  is  u n c l e a r  why t h e  CIP g e n e r a t i o n s  would 
s p e c i f i c a l l y  have  been t a r g e t e d  f o r  a l l o c a t i o n  t o  t h e  t h e  a g r i c u l t u r a l  sect01 
a s  w a l l .  T h e s e  l o c a l  c u r r e n c i e s  h a v e  had s i g n i f i c a n t  i m p a c t  o n  t h e  p r o j e c t s  
wh ich  r e c e i v e d  them,  a l t h o u g h  n o t  n e c e s s a r i  l y  'development '  i m p a c t .  I n  
a d d i t i o n ,  CIP g e n e r a t i o n s  h a v e  had some v e r y  m o d e s t ,  a l t h o u g h  l a r g e l y  
i n d i r e c t  , p o l i c y  i m p a c t s .  

These  f u n d s  h a v e  been a d m i n i s t e r e d  by t h e  Domes t i c  Development  Depar tmen t  o f  
t h e  M i n i s t r y  o f  F i n a n c e  a n d  j o i n t l y  programmed by t h e  G e n e r a t e d  S h i l l i n g s  
 proceed.^ (GSP) c o m m i t t e e ,  c o m p r i s e d  o f  f o u r  USATD and f o u r  GSDR 
r e p r e s e n t a t i v e s .  P r i o r  t o  t h e  b e g i n n i n g  o f  e a c h  y e a r ,  t h e  M i n i s t e r  o f  F i n a n c e  
and t h e  U.';AID d i r e c t o r  s i g n  a n  Annual Program Budge t  P l a n  (APBP) t h a t  
e c c t a l s l i s h . ? ~  t h e  u s e s  t o  wh ich  CIP g e n e r a t e d  l o c a l  c u r r e n c i e s  ( a s  w e l l  a s  l o c a - I  
c u r r e n c j a s  o ~ n e r a t ~ d  hy o t h e r  p r o g r a m s )  w i l l  b e  p u t .  T h i s  APBP is  a p p r o v ~ d  by 
t h e  C o u n c i l  o f  M i n i s t e r s  a s  well a s  t h c  P a r l i a m e n t .  CIP g e n e r a t i o n s  h a v e  b e e n  
used  t o  fund  t h e  l o c a l  c u r r e n c y  c o s t s  o f  a l l  n o n - a g r i c u l t u r a l  ( a s  w e l l  a s  a  
few a p r i  c u l t u r a l  USAID f u n d e d  d e v e l o p m e n t  p r o j e c t s  ( i . e . ,  Kismayo P o r t ,  
Fami ly  H e a l t h  S e r v i c e ,  ,WMTAD, P I P ,  PVO P a r t n e r s ,  CDA F o r e s t r y ,  and R e f u g e e  
S e l f - R ~ l i a n c e )  a s  well a s  t h e  USAID ' T r u s t  Fund' which  p r o v i d e s  s h i  l l i n a s  f o r  
c o n t r a c t o r  s u p p o r t .  ( I n  a d d i t i o n ,  5 p p r c e n t  of e a c h  C I P ' s  l o c a l  c u r r e n c y  
q e n e r a t i o n s  h a s  been r e s e r v e d  f o r  USA1 D o p e r a t i n g  e x p e n s e s .  ) CIP g e n e r a t i o n s  
a l s o  have  funded  a  v a r i  e t y  o f  non-ag r i  c u l  t u r a  1, non-USAID-f unded d e v e l o p m e n t  
a c t i v j  t i e s  p r o p o s e d  by t h e  GSDR and  a o r e e d  t o  by USAID. ( S e e  T a h l e  5 f o r  a 
l i s t  of US:, ;., and non-USAID a c t i v i t i e s  funded  by CIP g e n e r a t i o n s .  ) 

Of t h e  SoSh 2 , 2 5 5 , 1 8 7 , 0 0 0  i n  l o c a l  c u r r e n c i e s  g e n e r a t e d  by CIPs  I 1  and  111, 
SoSh 1 1 2 , 7 5 0 , 0 0 0  ( 5  p e r c e n t )  went  t o  USAID o p e r a t i n g  e x p e n s e s  (OE) .  T h i s  l e f t  
t h e  r e m a i n i n q  SoSh 2 ,142 ,428 ,000  f o r  programming a n d  d i s b u r s e m e n t  by t h e  GPF 
Committee.  A c  T a b l e  5  shows,  a p p r o x i m a t e l y  SoSh 1 , 7 5 0 , 0 0 0 , 0 0 0  h a s  been 
a l l o c a t e d  t o  d e v e l o p n e n t  a c t i  v i t  ies f  rom 1984 t o  1987 .  Thus ,  83% of  CIP l o c a l  
c u r r e n c y  g e n e r a t i o n s  have  been  a l l o c a t e d  t o  e i t h e r  USAID OE o r  j o i n t l y  
programmed d e v e l o m e n t  a c t i v i t i e s .  As o f  t h e  w r i t i n g  o f  t h i s  e v a l u a t i o n ,  t h e  
r e m a i n i n g  17% of t h e  CIP g e n e r a t i o n s  a r e  u n a c c o u n t e d  f o r .  A m a j o r  
r ~ c o m m e n ~ a t  i o n  of t h i s  e v a l u a t i o n  team, t h e n ,  i s  t h a t  USAID must  a c c o u n t  f o r  
t h e  r e m a i n i n g  a p p r o x i m a t e l y  SoSh 390 ,000 ,000  i n  CIP l o c a l  c u r r e n c y  g e n e l a t s o n s  
t h a t  have  n o t  heen  a l l o c a t e d .  
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TABLE 5 
ANNUAL PROGICKEJDGET PLAN 

ESTIMATED CIP FUNDED ACTIVITIES 

USAID-SPONSORED PROJECTS: 

AGRICULTURE 

Refugee Self Reliance 14,000 76,000 38,000 22,000 

LIVESTOCK 

CDA Forestry -- 35,000 31,000 28,000 

PUBLIC WORKS 

Kismayo Port Rehabilitation 250 3,500 30,000 - - 

Family Health Services 4,000 - - - - - - 
Other -- - - - - 5,000 

MANAGEMENT THAI NING 

OTE ER 
Pol icy Ini tiatives/Priv. 9,000 57,000 6,000 4,000 
PVO Partners 3,000 32,000 - - - - 
RHUDO T/A -- 50 0 - - -- 
USAID Trust Fund 95,000 90,000 30,000 16,000 

RESERVE - - 25,000 - - 25,000 

SUBTOTAL USAIU SPONSORED PROJECTS 129,550 333,000 135,000 100,000 

'Estimated 1987 disbursements; 1987 APBP lists 'ESF' (i.e., CIP and Cash Sales 
Program) allocations together. Until the end of March, 1987, CIP proceeds were 
used to funa these activities: thereafter, Cash Sales proceeds have been used. 

GSDR-SPONSORED PROJECTS: 

LIVESTOCK 

Tse-tse Fly 
Northern Rangeland 

MINERALS AND WATER RESOURCES 

Mogadishu Water Supply 3,000 5,000 20,000 15,000 
Other - - 2,000 38,900 16,600 



PUBLIC WORKS 

Hargeisa - Borama Road 16,000 58,000 
Jasira Power Station 2,000 13,000 
Burdhubo Bridge 67,000 -- 
Bafdoa/Kismayo Electrification 3,000 20,000 
Other -- -- 

TELECOHNUNICATIONS 

Mogadishu New Tel. k Telex 3,200 0,300 
Other - - 24,OUU 

EDUCATION 

Primary Education 1,000 22,500 
Technical Sec. Education - - 34,000 
Technical Teacher Training Col. - - 15,000 

HIGHER EDUCATION 

SOMAC/SA!?EC 
Sidam/Fresno 
Other 

Statistical Base 100 700 
Strenatheninq Human Resource 200 300 
Ass] stance of Plan. Department 600 37 5 
Lational Konitoring/Evaluation 25 0 1,000 

t!I N1STP.Y OF Fl NANCE 

Domestic Development Department 1,500 5,000 

OTHER 

Coastal Development - - 33,000 

SUBTOTAL GSDR-SP0I:SOPEU PROJECTS 337,650 281,975 

267,200 614,075 

TOTAI, ALL YEP.RS = Sh 1,755,380 

BEST AVAILABLE COPY 



It seems fair to say that very little development impact would have been 
achieved in the absence of CIP-generated local currency contributions since 
alternative sources of funds were probably not available (i.e., in the absence 
of CIP generations, there likely would have been little or no activity at 

- all). This is not to say, however, that with CIP-generated funds, oignificant 
development impacts have neceeoarily been achieved. That is, in many cases, 
CIP qenerations have been used to fund routine government functions, often 
those established by previous donor-funded development projects. Thus, funds 
have been used to maintain salaries and operations of one-time development 
activities that should have become a part of the Government's 'ordinary' 
(i.e., recurrent cost) budget or eliminated. In these cases, then, 
development 'impactm seems less appropriate a description of these activities' 
achievements that development 'maintenance.' In other instances of non-USAID 
funded activities (and even some USAID-funded ones, as in the case of Kismayo 
Port), CIP generated local currencies have been used to fund capital 
expenditures (e.g., Burdhubo Bridge, Hogadishu Water Supply, Jasira Power 
Station, Hargeisa-Borama Road, Baidoa-Kismayo Electrification). These 
construction activities undoubtedly have a developmental impact. 

Regarding the development impact of CIP generations on USAID-funded 
activities, in general it can be said that, to the extent CIP generations have 
paid for Somali staff salaries and benefits (such as improved office 
environment, expanded and more comfortable travel opportunities, etc.), these 
local currencies have 'bought' greater motivation, participation and 
cooperation in achieving project goals. In the absence of these local 
currency payments, USAID-funded projects may have been able to achieve far 
less - cr may have had to convert dollars to shillings to achieve the same 
result. CIF generations provided through the USAID Trust Fund also have saved 
foreign exchange in contractor support: all U.S. technical assistants rec~dent 
in Somalia benefit from CIP generations in the form of house rentals, vehicle 
maintenance and other services. The benefit of CIP generations, then, has 
been largely to save USAID projects dollars and to allow the GSDR to meet its 
local contributions without further taxing its already over extended 
'ordinery' budget. In this regard, then use of CIP local currency generations 
has con'rihuted indirectly to balance of payments and stabilization objectives 
of the ClPs and the broader mission program. The budget support objective of 
CIP local currency generations certainly has been directly achieved. 

Regardinc the ability of CIP local currency qenerations to address other 
broader policy issues, the most notable achievements have been in the 
opportunities to address some policy issues, particularly GSDR budgeting 
procedures. Although progress is slow, inroads have been made in discussjng 
and implementing improved budgeting techniques. This progress has been 
supported within the Ministry of Finance (NOF) through the eftorts of all full 
time Domestic Financial Advisor, funded by USAI3, who worked on a daily basis 
with the Domestic Development Department and others in the HOF. 
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No CIP local currency generations have been programmed directly for private 
sector use (although the Policy Initiatives and Privatization project, as 
evidenced by its name, has used CIP generations to address private sector 
issues and needs, and a number of private sector contractors have received CIP 
generations in payment for development project activities). 

The CIP local currency generations programming and disbursement system is very 
labor intensive. The GSDR often has had very different priorities than USAID 
in the potential use of these funds. While undoubtedly USAID could have done 
more to encourage the programming of these funds to more policy-oriented 
activities (e.g., such private sector development efforts as credit facilities 
and management training), these achievements could only have been made with 
far greater investment of USAID staff time. Given USAID staffing constraints, 
USAID has considered the CIP generations have been programmed and disbursed 
relatively effectively and efficiently. The discovery of approximately SoSh 
390,000,000 in missing CIP generations as a result of this evaluation 
obviously casts some doubt on that assumption. bore accurate accounting for 
all funds throughout the last several years as well as greater policy 
direction ana development impacts as a result of CIP generations would have 
required a larger USAID staff effort more closely connected to the 
administration of the CIPs themselves. 



E. PROGRAM MANAGEMENT OF CIP I1 AND CIP I11 

1. Staff for Managing the CIPs 

USAID Somalia maintains a Commodity nanagement Office staffed by a direct hire 
I officer responsible for: 1) monitoring the CIP program; 2)advising the GSDR 
1 ministries and importers on AID procurement regulations; 3 )  assisting 

importers to identify commercial suppliers that can meet their requirements; 
I and 4 )  maintaining a commercial library. He is supported by a Somali 

! counterpart with a broad range of contacts in the private sector and 
government ministries. The CMO also has a full time secretary. 

The CMO and his staff have successfully arranged for the allocation and 
disbursement of $43 million under CIP 11 and CIP 111. This does not include 
the nearly $20 million from CIP I that was still being disbursed at the same 
time CIP I1 was signed. Although the number of transactions for CIP I1 was 
over twice that of CIP 111, the large number of private sector imports for CIP 
I1 required continued support through most of the period covered by the CIP 
111. In addition, due to Somalia's relative isolation and poorly developed- 
communication services, each procurement action has been relatively more 
difficult than in most other parts of the world. 

The GSDR structure for managing the CIPs consisted of representatives from the 
Ministry of Commerce, Ministry of Industry, and Ministry of Finance. Each 
ministry had designated staff who would be responsible for sitting on the 
Selection Committee and maintaining records of applications and allocations. 
In addition, technical ministries, such as the ninistry of Agriculture, vere 
invited to attend the Selection Committee meeting when their expertise was 
required. The evaluation team haa the opportunity to review the records of 
the Ministry of Commerce and was impressed with their thoroughness not only 
for the U s h l D  CIPs but also for those of other donors as well. 

Overall, the performance of the USAID and GSDR management of the CIP programs 
has been very satisfactory. During interviews with both private and public 
importers, they indicated that they had a clear understanding of the CIP'6 
implementation process and expressed their satisfaction with the general 
system. Perhaps more telling however, is the fact that other donors have 
based their CIPs on the system established by USAID. In this case 
replication, besides being the highest form of flattery, points out the real 
value of the CIP 11 and 111 management system. 

2. Review of the CIP Procedures 

While the general satisfaction with the CIPs has been clearly articulated to 
the evaluation team, there have also been numerous suggestions on how the CIP 
procedures might have been improved. These are briefly summarized below. 



a Applications for Financing 

.A11 applications for CIP financing were received by the U:AID Commodity 
Management Office. These arrangements were favorably viewed especially by 
private sector businesses. There were suggestions that the proformas required 
from the U.S. suppliers be revieved. There vas a general feeling that U.S. 
suppliers were not interested in providing goods to Somali importers. 
Numerous instances were reported where the importers spent large sums of money 
sending telexes to U.S. manufacturers without even a reply or in other cases 
U.S. suppliers referred them to their overseas subsidiaries, vho are 
ineligible under CIP regulations. 

(b) Allocation of Funds 

There has been broad agreement among both private and public importers that 
the allocations for the CIPs were fair and above board. Some public importers 
were concerned about the 'first come first serve' policy of the USAID-financed 
CIPs, and they would prefer a more 'allocative' system. This however was a 
minority view. It should be pointed out that there is already an allocation 
system in the CIP in that there are funds set aside for both public and 
private sector with clear priorities for the productive uses of those funds. 
There is a danger that any more 'set asides' would result in a slower 
disbursement of funds. 

(c) Deposits of Local Currency 

The introduction of the 50-50 percent deposit system was initiated with CIP 
113. This system required 50% of the local currency equivalent to the CIF 
value of the imports plus the U.S. banking charges (.5% of CIF) to be paid 
prior to the issuance of the L/C and the other half when the goods were 
delivered in Somalia. Previously, a 100% deposit was required prior to t h ~  
issuance of the L/C. The USAID system never failed to obtain the full local 
currency deposit for any import for public or private sector since both the 
issuance of the L/C and the clearance of good: from port required a local 
currency deposit slip. This system used a fixed rate for determining the 
local currency deposits set at the rate of excha~hge on the day of allocation. 
A more general concern was that the local currency deposit for manufacturers 
was more harsh than for other importers whose cash flows are better off 
because of fast turnover items such as cement, steel rebar, and other 
construction materials. The Ministry of Industry suggested that the CIP cobid 
have heen more effective i f  it had required manufacturers to put one third 
down at L/C, one third at the time goods are received, and the final third s i x  
months later. 



(dl Form 11 

Perhaps the most vocal complaints of all the importers was directed at FORM 
11. This form is required under AID Regulation 1 and therefore has been a 
part of both CIP 11 and CIP 111. Suppliers are required to fill in details 
about the commodities to be imported, send this form to AID/Washington for 
their approval and signature, get the form back from Washington and finally 
submit it with other payment documents to the U.S. Bank. The intent of this 
form is to assist U.S. Government offices to measure U.S. exports and also the 
eligibility of the commodities under AID Eligibility Listing. Non-U.S 
suppliers have difficulties understanding the purpose and the processing 
requirements of this form. As a result many suppliers have either failed to 
fill in the form or delayed submitting it to the bank with their other payment 
documents. According to importers, this has produced a loss of good will in 
some cases causing then1 to losing supplies. Since most of the procurement was 
non-U.S., there was probably little use of the Form 11 to measure U.S. 
exports. 

(el Shipping Procedures 

Shipping under the CIPs have been a major problem because of the Cargo 
Preference Act. This act requires at least 50% of the tonnage and 50% of the 
dollar value of U.S. Government financed commodities to be shipped on U.S. 
bottoms. Somalia is not served by U.S. shipping lines except on very rare 
occasions when they deliver PL 4 8 0  food. U.S. shipping in any case is 
considerably more expensive than all other carriers and for obvious reasons, 
is not attractive to importers. Under CIP 11, AJD/Washington approved a one 
year blanket waiver of U.S. shipping from South and East Asia. This waiver 
was fully utilized by Somali importers for that year. 

The V.S. shipping requirements are particularly detrimental to the Somali 
private importers who are, for the most part, small manufacturers. Encouraged 
by U.S. requirements to obtain competitive quotations from three or more 
sources, these importers can find themselves paying more for the U.S. 
non-comp~titive shipping than the product itself. One importer related the 
case where his original proforma quoted shipping out of East Asia was $22 H/T, 
howver, at the time of shipment, he was told that the goods must be shipped 
on a U.S. bottom at a cost of $150 H/T. Since all the CIP funds had already 
been committed and his allocation was provided on the basis of non-U.S. 
shipping he was forced to come up with most of the extra cost from his own 
pocket. It was clear to the evaluation team that the high cost of U.S. 
shipping discourages local importers from using U.S. suppliers. 

BEST AVAILABLE COPY 



(f) Sourcing Requirements 

There has been a great deal of controversy concerning the sourcing of CIP 
commodities from the developing countries among Somali importers and 
government officials. There was some suspicion that that quality of imports 
from these countries were substandard. It should be pointed out that, prior 
to the CIPs, Somalia's trading partners were primarily from Europe, especially 
Italy. Therefore when the initial orders for imports were made, the Somali's 
looked first to their old trading partners. In some cases, for instance the 
procurement of spares, this was necessary. However, when imports involved new 
machinery or raw materials, several Somali importers found very good sources 
of supply in the developing countries of South and East Asia. For example, 
cement purchased from Taiwan at $60 H/T was found to be of much higher quality 
than that previously supplied out of Europe at $42 H/T. The suppliers out of 
South East Asia have also proved to be technically capable and competitively 
priced to deliver small manufacturing and agricultural processing equipment. 
Several local entrepreneurs are starting new manufacturing businesses with ClP 
financed machinery from developing countries. These entrepreneurs have 
indicated that they are pleased with the quality, price, delivery time, 
technical support and short start up time for installation and commencing 
operations. One person indicated that his operations were able to reach full 
production within 6 months after the equipment had been installed and that 
comparat,le machinery from traditional sources took 2-3 years. Therefore, it 
does appear that sourcing from developing countries has proven beneficial to 
Somalia and that their views concerning other developing countries will likely 
improve with growing familiarity. 

The lack of comn~odities purchased from the U.S. has been particularly 
disappointing. There have been several factors which have contributed to this 
situation. Price factors include the high rate of the dollar compared to 
other currencies during the implementation of CIP I1 and I11 and the high cost 
of U.S. shipping. Non-price factors have also been impediments to more U.S. 
procurement. The fact that U.S.  suppliers in many instances failed to respond 
to the requests of local importers for proformas perhaps is indicative of the 
U.S. interest in the Somali market. To be fair to the U.S. supplier they are 
normally not interested in the small quantities of goods required by the 
Somali importers. Likevise, many of the raw materials, such as wattle (used 
for tanning), coconut oil, and resins and equipment for small industries are 
not areas where the U.S. has many or large suppliers. Where U.S. suppliers 
did express an interest in participating, they referred the Somali importers 
to their non-U.S. subsidiaries who normally handle the Africa market. 

Under the CIP 111, special efforts were made to procure $10 million of 
lubricants, grease, and finished petroleum products from only the U.S. 
AlD/Washington (SEX/OP/COHS) made a formal solicitation to U.S. suppliers and 
received no response. Subsequently, the procurement was awarded to local 
businessmen who supplied the goods from Europe and the Gulf states. 



(g) Payments Procedures 

Another area where Somali importers feel that the CIPs could have been more 
effective is in terms of streamlining payment procedures. Payments to 

.suppliers were made by L/C issued by a U.S. bank upon the instructions of the 
Commercial and Savings Bank of Somalia. Requests for payments by suppliers 
required then1 to submit bills of lading, commercial invoices, copies of marine 
insurance policies, AID Form 282 and AID Form 11. 

It appears that the major problems in the CIP I1 and 111 payment systems were 
late and inappropriate documentation which caused delays in processing and 
final payment by the U.S. bank. In examining the copies of L/Cs issued by 
U.S. banks i t  js not difficult to understand why suppliers in developing 
countries had problems interpreting the AID requirements. The language of the 
L/Cs were in some cases vague and instead of summarizing the AID requirements, 
they simply attactwd copies oi AID Hcgulation 1. These attachments contained 
a great deal of legal language, outdated AID definitions, and a list of Code 
941 countries wl~ictr were no longer valid. In addition, U.S. banks took long 
periods of tine, 1-4 months, to amend L/Cs and issue replacement of lost L/Cs. 
The performance of Manufacturers Hanover Trust for CIP 11 and Citibank tor CIP 
111 was equally discouraging. It is true that the U.S. Government credits 
which are processed by the U.S. banks are much more detailed and intensive. 
Some estimate that ten commercial L/Cs could be processed in the same time 
that it takes to process one U.S. Government credit. Somali importers are 
correct in t~iabliahting this as a problem area for ClPs I1 and 111, and AID 
stic~uld roroynize that it must play closer attention to tl~e initial L/Cs which 
are issueq to in~ure they are easily conprehensihle. 

(h) %ccords and End Use Audits 

The r~cords of C i F  iI and CIF I l l  transactions have teen sell maintained. 
krri'~al accounting records at the Somali ports are availaole at the port .. 

authorities, althouah their sy'tem is tor the most part very informal. USAlD 
maintains files on each CIP transaction. These records include: all the 
proformac, b i  1 1  s of ladino, commercial invoices, insurance certificates, local 
currency deposit ~lip5, instructions to the V.S. hank to issue L./C, a men..-, on 
arrival arcclunting an6 amendvent documents. The GSDR maintains records on all 
import items by importer name, dollar value, and type of commodity. The State 
Insurance Cov,pany also maintains records of import documentation for all CIP 
transactjon~. The GSDH Customs Office maintain copies of all records for the 
purposes of tariff ccllection. 

UShTD Somalia unoPrtaCes end use spot checks on all commodities financed under 
the CIPs. This includes on-site insp~ctions for all machinery, manufacturing 
rau rr~aterials, construction Klaterlal~, and transport and I~eavy equipment. 
There have been a number of inports financed by the CIPs, especially for the 
pr ivbte soctor, which are not easily inspected on an item by item basis. 
Those  cnmclodj t ies ~nclude vehicle hatterie?, tires, vegetable seeds, spbre 
parts, vat61 [lulnps, and l~ic)'cle.c. Rather than to tollox each ot these iterrir, 
to the end user the CMO has utilized spot checks for each of these 
ca?.r.uririer-. 7 '111  c ap;xroacl~ would al,pear to be t h ~  nost reesonatile given the 
lolist~cal d ~ f f ~ c ~ i l t i ~ s  jn Somal~a anti t h e  .ct~c.rtagr c,f U S A i l l  stall tlnle. 
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(i) Relationship of the CIPs to Other USAID Programs 

The program assistance provided through the CIPs supported a broad range cf 
sectors across the economy. USAID-financed project assistance has supported 
some of these same sectors. In considering the issue of how well the Mission 
managed the CIY, we have examined the linkages which have been developed 
between the CI?s and other parts of the USAID/Somalia portfolio. Given that 
the Missions theme of 'increasing the participation of the private sector in 
developmentw was incorporated as an objective of the CIPs, the evaluation has 
focused on the extent to which the private sector opportunies created by the 
U P  were litilized by other USAID projects as a mechanism for promoting this 
objective. At the outset it is important to highlight that probably no formal 
linkage between the CIY and individual projects could have been expectea. At a 
more informal lev~l, however, two points hear further consideration. First, 
did the Miscicr, recoqnize the complenrentarity becween private sector CIP 
imports and their project portfolio with respect to increasing private sector- 
participation in development7 Seconrlly, did it considor any options for 
capitalizina or; this complementarity? A lictino of I he CIY commodities groups 
and ano f t~elr relatinnship with other USA111 pro]flrts is ~~roviaprl blow. 

( 1  ) Ayric~tuj-a?--l_nputs: 'l't!~ CIP was used by both puhlic and 
private importers to ~lurcl~irse seeds, insecticide sprayers, tractors, 
implements, aaricultural hand tonls, and heavy equipment. These inputs 
complemented both the Agricultural Delivery Systems Project, the t ja,  Region 
Aorjcultural D~velopment Prolert, and to same extent the Retuaee S r l f  Rpliance 
Prolec:. 'I'IIY private importers offered an excellent resource for expancling 
privatc sector participation for mark?. I agricultural inputs such a? seeds, 
hand ~ O O ~ F ,  and tractors. Privatp s~ctnr importers also openpd opport~il.l';-s 
for i ncreased cash crop product inn by  expandj ng commercial land clear ~ n ; ,  
noakinq I...!, P K  pumps avai lahle for irrigat inn, and introduring new '.:a, i et i .,- I n d  

improv0.i t ? ~ l a l  i r . ,  of se~ds. The evaluation has fo~ind no E ~idence that ;..r,y of 
t11e.s~ i c l ~ , 3 -  were identifled or explored by the Mission. 

I 2 1  Livestock Inputs: Private sector importers used CIP 
financing to prlrchase animal n~cdicines, bonsmeal riilling machinery, and arlimal 
feed equipment. Another important contribution of the CIP was to obtain GSDR 
approval lor ti,,: particapion of private businessmen to mbrket non-injectal,:~ 
veterinary supplies. The animal feed equipment and bonemeal machinery relate 
very closely wjth the activities of the Livestock Marketing and Health 
Project. This is one area wherc the 1,ivestock Project might have utilized 
tlce c~P-findnced resources of the privatc~ import~r to fulfill its ot>jcctives 
of inc~rporati..~~ private enterprise into the livestock sector. 

( 3 )  Water Extraction and lll_stribution Inputs: The CTP fina.;ced 
privat.~ import: of water pum()s, steel casing, screens, and spare parts for 
drilling riqs. The imports complemented the inputs provided ~~nder the 
Comprehen~ ~v t .  Groundwater Project and the Bay Region Aqricul tural D?v~!n;~m-~nt 
Prolects. Thic is one area where the Mission with technical assist.anl:e f r r ~ m  
LRII developed a plan to util ixe the privat-e sector, which had been 
c~nSidpri!~,ly strenthened through the ClP, in Somalia's water develop~~~r~~t 
proqrac~s. Witb, the closure of the CIP 111 and its at~i11t.y to support the 
fore~qn exchant?~ reqllirement? of the plan, it has been put on tt11. shelf. 
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( 4 )  Health Supplies: The ClPs helped to establish privately 
owned ancillary health facilities including a medical testing laboratory and 

. optical lens grinding and sale:; of eyeglasses business. These types of 
services are in the same sectors as the Primary Health Project and the Family 
Health Services Project althouqh not closely related. It would appear, 
however, that these private services might have some -ia?ue as a model to USATD 
financed health projects on how private sector participation could he 
increased in the health sector. 

In summary, while the Mission made a great dt,al of proqress in 'strengthening' 
the private sector through the CJP, it misseo several opportunities to utilize 
this new strength in some of i t  own financed development projects. 

V. J,ESSOI.IS LEAHIJED FRWi CIP I1 A l J l )  CIP 1 I I 

A .  The Use of Condition.~lit;r 

A CID mocl~anism can he used t11 pronote economic reform: in the Somali 
cnr:-xt. In the case of CIP I1 and 111, a numher of significant policy 
r *  lclrrns have been enrouragerj, most ncrtahly in the areas ot (a) reauction of 
government employment, (b) introduction of efficient import proc.<..,d:i.! , e.g., 
the ' , ' f  import licensing, and (c) the es~dl~lishrrent of private trade 
orqanixations. More mndest gains were achieved in encouraqinq stahlilization 
throuqtl support of IMF aareemt?!its, producing a revised foreiqn investment 
code, and rationalizing parastatal enterprise. Notable failures consisted of 
(a) ent~~~nrcnent of civil service motivation through the provision of greater 
inc:entives, ( t - 1 )  removal of the export monopolies on bananas, hides A n , :  shins, 
and frank~nrense and myrrh, and (c) the establishment of a private bank. In 
part, the failures can t ) ~  attrihuted to the highly ambitious policy dialogue. 
There wore simply too many cond~tione precedent and coq::nants. 

Clearly, the arras in w t ~ i c l ~  WP artii~ved the qreatest economic policy advances 
were those where WQ took a 'hands-on' 3pproach. The sltu:ess achieved in 
encouraginq t.he GSnR to reduce the siif? of the civil svrvice is probably the 
best exao1)Ie. USAID was out f i -ont  on 1 n~~~lti-donor supported effort to 
ratiu11~;.2e the size of the public sector. A product or this exercise was a 
C ~ v i l  Service Report. Wti~lc the GSDR has been unahle t n  implement the salary 
increases cal led for in the report because it simply does nn: have the mi: ?: I ,  

it has heen at~la to reduce the numher of civil servants by 3,OOU each year in 
19Y5 and 1986, adopt in 1985 a policy of not replacing retired emplnyees, azd 
ah01 1 > : I  the practice of automatic employment for all hi,lh school leavers. 
Al~(-l'!ier qood example is the spade wc.~rk. initiated in set~ing the stage for an 
art~ve private sector Chamher of Commerce. In both caccs, the suklstantial 
'hanti ! >o i . i i  ng' paid handsom? dividends. 
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On the other hand, in those areas where a notable lack of success was 
. reported, e.g., export monopolies and private banking, strong vested economic 

and political groups were well entrenched. In the case of bananas, there is 
involvement of a parastatal and an Italian conglomerate, in addition to 
complexities rc!ated to relations with the former 83ther country. The Somali 

. Leather Agency, as a parastatal, has exclusive export rights for hides and 
skins. As for a private bank, it would have to knock heads with the 
GSDR-owned Commercial and Savings Bank of Somalia -- the only commercial bank 
now operating in Somalia. Significant policy dialogue resources would have to 
en~ployerl if headway were to be made in dislodging these strong, vested 
interests. 

i3. Using ClPs for Private Sector ~evelopment 

Althnliqh thc '1 PF mad? con~iderahle proqress in strengt henino t_ he private 
s-rtor the Miss~on could have done nor? and, perhaps azJre importantly, rill : :-;ti 
s~veral k-y o1)prbr tun1 t ies for increasing private :;ectc.r participation in 
Somalia's development. 

l'tlr. C I P  moctlan~ S I I I  dops a nulnhcr of things very well. ~'I I c .  in~l~or tance of 
foreign exchange made available to the private sector through the CIP cannot 
he ov~rstated. There has been no other official source ot foreian exchanqe 
for private importers to use (CIP I11 predates the GSDR Auction). The CIP 
mechanism has al:=o heen very effective in opening up new areas of imports 
which had been previously the strict reserve of the Gov/ernment. CIP 11 and 
111 firmly established agriculutal inputs, agricultural tractor and 
irnpl~m-ntc, vehicle spare parts, tires and tubes, animal medicines, sewing 
machines and yarns, and construction materials as legitimate areas for private 
importers. Another important impact of the CIP's has been its success in 
f inancjng new a~~~icultual processing and nanufacturing busin-sses. While 
there are no firm quantitative estimates of production and employment 
Increases attrihutahle to the CIP there a nuneous anecdotal examples above 
which clearly illustrate the impact of the CIP in these arsas. The CIPs haJe 
also been very c.fCective in introducing Somalia to new trajing partners. 

The sffect.ivcness of CIP I1 and TI1 as a mechanism for promoting policy 
reforms t w r ~ ~ f  icial to the pr lvate sector has been mixed. Although the cIP 
docum~n'~ anticipated several GSDR policy reforms which would increase private 
s P i  r or participation in the economy, very little proqress was made on any of 
these. The general poor performance in achieving policy reforms related to 
the priva?~ Sect~jr can he explained by two tactors. First: there is a real 
relucta~~rn on t h ~  part of the GSDR in relinquishing its cot~trol of the 
economy, and any policy reform related to the private sector needs a great. 
deal of prior co~!sul tation and clear understanrli ng by both parties on I!IW  
tllc..-a reforms COlild be implemented. Second, there were proha1)ly ton many 
policy reforms tied to a single program(s). 
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Even when unexpected emergencies arise, additional allocations to the public 
sector should be scrgtinized for their impact on the private sector and in 
relation to the objectives and covenants established in the project 
documents. The Mission missed oppsrtunities for getting tt~e types of private 
sector part icpation in the economy implied in the project ddcuments. Two 
instances stand out clearly. The first was the public sector purchase of 
petroleum. This purchase stood in stark contrast to the Grant Agreement. which 
covenanted the GSDR to allow private participation in the market for petroleum 
products. Even if the Mission was concerned about quick disbursement for 
halance uf payments support it could have been more insi~t.ent about using 
private mark<-* irlq arrangements for the petroleum deal. After $17 million of 
pot roleum purc:l~ases under the CIPs GSDP pol icies with respect to private 
soctc.! involvsm~nt in the markets for petroleum markets have not r-hanged at 
all. Allother similar situation arose when CIP 11 financing was useo L o  permit 
the GSDR to pay PL 4811 freight charges instead of using private sector 
f a .  'I'his act-ion seriously setback efforts to eliminate foreign 
oxchanae costs in the qovernment I,udac!t hy transferring t h w n  to the private 
sector. Finally, thsre were prob;rbly opportunities to utij Lze the private 
sector businesses supported tly the CIP in other USAID financed project 
art !,:i t.ies. 

U!lj lrl set tin? targets for allocations between private and puhl ic sectors 
estah1i.chp.s an intent, based upon CIP 11 ana I11 experience there is a clear 
i d e a  h w  zrbitrary these figures can be. The overall impact of the CIPs on 
the private sector was reduced hy the £art that the allocations to the private 
s n r l o r  verr only a little more than one half of the amount anticipated !I) the 
proler! cjlll:i~i~~ents. In the end, the need to provide a quick inf u . -  lt.)n of 
forei an exct1,inye to ease Soma1 ia ' s  balanc~ of payments dif f icul tl c>.c proved to 
Lo much more important to the GSDR and the Mission than the private sector 
>t)jert.i ve. Perhaps this was most clear1 y i I lustrated hy the massive petroleum 
p.lrc!~aSes financed under CIP 1 1 1 .  In early 1986, with disbursement under t!?- 

CIP Iegainq, $8.2 nilllon of CTP financina was transferred from the private 
zector a1 Inration to the puhlic sector. 

Il~thods of ucing local currency tc. s~~pport: private sector should he explored. 
bocal currency generated under the CIP I1 and 111 have beev used very little 
for t-he artivities directly related to the private sector. 

C. Streamlining CIP Procedures 

dhile there are bottlenecks in the CIP procedures, they prirtcipally affect the 
suppl iprs ml~rh more than the importers. The in-country prc::edureq alt.hough 
ei~llorate, are established to maintain fairness in the system. The 
pff*rtivenpps of the CIP system in attracting the participation ot 'all the 
srjt),I  idea^' uf Somali importers depends upon their perception that the CIP 
v 1 1 ;  r . t . . c -  them a 'fair shake'. These elaborate procedures work smoott~iy and 
efficier~t ly hecar~se they are supported by the full time setvices 01 a l , ! ~ h l l ~  
(. ,,.. ,. ,. , , ., P,anagement Offjro!. St~ppliers, especially from ci~veloping 

countrlb. , face numerous requirements associated with AID H ~ g u l a t l ~ r l  1, 
!;i t~hout prior experience with this Re~ulation or access to someone w k : ~  Can 
interpret its information for them. The opportunities for streanillning CIP 

proredures are those associated with suppliers payment documents and freigtlt 
shipment. 
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A copy of Form 282 should be siqned only by the supplier. The purposebf Form 
282 is to allow the U.S. Government to collect for overcharging. Preeently 

- both the supplier, the master of the shipping vessel or ehipping agent, and 
t t i t  insurance aqent are required to sign Form 282. The basis for requesting 
that the supplier Sc the only responsible party is the fact that the eupplier . . -  
accrl~ts t ~ , e  quotes for the freight and ineurance charqts as part of his/her 
quotation. Since this is a aqency wide regulation the Hiesion would be 
required to neqotiate this chanqe vith AID/Washington SEH/OY. 

Form 11 should t)e omitted from the required payment documents or at least 
re-routed to go from AID/Washinqton to the U.S. Bank. The purpoee and the 
problem.? associated with Form 11 are outlined in Section E 2 (dl. While the 
best casp rrenario is to eliminate it from the required payment document it is 
ancther part of AID Regulation which may prove resistant to change. If AID/W 
after u i - .  !rig it.+ apl.)roval, sent the Form to the U.S. bank, one entire step, 
m0a:cr.i: in thousands of miles, is eliminated. 

A blanket waiver for non-availability of U.S. bottoms sho:~ld be issued for - 
areas that are not serviced by U.S. flag. These area!: would include South and 
F.a.ct A s i a .  This would save the Mission and suppliers a great deal *.imp in 
ro~2~sting AID/Washington for a waiver for each transaction. 

D. Encouraging-U.S. Exports 

The poor representation of U.S. suppliers in the CIPs calls for a 
reexamination of the opportunities for U.S. manufactured products and raw 
material' in Somalia. Only $6.5 million out of the $43 million provided by 
CII' : :  hr,d 111 originated in the U.S. Of this $3.7 was tied to the U.S. 
sll~ppinq of PL 481) products. Some of the reasons for the low U.S. 
partic~i1ation is highlighted in Section III.E.2(f on page 33. 

Onre i t  is allparent chat- U.S. supllliers are not responoing to requests for 
them to participate in the USA111 financed CIP, options should be explored to 
incrpa.ce U.S. ProcurernPnt. I~l~ally, this would be done at the design stage or 
latcsr i f  necessary. :;om- of the options which could be iwplemvnted include, 
but are not limited t o ,  the following: 

-uFina a trade mission of U.S. businessmen, familiar with sraall 
busin+:.xes in the areas ot agricultual processing and small scale 
manufacturing, to identify products in Somalia which could be supplied 
from the U.S. market; 

-expanding the ctligibility of items which can be CIP fina1)cea to include 
a r 0 a . c  where the U.S. is more competitive such as food, paper products, 
and raw mate ria?^ such as cotton; 

-althouqh not desirable, earmarking a certain portion of the CIP for U.S. 
procurement on1 y . 
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ANNEX 1 
SCOPE OF WORK 

FOR ?'HE EVALUATIOIJ OF 
COMMODITY IHPOHT PROGAMS 11 AND I1 I 

(649-k-603 and 649-h-604) 

A. BACKGROUND TO THE EVALUATION 

Since 1982, USAID/Somalia has implemented three Cornmodity Import Proqrams 
(CJPs). The first CIP for FY 1982 was evaluated in April 1984. The Commodity 
Imrlort Proqrams for FY 1 9 8 3  and F'L' 1984 have now been fully dishursed and 
USlrlD intends to review the performance of these programs. As the tine arid 
resources for this evaluation are limited, the evaluation team should be 
selective in its research and its reporting to the Mission, focusing in 
particular on key  impacts. 

1'11~ purpose of t t le  evaluat inn i !; tc. mea.c.ure the ef f ectj VF.IIFSS and the 
clffiri61,cy of tho FY 1984 anrj Fr '  1985 Commodity Import Programs as mechanisms 
for U.S. dov~lopmant assistance. 

C. STATEMENT OF WORK 

1.Assess the macroeconomic imparts of the CJPs in Somalia. Particular 
emphasis should be placed on the analysis of CIPs effect: on Somalia's balance 
nf paylllent.s, foreign exchange reserves, economic growth, imports, consumption 
~ d ; r ~ : c > r l ~ ! : ,  and U.S. share of the market. (Harrison) 

,!.hn,,]y7.0 I hr,  i n ~ i ~ ; l r l . s  nf the CIPF on ;)rivate sector growtl~ and (levelpment. In 
n a r t  111c1;tr, not- 1-t~anoes in production, productivity, exports and employn~ent 
r ~ . ~ t  result~rl ~ r o n ~  CIP colnrl, ;.:ies.(Jeffers/l'ani) 

3. Aasad on the experience of CIP I1 hild 11 1, assess the CIP assisthr.:e node 
in terms of encouraging economic rerormF and facilitatincl policy dialogue. 
Spoci f i cal ly, relate the inti t.ia.1 condi t.lons precendent atnd covenants to t t ,e  
economic reform programs which have been implemented.lHa:rison) 

4. Assess tho d~velopmclntal iritpact of the CIPs with respect to public sector 
development programs. Analyze the impact of both the foreign exchange and 
lorijl 1:,1r rrncy resources made avai lahle to puhl ic sector through the CIPs. 
(McPhie) 

5. Examine the management of the CIPs with respect to the size and composition 
of support staff, complexity of tasks, and total time required to support the 
proqrar:.-. (,Jef fers/l'ani 

6. Rased upon the findings in 1-5 above, assess the appropriateness of the 
CIP's for Somalia and document any 'lessons learned'. 
(.leffer~'Tani/tiarrison/McPhie) 
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. T h e  team should work cooppratively in completion of thv statement of work. 
Given time constraints, it is recommended that the teain internally determine a 
division of labor appropriate to the skills of the individual team member, 
each working on a specific aspect. 

As time allows, the team should cover as much of the Statement of Work a s  
possible. Particular emphasis should be placed on documenting the impacts of 
the CI; 's (as outlined in points 4 and 5 of the Statement ot Work). In 
addressing private sector i~npacts, the team should visit selected private 
sectrlr C I P  1v.nPficiarjes to assess the appropriate use of commodities received 
a s  ~ ~ 1 1  as document private sector opinions on and reactions to CIP 
experiences. 

E. REPORTS ----- -- 

Tnc: t e a m ' s  reisor t s ! , o u l d  he conci se ana focused. The relor t should emphasize - 

kev factors in the desiun and implementation of ClPs '.hat have lea to key 
Imilarts (or, if appcopriat-, lack of impacts). 
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