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ACTION MEMORANDOf FOR THE. ASSI\3T~ ADMINISTRATOR EOR AFRICA 
;)W~'''''-4 

FROM: AAAI AFR/D~ n.' Koehring " 

SUBJECT: SomsJ.ia - Grai;n Transport Grant 649-0117 

Problem: Your appi~oval :i.E' required to eY'acute d. $S million grant from 
"the EconoD',ic Support Fund to the GoverY'lU1eD,t of Somalia (GSDR) to finance 
:clcean tra'ilsport of 'Urgently -required i .... od 2ra~.ns for indi2enous and 

"retugee populations. 

',Discussion: A pro'gram grAnt tc; the ';SDR is plvposeri in the amount of 
$5 million for obligation in FY 198C to be financed by Economic Support 

. Fund appropriations. The grant will provide for budgetary support to 
'enable the GSDR to finance the ocean transport of urgently required food 
2rains for both indigenous and refugee populations. 

, , 

"Somalia's current economic' and financial difficulties ~ave largely 
resulted .LLUm a rapid expansion in government expendit1,res to provide 
for the victims of a severe drought. (1973-1975), to finance major d~velop­

,ment proj ects, aL'd, in 1977-1978. to meet the exi.genc :.es of a major border 
:conflict with the country's western neighbor. The ~'.'ought. and later, 
inadequate producer prices,adversely affected the volume of exports of 

-livestock afid b3nanas, which together account for ov~r 90 percent of total 
exports. Moreover, inanequate producer prices advers~ly affected output 
of food crops, necessitating largp. food imports. The reslllt~ng pressures 

:on the balance of payments and domestic prices were, until 1978. masked 
,by large inflows of official aid, but have since ' become apparent with the 
'sharp decline in such assistance. 

Somalia's performance since January 1980 has ~een dominated by an unexpect~d 
°1ntensif;.cation of the refuge~ probleI'! associated with the border cC'uflict. 
DuriY':' the last quart,~r of 1979 and the fi=st quarter of 1980, there was a 
massive inflow of refugees fro~ the Ogaden region on Somali&'s western 
border tvith Ethiopia. By mid-June 1980, the estimated refugee inflow 
accounted for ,Ilbout a third of the total Somali population -- comprising 
700.000 perl30ns in refugee camps and an adr:.iticmal one million pE!rSOnS 
already ab~orbed into Somali society. Thus, notwithstanding f~=~ign 
bilateral and m~ltilateral aid~ Somalia's internal and external financial 
resourr.es have been severely s\'rained. For caler-dar 1979. the overall 
balance of payments deficit was larger than projected by the IMF, the 
fiscal situation more difficult, and domestic inflation higher. 

As pointed out in FY 82 CDSS for "omalia, the Mission considers it 
essential to move toward a program which addresses Somalia's financial 
contrai,nts. The GSDR deficit in the current account has been increasing 
steadily to a level of 814 million shillings in 1979, despite its tight 
fiscel policy with regard to salaries and heavy contributions to the 
development Dudget"by, othp.r .donors. TI1F proposals ° concerning devaluatio.n 
and stabilization reforLOs will have 'both direct and indirect effects 
or. the budget as the Government attempts tOo maintain' stability during thEl 
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difficult first years of the reform program. The present_AID project 
portfolio will have a long run effect on the financial situation as 
agricultural production increases reducing imports, and livestock 
production increases to provide additional foreigu exchange earning6 from 
e.xports. However, the current need for foreign exchange support is 
critical, and action must be taken immediately to help Somalia rea~h the 
point where some of the objer.tives of current projects can be realized. 

The GSDR has made a concerted attempt to promote social and economic 
development usin6 its own resources. It has revised its public finance 
structure by decreasing salaries of governmant employees a~d revising 
and modifying ,the tax structure. Along with the IMF, the GSDR is review­
ing agricultural price policies. Pivotal to a reorientation of the 
government's development strategy is also the question of ~onetary reform, 
linked to the realignment of Somali Shilling to other internetional 
curr~ncies. Dependence on Central Bank financing must be reduced as 
domestic expenditures continue to outstrip revenues with inflationary results. 

The proposed program grant, by financing the ocean transport of FY 1980 
1'L 480 Title I food grains,' will make possible: the provision of 60,000 
metric tons of food grains to Somalia's rural and urban poor as well a~ 
to refugees. The propose.d grant, covering a o:\e-year period with $5 
mi11io!!. scheduled for obl1,gation by September 2~" 1980, will assist the 
GSDR to maintain economic stability. All proceeds from the sale of these 
grains, beyond the acquisit:f.on costs, will be deposited in the special 
Title I ac:count to be used fer such purposes as agreed upon by AID and the 
GSDR. 

Cownittee Action and Congress tonal Apprisement 

The Project Re'lliew has considered this proj ect and has recou:mended e.pprova1 
pet:ding the resolution of severa,'.L minor issues. Revisions lWere subsequently 
received and the project was reviewed again. Full approval was recommended 
at an ECPR chaired by the DAA/AFR on September 23, 1980. The Congressional 
N,')tification was transmitted to Congress on September 12, 1980 and the 
15 day ~aiting period expires September 26, 1980. Under the human rights 
project revi~w procedures for 1980, all ongoing and new projects for Somalia 
have been approved. 

Environmental Analysis 

In accordance with AID Regulation 16, paragraph 216-2{F) and (G), a negative 
detert!lination is app'l'"opriate l'egarding the environmental icpact of the 
grant. Since the grant will be used for shipping food grains with limited 
environmental effects, an environmental assessment or environmental impact 
statement is not required. A negative determination is therefore recommended. 
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Implementation Plan 

The Grant Agreement will be signed in Washington on September 29, 1980 
between the Government of Somalia (GSDR) and AID. Standard Form ~034, a 
Public Voucher for Purchases and Services oth;.r than Personal, will then 
be executed and the funds deposited in the GSDR's freight account at the 
Irving Trust Bank in New York. Upon deposit of the funds in the account, 
a letter of credit w:'~l be issued against which payment of freight cba:"~2;s 
for the grain shipments will be made. 

Reco~endation= That you sign the attached lEE recommending a Negative 
Determination, (Tt~ .' ,and sign the attached PAAD (TAB B), thereby 
authorizing the propoue~ project. 

Attachments: 

A. PAAD 
B. Initial Environmental Examination 

Clearances: 
AFR/DR/EAP, Scole.-~ \< 
AFR/DR, NCohen (~t::I \";-{~ 
AFR/EA, CCarr_ (braftY 
A-T:R/EA, RHynes Draft) 
Ge/ dFR, GLecce 
AFR/DP, JMarti-n~D'fi!'r""a-f:-t=tf-= 
AFR/DR/ARD, PRussell (Draft) 
AFR/DR/SDP, BBoyd (Draft) 
AFR/DP, SLiapis (Draft) 
SER/COM/ALI, PHagan (Info)_ 
PDC/FFP. RGold (Draft) 
DAA/ AF:~:WHNorth 

~-----

Drafted:AFR/DR/EAP,SM~:dPh:9/22/80:X28286 



I. Summary and Recommendations 

JJ.. Problem 

Somalia 1s included in the U.N. RegIster of the wO't'ld's lea9t 
developed countries. In the best of ti'1les it has diff!-culty 
mobilizinJ~ the natural and financial resou!'ces req'uired to 
sustain :~ts population and support a meaningful develop'J1ent 
program. In recent years, it bas had increasing diific.ulty in 
covering its budgetary and for~ign exchange deficits without 
exte:rnal financial assistance. At the same time i tb~ structure 
of Scnnalia's balance of payments has been weak lind dete~iorating. 
Unt~l 1978, however, this underlying weakness was Vu'gely masked 
by substanti.al inflotJs of external assistance which allowed for 
a small overall bala?:\ce of payment£. surpb.s anf) an accumulation 
of r~uerves. By 19~9, official inflows of payments ~egistered 
a deficit of $43 mJ~lion, an amount ~qual to 38 percent of that 
year's exports. 

A recent IMF mission to Somalia has estimat~d that in 1980 some 
$100 million in official flows will be required in addition to 
the $28 million to be prov~l.ded throu&h the IMF. Such a level of 
assistance ~l not allow for any accumulation of foreign exchange 
rese't'Ves, nor will it allow for any real ~rowth in the Somali 
economy in per capita terms,. 

Somalia's economic problems, dif f icul t' in, and of themsel'V,'es, are 
being compounded by the refuE,ee problf'lU. Approximately 1.4 million 
refugees have fled to Somalia from southern and eastern Eth~opia 
during the past two years. Somalia,'one of the poorest countries 
in the world, has taken on the task of housing and caring for 
approximately 700,000 o~ these refugees. In ~jdition, an~ther 
500,000-700»000 are outside the refugee camps and are struggling 
to stay alive in Somalia's arid countryside. The refugee influx 
is not expected to diminish in the near future and has already 
increased the country's population by 25 percent. 

It is est~ated that ,the SCillali Government is cu.r,rently.spending 
$100,000 to $200,000 a day out of its own resources on these 
refug(;3S. This amounts to over 10 percent of its total national 
budget. Furthermore, given the fact that most of the refugees will 
be unable to return to Ethiopia, Somalia will have to absor.b not 
ouly short-term maintenance costs, but also the longer term invest­
ment costs associated with their absorption into the Somali economy. 

Despite increasing levels of international assistance for the 
refugees, the refugee problem has created such a drain on GSDR 
resources, both domestic and foreign, that by the sp.ing of 1980 
Somalia's foreign exchange reserves had fallun to the equivalent 
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of t~o weeks impc~ts. The Central Bank also reported that Somalia's 
c"-ude oil :iI!lports alone require -$T million ev~ry' twenty days and 
tha t vir'cually all of the country's foreign exchange: -:arnings are 
mortgaged for the payment of ::.ts petroleum import bill. 

The chronic ·.shortage of foreign exchange recently reached a 
critical point. The GSDR is faced with ha·.~ing to finance the 
ocean transportation for 60,000 metric tons of food grains which 
the GSDR wished to purchase" f~~anced by an FY 1980 PL 480 Title I 
credit of $17.7 million. Wit!, principal exports of bananas and 
livestock, Somalia is dependent upon foreign producers for pro­
viding its basic food grains. Ocean frLight. though, for these 
grains ~l cost a.little over $5 million, an amount the GSDR is 
unable to finance. 

B. U.S. Response 

A program grant is proposed in the amount of $5 million for 
obligation ia FY 1980 to be financed by Econo~ic Support Fund 
.appropriations. The grant will provide for budgetary support tr) 
enable the CSDR to finance the ocean transport of urgently required 
food grains for both indigenous and refugee populations. 

The prop~sed AID-grant'covers a on~-year period with $5 million 
scheduled for obligation by September 25, 1980.' This assistance 
will mak~ possible the provision of 60,000 metric, tons of food 
grains to rural and urban poo~ as well, as to ,refugees, by financing 
the ocean transport of FY 1980 PL 480 Title I food grains. All 
proceeds f.ro~ the sale o~ thcse ~rains, hcyonn thc acqu~s1t1on 
~osts, \dll he ~e~osite/:l in the s?ccin.l ~itle I C\ccOtl.'~ to be 
unc.l for such p~ses at; agree" upon by ruT) ann the G~Dn. 

c. 'Recommendations 

USAID/Somalia recommends that a five million dollar ($5,000,000) 
grant from FY 1980 '~conomic Support Funds be authorized to the 
,Government of the ~omali Democratic Republic (GSDR) for financing 
the ocean transpol't of urgently required food grains for indigenous 
~nd refugee populations" subje,' t. to the following provisions: 

- Shipment will be on U.S. flag vessels to the extent such vessels 
are available. If U.S. flag vessels are not available, shipment 
may be on flag vessels of any Code 899 country. 

- Such other terms and conditions as AID may deem advisable. 

Environmental Analysis 

In accordance with AID Regulation 16, Paragraph 2l6-2(F) and (G), 
a negative determination is appropriate regarding the environmental 
impact of this grapt. Since the grant will be used for shipping of 
food grains with ltmit~9 environmental effects, an environmental 
assessment or environmental impact statement is not required. A 
negative determination is, therefore, recommended. 



- 3 -

II. Speci~l U.S. Interests 

Somalia is a key country for u.S. policy in East Afri~~. The U.S. 
has a strong interest in the peace and stability of the Horn of Africa 
and in its freedom from foreign domination. In this connection, "thr 
U.S. is conce~ned about the security~ political independence. and 
territor~al integrity of Somalia. 

Over the past two years, U.S.-Somalia relations ha~e improved sign1fi­
cautly as Somalia ha~ tak~n a more moderate stand on international 
issues. The Government of Somalia supports the Egyptian-Israeli treat, 
as an importa~t first step toward a comprehensive Mid-East peace. In 
-addition, since late 1978 the Somali" ports of Mogadishu and Berbera 
have been available to U.S. Navy ship~ deploYf:d in the northl,rest I'ldiall 
Ocean, the Gulf of Aden, and the Arabian Sea. Somalia's gEographical 
location in the Horn region is thus of strategic ~portance to the 
United States. " 

The U.S. and S~alia are now entering a new phase in their relationship 
The relationship stems from a shared view of some of "the dangers the 
two countries face in the Indian Ocean area," "a determination to meet 
the challenge of.Soviet aggression and" a mutual r~cognitio~ of the 
contribution a_supportive relationship "makes to the peaceand security 
of the regi:m. 

~ the context of this new cooperative relationship, the U.S~ attaches 
high 'priority to assisting the development of the Somali economy" in 
order to provide a better life for the Somali population. In"this 
regard, the U."S. coid program has grow rapid:'..y in the past few years, , 
focusing on development of agriculture aud r,:lOgeland management 
techniques, health care, refugee relief and nF,trition. AID "plans 
to seek nearly $53 million over the next two years for the Somali 
bilateral'development assistance and food aid program. In addition, 
the U.S. has donated over $50 millio~ in money, iood, and relief 
supplies to assist the refugees presently iIi Somalia. The $5 million 
EFS grant for the transport of food grains would further demonstrate 
U.S. willingness to assist Somali economic development, as well as 
indicate to the Somali Government that the U.S. is interested in a 

.closer overall relationship, within the framework of our Indian.Ocean 
strategy. 

III. Economic Analysis 

A. Background 

Somalia, designated one o~ the 28 least developed countries by the 
y.~., is .~~cated ~~, the Eastern Horn of Africa~ A population of 
some 3.5 million reside in its 647,OOO-square kilometers. Over 
80% of the population ~s directly involved in agriculture with 
some 40% being cultivators. " 
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The economy of th2 country relies heavily on the primary sector~ 
particularly agricu1tur~ and livestock. The mainstays of its 
exports have traditionally beF!n lives;:ock (84%), an:l bananas {lOt). 
The count~ has been in a tooa deficit position for many years with 
forr? imports amounting to over 20% of total imports. These food 
imports meet 30% t)f Somalia t ~~ ,food requirements. 

Th~ private sector in agriculture is dominated by small t:Oubsistence 
farms ~hich, in aggregate, account for 80% of the cereals and oils,ed 
production of the country. Typically, the private small farme.rs are 
producing for subsistence with a small marketable surplus to ~rovide 
fl~~ purchased necessit',ies. At present, less than 1% of the 
f,o-centially cultivable land is under cultivation. Yields are very 
low and technologies utilized are primitive. Over the past 10 'yeartl 
the small farmer ~egment has ta~~n a back seat to capital inte~sive, 
semi-industrialized agriculture undertaken OD State farms. The 
government has now recognized this imbalance a.>d is planning to 
devote greater resources to the small farmer segment. 

Livestock production is the most important industry in SomalL,. 
Over two-thirds cf the population is engaged in transhumant grazing 
of livestock in the rangelands. Livestock production contributes 
'about '75-80 percent of total foreign eXchange earnings through 
export of live ani!:1als. and animal p,re;,duc ts. Over the. three-year 

.period, 1974'":"1976, an average of 1.5 million live ariimals were, 
exported annually, of which 57 percent were sheep, 38 percent were 
go~ts, while cattle and camels accou~te4 for ~per~~nt and 2 percent 
respectively. 

B. Recent Developments 

Somalia's current economic and financial difficulties have largely 
resulted from a rapid exPansion in government expenditures to provide 
for the victims of a severe drought (1973-1975), to finance major 
development projects, and, in 1977-1978, to meet the exigencies of 
a major border conflict with the country's western neighbor. The 
drought, and later, inadequate producer prices, adversely affected 
the volume of exports of livf.\stock and bananas, which together 
account for over 90 percent. of total exports. Moreover, inadequate 
producer prices adversely affected output of food crops, necessitating 
large food tmports. The resulting pressures on the balance of payments 
and domestic prices were, until 1978, masked by large inflows of 
official aid, but have since become apparent with the sharp decline 
in such assi3t.a!",ce. 

Somalia's performance since January 1980 has been dominated by an 
unexpected intensification of the refugee problem associated with 
the border conflict. During the last quarter of 1979 and the first 
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oua~ter of i980, there was a massi~e inflow of refugees from the 
Ogaden region on SomaJ.i~' s weste:rn border with Ethiopia. By mid­
Jl1n!! 1980, the est:i!Ilat~d refugee infl~w accounted for about a third 
of the total Somali population -- comprising 700,000 persons in 
refugee camps and an additional one million per~ons'llready absorbed 
into Somali society. Thus, notwithstanding foreign bilateral and 
multilateral aid, S~malia's internal and external financial 
resources have beell severely strained. For calendar 1919 11 the 
overaLl bal'nce of payments 1~ficit was larger than projected by 
the IMF~ the fiscal situation more diffi~ult, and domestic inflation 
highe-.;;. 

1. i~a]~cp., of PyaI!1ents Deficit 

SomalLa'a e~cernal payments position, aIr ~ady difficult at the 
time of the negotiation of the IMF credit :ranche standby 
arrange~ent in November 1979. deteriorateJ further toward the 
~d of 1979 and has improved. only moderately during the first 
five m(Jnths of 1980. In 1979, reflecting partly the massive' 
import of food, c~othing, medical supplies and other refugee 
requirements, the value of imports rose by 43 percent to SDR 
305 mi.llion (,+able 1) •. By contrast, the value. of expqrts 
decli~ed by 6 perce~t to.SDR 82 million, mainly because of a 
fall in the vol~e of livestock exports. The deficit o~ the 
service account more ,than' doubled~ and private unrequitad 
transfers fell by more than be-If. Accordingly, despita a' 
doubling of official uurequi~3d receipts, the current account 
deficit tr~pled to a record 3DR 159 million. Official loan 
recipts, mainly concessionary, were slightly higher than in the 
prf~ious year and net foreign assets of the commercial bank 
del:lined by some SDR 11 million. Nevertheless', the overall 
~~lanced of payments deficit (excluding gold revaluation adjust~ 
-~ent) reached a record SDR 68 million, or more than double the 
projected'deficit at the time of 'the negotiation of the IMF ' 
stand-by arrang~ent in November 1979. Consequently, the level 
of gross official foreign reserves fell'from SDR 99.2 million 
a~ the end of 1978 to SDR 38.5 million at end-1919, equivalent 
t·.) seven weeks of 1979 imports. 

During the first five months of 1980, the external :,ayments 
position improved, mainly due to receipts of official foreign 
aid in cash-and-kind. Although imports continued at a high 
level, a substantial part of this was in the form of aid in-kind. 
Export receipts were about the same level a~ in the corresponding 
period of 1919, as gains in non-livestock exports were offset 
by a fall in the volume of livestock exports, accounting for 
84 percent of all exports, due to adverse weather conditions. 
The balance of pa~ents is thus expected to deteriorate during 
'the course of 1980 with no significant increase in exports 
foreseen. .~ 
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1980 

1978 1979 rroj. Rev. Proj. 

Govd~ an·! services (rie::) 

i.i "':!1:: ~ack 
.53:la:'lC:s 

!=?orts. c. i. f 
I'rani:'o va1uta 

Ser.:ices (net) 

~~reqcite~ transfers (net) 
Gcve~~:-.:·::nt 

Pti,,'~t;c 

C'..!:T-a:!: ACeO'Jilt balance 

Pri,\,2~e 

Co=:.e:-:ial bank 
"i'rus r; ?\v j loan 

Errors 2~J o~issions (net) 

o-... e=~ll biii.a.lI:e. surp! us 
or cefi=:t (-) 

Change in net official ass,~t;s ~, 
(increase = -) 

!'t;!~or2:1:b::! 1 terns,: 
Gre:: '. c-fficicJ.l resE'Y",·o?S. 

In =illions of 3U~~ 
!n n\!::,,~c=r of IJor.th' s 

n~n-fr3nco '\'alu~a 

ir-?orts, c.i~~ 

-136.3 
-132.4 

87.4 
72.4 
7.5 

-219.8 
-60.6 
-3.9 

84.4 
22:1 

62.3 

-51.9 

52.2 
(,2.6 

0.2 
-10.6 

-1.0 

-0.7 

0.7 

99.2 

7.5 

.:!R.C' ::1,25.7 -187.8 
-223.0 -CJa.9 ,2..1 -177.9 

82.1 9~.5 .n.1 
se.3 ir..~ €S.3 

9.0 8.8 10.0 
-305.0 -1~,~.4 ~./ -270.6 
-25.7 -.24.7 
-9.0 -6.3 -9.9 

n .. 7 49.9 3/ 84.0 ---- --4B.!) -45.u 55.6 
27.8 loQ .3} 2B.4 

-]59.2 -55.B ~103.8 

. 7~. 7 37.3 91.) --- -----. 
V fjO.3 64.8 .:;1. 3 

3.0 
}-~ .2 10.9 
10.2 11.0 

2.5 __ 2.5 2.S 

10.1 --- ----

_67.9 -l".C -10.0 ----- _.-

67.9 _16.Q. 10.0 

38.S 43.6 61.5 

1.7 2.6 3.0 

---..-..-------------------
So\!rcp~: Datn pro\'itled bi' the !icli:i.:11i nulhol'1tic~; IMF stOlfi estim:ltes. 

l' C·.lli· .. .-::.'ted fro!!! SO:;:31i shill in;:r. ir:to r.O!:s lIs'in~. the fcJ 10\;"111f, pe:~'1nd 
aw",ral;t: (:··::h,1a~~ rae'::'>: 1978. !:.J. ~j!l. 7.R/H) :: SDR 1; 1979, So. She 8:1)31 
SfiRl: ~nd 1~80. ,So.' -5:'. 8.{)9J9 = SOl{ 1. R!!scrn! elatet al~ C~.l1vc ... ted at end 
p~ci'J:! r:-!L::>. 

':!! r·.·~1.·;~.:!;; f:-ar.:':o ·::11'.l~n it::?~.:"'tr, C!lld offir.i-ol1 lO:lOS in-l:illd. 
3'/ E:·:chHio.!s thc-(::;t;i·.:~!,;n~ \-.!- fr~llco \i,l!'Jt:l ;::!Forrs. 
--, ft~ . , . ,:-',".----
l. r;:·:::lll'~i!!i c .Cl::: ... !".U~5 'l.n ... H~I,. 
11 r.:·.~ll!';'-'s Vi1!u .. ti~m C!~ju!':tr.;~nt (){ ",onc~arj· t:oll1. 
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2. Fiscal P~rformance 

The rE:!fugee p-rablem bas also impinged on the Goverrunent's fiscal 
situation. In particul;'~'[' ~ ordinary expenditure has been adve.-sely 
affected b1 the refugee problem, the inc~ease~ cost of petro1ecm 
imports and general international inflation. More~ver~ the 
refugee problem bas caused an unforeseen. sub~tantial incr~ge 
in extrabudgetary expenditures. 

The fiscal situation worgened further towards the end of 1979. 
remained d~ficu1t during the first q~rter of 1980, but appears 
to have improved significantly ~ince tnen as a result of external 
aid. In 1979, as a r~su1t of the large outlays on refugeeR and 
higher defense expenditure, total government expenditure increased 
markedly. According to preliminary results, total government 
expenuiture rose by 28 percent over the 1978 outturn or by 
9 percent above the last IMF projections. With sllbstautially 
increast!d :Import duty l"eceipts, total revenue rOSH by 8 percent 
over. the lSiJS.outtum. .Grants also. increased by. more ths.u a 
quarter. ~revertheless; reflectulg the iarger exp~'nditute, the 
overall budget deficit nearly doubled in relation to the 
previous y&',r to So. Sh. e14 million, equivalent to 3J. percent 
of total .:!Jtpend:i.ture c'om,\lared With the 29 percent project by the 
.lMF. }1ost of the forelgn loans procured by Somalia during the 
year were for public enterpri~e to finance specific projects. 
Aceord~gly, the overwhelming portion of the budgetary deficit 
was fi','lanced by the Central Bslnk$ 

Durin~ the first quarter of 1980, the pressures of' the refugee 
proble,. continued to imI-:t on the fiscal situation. The overall 
budg~t deficit appears to have widened cOmpared to the corresponding 
period of. 1979, as budgetary expenditure rose by 8 percent and 
revenue amounted to about 80 percent of the receipts during the 
first quarte:r of 1979. lb1.s shortfall in revenue is' attri~"'''Jlble 
to a substantial fall in receipts of import duties due to a 
shift in composition of imports towards nondutiable goods. 

The Somali authorities have maintained strict expenditure control 
during the first half ~f 1980. All ministries are now requested 
to submit quarterly retl.\rns to the Ministry of Finance. As part 
of the Government'~ aust~rity program, a reduction of 5 percent 
in the nonwage budgetary allocations of ~ll ministries has been 
effected. Use of mat·erial resources is being curtailed and 
accountants from the Ministry of Finance have been auditing 
accoun~s of other ministries. Besides new revenue measures 
introduced in June 1980, the Government intends to make efforts 
to collect outstanding arreas from public enterprises. In 
addition, further revenue measures are under consideration. 
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3. Monetary and Credit Developments 

The overall monetary situation has been substantially affected 
by the developmeD,ts noted above. In order to meet the needs 
of the refugees. the Government resorted increasingly to bank 
credit, as did the public enterprises~ particularly those 
concerned with the imports of food and other basic commoditiesw 
Consequently, total domestic credit which had increased by 19 
percent during the fourt~ quarter of 1979, rose by a further 
6 percent dur~~g the first quarter of 1980, and the ceilings 
on net credit tt Government and on net domestic assets of the 
Centr~i Bank were exceeded. The ck,vernment bas ~ince tightened 
c~edit controls and during the fi!st five months of 1980, credit 
to Government rose by less than 4 percent, while credit to tte 
public enterprises and the private sector combined fell. 

IV • Grall t Jus tif lca tion 

As p!)inted out in IT ~2 CDSS for Somalia, the Mission considers. it: 
essential to move toward a'program which addresses Somalia's financial 
contra~ts. The GSDR deficit in the current ac~ount bas been increasing 
steadily to a level of $14 million shillings i 1 1979, despite its tight 
fiscal policy with rega.:'d to salaries and heavy' contributions to the 
development ~udget by. other 'donors. IMP :>ropc1sals concerning devalua.tion 
.and scabilization reforms will have both direct ,and indirect effects 
on the budget as the Government attempts to mai~tain stability during 
the difficult first years of the reform program. The prp~ent AID 
project portfolio will have a long run effect on the financial situation 
as agricultural production increases reducing imports, and livestock 
production increases to provide add.:l,tional foreign exchange earni:lgs 
from exports. However, the current need for'foreign exchange suppo~c 
is critical, and action must be taken immediately to help Somalia reach 
the point where some of the objectives of current projects can be 
realized. 

The GSDR has exhibitei a determined and courageous attempt to promote 
social and economic de.velopment using its own resources. It' has revised 
its public finance structure by decreasing salaries of government 
e:lployees and revising and modifying the ta.."t structure. Along with 
the ~, the GSDR is reviewing agricultural price policies. Pivotal 
to a reorientation of the government's development strategy is a~so 
the question of monetary refo~, linked to the real~ent of the 
S~li Shilling to other international currencies. Dependence on 
Central Bank financing must be reduced as domestic'expenditures 
continue to outstrip revenues with inflationary results. 

v. I:!rolementation Plan 

A grant agreement will-be signed in Washington on September 27, 1980 
between the Government of the Somali Democratic Republic (GSDR), thro~gh 
the Embassy of Somalia and AID~ Standard Form 1034, a Public Voucher 
for Purchases and Services ,othe~~than Personal, submitted with the PAAD. 
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~l be executed and the funds depoe.ited in the GSDR's freight account 
at the Irving Trust Bank in New York. Upon deposit af the funds in the 
account. -a letter of credit will be issued-against which payment of 
freight changes for the grain shipments will be made. 



I~ItlAL ENVIRONMENtAL EXAMINATION 

Project Country: Somalia 

Project title: Grain TranspoI 

Funding~ FY{s) 1980 $ 5,000,000 

Period of Project: 1 yea1 

lEE Pre oared By: Steffi Meyer, AFRI.DR/EAP 

Environmental Action Recommended: Negative Determination 

Concurrence: Bessie BO~~DP 
Assistant Aeainistrator Decision: 

APPROVED: 

DISAPPROVED: 

DATE: 



Page 2 

I. Descriotion of the Prolect: 

A program grant of $5 million, financed by ESF appropriations, to enable the 
Government of Somalia to finance the ocean transport of urgently required PL 480 
Title I food grains for both indigenous and rural pop~lations. 

II. Examination of Nature, Scope, and Magnit~de of ~nviron~ental 'Imp~ctsi: 

In accordance with AID Regulation 16, Paragraph 216-2(F) and (G), a negative 
determination is appropriate regarding the environmental impact of the grant. 
Since the grant will be used for shipping food grains with limited environmental 
effects, an. environmental assessment or environmental impact statement is not 
required. 

[II. Recommended Environmental Action: 

A negative determination is recommended. 




